
OVERVIEW OF

COMPUTERISED

ACCOUNTING SYSTEM
LearningObjectives
Afterstudyingthischapteryouwillbeable to:

• UnderstandtheneedofComputerisedAccountingSystem.

• AppreciatetheimpactofInformationTechnologyonFinancialAccountingSystem.

• DescribethemajorfunctionsofAccountingInformationSystem(AIS).

Introduction

In modern business accounting transactions are processed through computers. Usage of
computersandInformationTechnology(IT)enablesabusinesstoquickly,accuratelyandtimely access
the information that helps in decision-making. This sharpens the competitive edge and enhances
profitability.The computer systems (Figure 1.1) works with the data which is processed by the
hardware commanded by the user through software. The Computerised Accounting System (CAS)
has the following components:

Procedure:Alogicalsequenceofactionstoperformatask. Data:

The raw fact (as input) for any business application. People:

Users.

Hardware:Computer,associatedperipherals,andtheirnetwork. Software:

System software and Application software.

ThesearethefivepillarsonwhichComputerisedAccountingSystemrests.Thischapterdiscusses the
concept and components of CAS along with its advantages and disadvantages. It is followed by
the discussion of software packages on CAS.In this chapter we will also discuss the concept about
grouping of accounts and codification methods to be used for CAS.
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COMPUTERISEDACCOUNTINGSYSTEM
ComputerisedAccountingSystemreferstotheprocessingofaccountingtransactionthroughthe use of
hardware and software in order to produce accounting records and reports. CAS takes accounting

transactionsasinputsthatareprocessedthroughAccountingSoftwaretogeneratethefollowing
reports:

• Day books/Journals

• Ledger

• Trial Balance

• PositionStatement(BalanceSheet)

• StatementofProfitandLoss(ProfitandLossAccount)

BasicflowofAccountingTransaction



Dataand Information

Various elements (items) of accounting transactions are essentially the data items, which are
processedthrough anaccountingsoftwaretogeneratedifferentsetsofinformationintheform of
accounting reports such as journals, ledger, etc.

Adata-item(dataelement)isthesmallestnamedunitofdataintheinformationsystem.
Inaccounting,atransactionconsistsoffourdataelements,suchasnameofaccount, accounting code,
date of transaction and amount.

Thetransactionisarecordofinflowandoutflowofresources.

Wemay observe (Figure 1.3) how data (days worked and rate per day) is being (multiplied
together)convertedintoinformation(amounttopay).Theinformationmaybeviewedasdata at one
level; and when it is processed keeping in view the requirements of decision maker, it
becomes the information at another level.

COMPONENTSOFCAS

The manual system of accounting is traditionally most popular method of keeping records of
financial transactions of an organisation. Financial statements are the end products of the
accounting process, which are prepared in accordance with Generally Accepted Accounting
Principles (GAAP). The accounting cycle means the processes involved in identifying,measuring
and communicating the information. The basic phases of the cycle are as follows:

• Businesstransactionsareanalysed.
• Thetransactionsarerecordedin thejournal.
• Journalentriesarepostedtotheledgeraccounts.
• A trial balance is prepared from balances of
accounts.
• Accountsarereviewedandthenecessary
adjustments made.
• Adjustmentsarepostedintheledgertoprepare
adjusted trial balance.
• Adjustedtrialbalanceisusedtopreparethebalancesheetandprofitandloss account.
• FinancialStatementsarepreparedfromthefinallyadjustedledgerandbalancingthe accounts.

Theaboveaccountingcyclecanbeprocessedthroughtheuseofcomputers.



SALIENTFEATURESOFCAS

FollowingarethesalientfeaturesrequiredforCASsoftware:

SIMPLEANDINTEGRATED
CAS is designed to automate and integrate all the business operations, such as sales, finance,
purchase, inventory and manufacturing. CAS is integrated to provide accurate, up-to-date
business information rapidly. The CAS may be integrated with enhanced MIS (Management
InformationSystem),Multi-lingualandDataOrganisationcapabilitiestosimplifyallthebusiness
processes of the organisation easily and cost-effectively.

TRANSPARENCYANDCONTROL
CASprovidessufficienttimetoplan,increasesdataaccessibilityandenhancesusersatisfaction. With
computerised accounting, the organisation will have greater transparency for day-to-day
business operations and access to the vital information.

ACCURACYANDSPEED
CASprovidesuser-definabletemplates(dataentryscreensorforms)forfast,accuratedata entry of
the transactions. It also helps in generalising desired documents and reports.

SCALABILITY
CASenablesinchangingthevolumeofdataprocessingintunewiththechangeinthesizeofthe business. The
software can be used for any size of the business and type of the organisation.

RELIABILITY
CASmakessurethatthegeneralisedcriticalfinancialinformationisaccurate,controlledand secured.

GROUPINGOFACCOUNTS

The increase in the number of transaction changes the volume and size of the business.
Thereforeitbecomesnecessarytohaveproperclassificationofdata.Thebasicclassificationsof
different accounts embodied in a transaction are resorted through accounting equation.

AccountingEquation

Themodernaccountingisbasedondouble-entrysystem,whichimpliesequalityofassetsand equities
(liabilities and capital), i.e.

A = E
WhereE= L+C
Now A = L+C
WhereA= Assets



Revenue means inflow of resources, which results from the sale of goods or services in the
normalcourseofbusinessandincreaseincapital.Expensesimplyconsumptionofresourcesin
generating revenues.

E = Equities

C = Capital

L = Liabilities

Thus, Assets = Liabilities+Capital

In this equation the Liabilitiesmeans claims on the firm by creditors and the Capitalmeans
claimsof owners.Theclaimsofownerskeeponchangingduetosuccess(profit)orfailure(loss) of the
firm. This is reflected by the income statement, which provides the summary of income and
expenses of business for a given accounting period. Keeping this in view, the above equation
can be re-written as:

Assets=Liabilities+Capital+(Revenues– Expenses)

Eachcomponentoftheaboveequationcanbedividedintogroupsofaccountsasfollows:

 EQUITYANDLIABILITIES

Shareholder’sFunds

•ShareCapital

•ReservesandSurplus

•MoneyReceivedagainstShareWarrants

•ShareApplicationMoneyPendingAllotment

•Non-CurrentLiabilitiessLongTerm Borrowings

•DeferredTaxLiabilities(net)

•OtherLongTerm Liabilities

•LongTerm Provisions

•CurrentLiabilities

•ShortTermBorrowings

•Trade Payables

•OtherCurrent Liabilities

•ShortTermProvisions



• ASSETS

1. Non-CurrentAssets
• FixedAssets
• TangibleAssets
• IntangibleAssets
• CapitalWork-in-Progress
• IntangibleAssetsUnderDevelopment
• FixedAssetsheldforSales
• Non-CurrentInvestments
• DeferredTaxAssets(net)
• LongTermLoansand Advances
• OtherNon-CurrentAssets
2. CurrentAssets
• Current Investments
• InventoriessTrade Receivables
• CashandCashEquivalents
• ShortTermLoansand Advances
• OtherCurrent Assets

• REVENUES

• Sales

• OtherIncome

• EXPENSES

• Material Consumed
• Salaryand Wages
• ManufacturingExpenses
• Depreciation
• AdministrativeExpenses
• Interest
• SellingandDistributionExpenses

Thereisahierarchicalrelationshipbetweenthegroupsanditscomponents.Inordertomaintain
thehierarchicalrelationshipsbetweenagroupanditssub-groups,propercodificationisrequired to
ensure neatness of classification.



CODIFICATIONOFACCOUNTS
Accordingto ConciseOxfordDictionary,thetermcodemeans“asystemofletterorfigurewith
arbitrary meaning for brevity and for machine processing of information”. Thus, code is an
identification mark.
MethodofCodification

The coding scheme of Account-heads should be such that it leads to grouping of accounts at
variouslevelssoastogeneratePosition Statement(BalanceSheet)andStatementofProfitand Loss
(Profit-Loss Account). For example, we may allot the codes for top-level grouping of accounts
(forming the 1st digit of the Account Code) as follows:

1 EquityandLiabilities
2 Assets
3 Revenues
4 Expenses

UnderEquityand : 11 Shareholder’sfunds
Liabilities 13 Non-CurrentLiabilities

14 CurrentLiabilities
Under Assets : 21 Non-CurrentAssets

23 Current Assets
Note:Thegapincodeinthe2nddigit(e.g.after1,3insteadof 2)isusedtoprovide flexibility.

The above codification scheme utilizes the hierarchy present (used) in grouping of
accounts.Majoradvantageofsuchcodingisthatiftheaccountcodesarelistedinascending (i.e.
increasing) order, these will be automatically listed as per the desired hierarchy.

SequentialCodes

In SequentialCode,numbersand/or lettersare assigned in consecutive order.These codesare
applied primarily to source documents such as cheques, invoices, etc. A sequential code can
facilitate document searches. This process enables in either identification of missing codes
(numbers)relatingtoaparticulardocumentorarelevantdocumentcanbetracedonthebasis of code.

For examples:

CODES ACCOUNTS

CL001 GCERTLTD

CL002 XYZLTD

CL003 ARILCORPORATIONOFINDIA



BlockCodes

Inablockcode,arangeofnumbersispartitionedintoadesirednumberof sub-rangesandeach sub-
range is allotted to a specific group. In most of the uses of block codes, numbers within a sub-
range follow sequential coding scheme, i.e. the numbers increase consecutively. As an example,
dealer codes for a trading firm could be as follows:

CODES DEALER-TYPE
100- 199 Small Pumps
200- 299 MediumPumps
300- 399 Pipes
400- 499 Motors

MnemonicCodes

Amnemoniccodeconsistsofalphabetsorabbreviationsassymbolstocodifyapieceof
information.SJfor“SalesJournals”,HQfor“HeadQuarters”areexamplesofmnemoniccodes.
Another common example is the use of alphabetic codes in Railways in identifying railway
stations such as DLH for Delhi, NDLS for New Delhi, BRC for Baroda, etc.

METHODOLOGYTODEVELOPCODINGSTRUCTUREANDCODING

Letusassumethatwehavetodocodingforstudentsinoneofsevenschoolsrunbyatrust.The first step
is to develop a coding structure (scheme), which will be used to develop individual codesfor
each student.Developmentof codingstructurerequiresidentification (finalisation)of hierarchy of
schooling system and that of various attributes (parameters) associated with a student. A
hierarchy in such a situation could be as follows:

Trust→School→Entry-year→Stream→Class→ Section→Student

The“Stream”couldbesciencestream,commercestreamorgeneralStream.Aclassmaybe divided into
more than one section when the number of admitted students increases the class capacity. We can
decide the coding structure after the following considerations:

• As there is only one Trust, no provision is required in the coding structure to
accommodateforTrust.Hadtherebeenmultipletrustsunderoneorganisationrunninga
number of schools, the provision of Trust code would have been necessary in the coding
structure.

• AssumingthatthemaximumnumberofSchoolsisnotlikelytoexceed99,wecanallocate 2 digits
for School.

• TwodigitscanbeallocatedfortheEntry-year.Entry-yearisnecessarytomaintainrecords of old
students.



• ForStream,1digitissufficient.IfStreamisnotrelevant(applicable)asisthecasefor primary
and secondary classes, the value 0 will be considered for Stream.

• ToaccommodateClasses,2digitsaresufficient.

• NumberofSectionsinaclasswillnotexceed9.Hence,1digitissufficientforSection.

• Two digits will be sufficient for number of Students within a section of a class,
assumingthat not more than 99 Students will ever be put in a section of a class.

ThecodingstructureforStudentswillbeasfollowsbasedontheaboveconsiderations:

School 2Digits
Entry-year 2Digits
Stream 1Digit
Class 2Digits
Section 1Digit
Student 2Digits

Thus,ifweallocate10digitscodestoastudent,weshallbeabletogetthefollowingdetails of a
student right from the code itself:

• Whichstreaminwhichschoolthestudentisstudying(hadstudied)?

• Whatweretheclassanditssectionandinwhichyearthestudenthadenteredthisclass?

• Listofallstudentswhohasenteredaschoolinagiven year,etc.

Once the coding structure is decided as described above, allotting of code becomes
easy. Forexample,ifastudentwithaRollNo.54had entered Section-B ofClass XIIinYear
2008optingforScienceStream(Non-BiologyGroup)(StreamCode:1)inthe6thSchoolrun by the
Trust. Its code would be as follows:

06 08 1 12 2 54

RollNooftheStudentintheSectionofClassXII Section

Code (2 for Section-B)

CurrentClass(XII)

Stream (i.e. Science – Non-Bio)

Entry-yeartoCurrentClass(i.e.XII)

SchoolCode



Passwordisthekey(code)toallowtheaccesstothesystem.

USINGSOFTWAREOFCAS

There are two basic activities in using software of CAS – One time activities and recurring
activates.OnetimeactivitiesincludecreationofOrganisationdetails,accountingyear,typeof ledger
(also called “creation of master files”), etc. While reccuring activities include entry of
transactions and generation of reports. The transactions are recorded on the basis of Cash
Vouchers, Bank Vouchers, Purchase Vouchers, Sales Vouchers, Journal Vouchers, etc. Reports
includegenerationofDaybooks,Ledgers,TrialBalance,StatementofProfitandLoss,Position
Statement and Cash Flow Statement. (Please refer to Chapter 5 for details)

SECURITYFEATURESOFCASSOFTWARE

Everyaccountingsoftwareensuresdatasecurity,safetyandconfidentiality.Thereforeevery, software
provides the following:

• PasswordSecurity

• DataAudit

• DataVault

Password Security:Password is a mechanism, which enables a user to access a system
includingdata.Thesystemfacilitatesdefiningtheuserrightsaccordingtoorganisationpolicy.
Consequently, a person in an organisation may be given access to a particular set of a data
while he may be denied access to another set of data.

DataAudit:Thisfeatureenablesonetoknowastowhoandwhatchangeshavebeenmadein
theoriginaldatatherebyhelpingandfixingtheresponsibilityofthepersonwhohasmanipulated the
data and also ensures data integrity. Basically, this feature is similar to Audit Trail.

DataVault:Softwareprovidesadditionalsecuritythroughdataencryption.

Encryption essentially scrambles the information so as to make its interpretation extremely
difficult (almost impossible). Thus, Encryption ensures security of data even if it lands in
wrong hands, because the receiver of data will not be able to decode and interpret it.

ADVANTAGESOFCAS

FollowingaretheadvantagesofComputerisedAccountingSystem (CAS):

1. Timelygenerationofreportsandinformationindesiredformat.

2. Efficientrecordkeeping.

3. Ensureseffectivecontroloverthe system.



4. Economyintheprocessingofaccountingdata.

5. Confidentialityofdataismaintained.

LIMITATIONSOFCAS

FollowingarethelimitationofCAS software:
1. Fasterobsolescenceoftechnologynecessitatesinvestmentinshorterperiodoftime.

2. Datamaybe lostorcorruptedduetopower interruptions.

3. Dataareproneto hacking.

4. Un-programmedandun-specifiedreportscannotbegenerated.

ACCOUNTINGINFORMATIONSYSTEM(AIS)

Accounting Information System (AIS) and its various sub-systems may be implemented through
Computerised Accounting System. The subsystems of AIS are briefly described below (Fig. 1.4)

CASHANDBANKSUB-SYSTEM
Itdealswiththereceiptandpaymentofcashbothphysicalcashandelectronicfundtransfer.
Electronicfund transfertakesplacewithouthavingthe physical entryor exit of cashbyusing the
credit cards or electronic banking.



SALESANDACCOUNTSRECEIVABLESUB-SYSTEM
It deals with recording of sales, maintaining of sales ledger and receivables. It generates
periodicreportsaboutsales,collectionsmade,overdueaccountsandreceivablespositionas also
ageing schedule of receivables/debtors.

INVENTORYSUB-SYSTEM
Itdealswiththerecordingofdifferentitemspurchasedandissuedspecifyingtheprice,quantity and
date. It generates the inventory position and valuation report.

PURCHASEANDACCOUNTSPAYABLESUB-SYSTEM
It deals with the purchase and payments to creditors. It provides for ordering of goods, sorting
ofpurchaseexpensesandpaymenttothecreditors.Italsogeneratesperiodicreportsaboutthe
performance of suppliers, payment schedule and position of the creditors.

PAYROLLACCOUNTINGSUB-SYSTEM
It deals with payment of wages and salary to employees. A typical wage report details
information about basic pay, dearness allowance, and other allowances and deductions from
salary and wages on account of provident fund, taxes, loans, advances and other charges. The
systemgeneratesreportsaboutwagebill,overtimepaymentandpaymentonaccountofleave
encashment, etc.

FIXEDASSETSACCOUNTINGSUB-SYSTEM
Itdealswiththerecordingofpurchases,additions,deletions,usageoffixedassetssuchasland and
buildings, machinery and equipment’s, etc. it also generates reports about the cost,
depreciation, and book value of different assets.

EXPENSEACCOUNTINGSUB-SYSTEM
Thissub-systemrecordsexpensesunderbroadgroupssuchasmanufacturingadministrative, financial,
selling and distributions and others.

TAXACCOUNTINGSUB-SYSTEM
Thissub-systemdealswithcompliancerequirementvalue-addedtax(VAT),excise,customsand income
tax. This sub-system used in large size organisation.

FINALACCOUNTSSUB-SYSTEM
ThissubsystemdealswiththepreparationofProfitandLossaccounts,BalanceSheetandcash flow
statements for reporting purposes.



COSTINGSUB-SYSTEM
Itdealswiththeascertainmentofcostofgoodsproduced.Ithaslinkageswithotheraccounting sub-
systems for obtaining the necessary information about cost of material, labour, and other
expenses. This system generates information about changes in the cost that takes place during
the period under review.

BUDGETSUB-SYSTEM
Itdealswiththepreparationofbudgetforthecomingfinancialyearaswellas comparison with the
current budget of the actual performances.

MANAGEMENTINFORMATIONSYSTEM
Management Information System (MIS) deals with generation and processing of reports that
arevitalformanagementdecision-making.TheInformationsystemshouldbesoflexibleasto provide
customised reports to support various managerial functions such as planning, organising,
staffing, oversight, control and decision-making including operational, functional and strategic
nature.

Summary
• In Computerised Accounting System, accounting transactions are processed using

computer system. A computer system includes hardware and software. Hardware
includes Central Processing Unit (CPU), Random Access Memory ( RAM), Monitor
(Screen), Keyboard, Mouse, Hard Disk and CD/DVD for mass storage of data and
Printer, etc. Software consists of set of instructions. Software can either be a System
Software(apartofComputerSystem)oranApplicationSoftware.CASusesAccounting
Software. Accounting Software (such as Tally) is an example of Application Software.

• Coding (for Account Head, Budget Head, Cost Centres, etc.) is required in CAS. Coding
firstrequiresdevelopmentofitsstructure.CodingStructureshouldbecompatiblewith
inherent structure of the element to be coded. For example, Account Head coding
requires a hierarchical structure to progressively summarise the accounting
information as per the requirements of Balance Sheet and Profit and Loss Account.

• AdvantagesofCASincludespeed,efficiency,arithmeticaccuracy,costsaving,
confidentiality of data.

• LimitationsofCASincludeprovision for(a)fastobsolescenceoftechnology,(b)data loss
due to either power interruptions or damage to hard disk, (c) virus and other
security hazards.

• Accounting Information System is an integration of various sub-systems such as: (i)
cash sub-system, (ii) sales and accounts receivable sub-system, ( iii) inventory sub-
system,(iv)purchaseandaccountspayablesub-system,(v)payrollaccountingsub-



EXERCISES

system,(vi)fixedassetaccountingsub-system,(vii)expenseaccountingsub-system,
(viii)taxaccounting sub-system,(ix)finalaccountssub-system,(x)costingsub-system,
(xi)budgetsub-system,(xii)managementinformationsub-system.

Q1.MULTIPLECHOICEQUESTIONS

1. ThecomponentsofComputerisedAccountingSystemare:

(a) Data,Report,Ledger,Hardware,Software;

(b) Data,People,Procedure,Hardware,Software;(c)People,Procedure,Ledger,Data, Chart of

Accounts; (d) Data, Coding, Procedure, Rules, Output.

2. TheComputerisedAccountingSystemrefersto:

(a) PrintingofBalanceSheetandProfitandLossAccountsusingcomputer;

(b) Processingofaccountingtransactionthroughcomputerandproducerecordsand reports;

(c) Processingofaccountingrelateddataandprintingreports;(d)Noneofthe above.

3. ThecomponentsofComputerisedAccountingSystemrefersto:

(a) Businesstransactionsareanalysed,transactionsrecorded,preparetrialbalance,preparati
on of balance sheet and profit and loss account;

(b) Fromdataentrytopreparationoffinalstatements;

(c) TransformationofmanualaccountingsystemtoCAS;(d)Noneoftheabove.

4. TheCASshouldbe

(a) Simpleandintegrated,transparent,accurate,scalability,reliability;

(b) Complex,Accurate,Transparent,Fastertowork;

(c) Able totransformthemanualaccountingsystemtocomputerisedaccountingsystem;
(d) Noneofthe above.

5. TheGroupingofAccountsmeanstheclassificationofdatafrom:

(a) Asset,liabilitiesand capital

(b) Asset,capital,liabilities,revenueandexpenses



(c) Asset,ownersequity,revenueandexpenses(d)Noneoftheabove.

6. CodificationofAccountsrequiredforthepurposeof:

(a) Hierarchicalrelationshipbetweengroupsandcomponents

(b) Dataprocessingfasterandpreparingoffinalaccounts

(c) Keepingdataandinformationsecured(d)Noneoftheabove.

7. MethodofCodificationshouldbe:

(a) Suchthatitleadstogroupingofaccounts(b)Anidentificationmark.

(c) Easytounderstand,cryptic,andleadstogroupingof accounts

(d) Noneof theabove

8. TheneedofCodificationis:

(a) TheEncryptionofdata

(b) TheGenerationofmnemonic code

(c) Tosecuretheaccounts,reports,etc.

(d) Easytoprocessdata, keepingproper records

9. Whatistheactivitysequenceofthebasicinformationprocessingmodel?

(a) Organisedata,processdata,andcollectdata

(b) Collectdata,organiseandprocessdata,andcommunicate information

(c) Processdata,organisedata,andcollectdata

(d) Organisedata,collectdata,andcommunicateinformation

10. Whatareinternalcontrolsdesignedtodo?

(a) safeguardassetsandoptimisetheuseof resource

(b) onlyachievemaximum revenue

(c) onlysafeguard assets

(d) onlyensureaccurateaccountingrecords

11. Whatisafirm’spaymenttoasupplierformerchandiseinventoryrecordedin?

(a) Cashpaymentjournal

(b) Purchasesjournal



(c) Sales journal

(d) Cashreceiptsjournal

12. Whereareamountsowedbycustomersforcreditpurchasesfound?

(a) accountsreceivablejournal

(b) generalledger

(c) salesjournal

(d) accountsreceivablesubsidiaryledger

Q2. ANSWER THE FOLLOWING QUESTIONS

1. WhythecomputerisationofFinancialAccountingisrequiredandwhyisituseful?

2. Whatiscoding?WhycodificationisrequiredforanAccounting System?

3. WhatarethesalientfeaturesofComputerisedAccounting Software?
4. Whatarethephasesinanaccounting cycle?

5. Writedifferencesbetweendataandinformationwith examples?

6. Explain various types of coding methods and the situations where each coding method is
best suited?

7. Define the term transaction and elaborate withthe help of examples how the transaction
will be shown in chart of accounts by hierarchical grouping?

8. Whatisachartofaccounts?Howisit arranged?

9. WhatismeantbyRevenueand Expenses?

10. WhatarethelimitationsofCAS?

11. WhataretheadvantagesofCAS?

12. WhatisencryptionandhowisithelpfulinCAS? Q3.

SKILL REVIEW

1. Topicofdebate:“Intentionalmanipulationofaccountingrecordsismucheasierin
computerisedaccountingsystemthaninmanualaccountingsystem”.

Dothisexerciseintheclassforminggroupof4studentstoformateamanddothe presentation in the
class?

2. Develop a coding structure for inventory items based on the following information: There
arearound7000items,whicharegroupedunder37majorcategories.Eachmajorcategory
isfurthersub-dividedinto15-40sub-categories.Withinasub-category,thenumberofitems will
never exceed 1000.



ANSWERS

1.b2. b 3.a 4.a 5.b 6.a

7.a 8.a 9.b 10. a 11. a 12. d
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