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What's New in This Edition? 
To bring you the latest, each chapter text has been carefully updated to reflect changes in the accounting 
and IT fields. 

■ Business process mapping has been entirely overhauled to focus on flowcharts as the process map
ping tool preferred by accounting professionals. The new Business Process Modeling and Notation 
(BPMN) 2.0 is also presented in Chapters 4 and 5 because it is the business process mapping nota
tion preferred in business to meet the simplicity requested by accounting professionals while provid
ing more technical detail than flowcharts to meet the needs of IT professionals. 

■ Coverage of business process mapping using data flow diagrams (DFDs) is moved to Chapter 
Extensions 4 and 5, available online at www.pearsonhighered.com/kay. 

■ Chapter 6, Enterprise Information Systems, has been updated to include the portion of the enterprise 
system that is increasingly in the cloud, with a new section on cloud computing. 

■ Chapter 8, Accounting and Sustainability Intelligence, keeps you at the forefront of sustainability 
and how it affects your accounting system. Chapter 8 is updated to include coverage of integrated 
reporting that integrates traditional financial reporting and sustainability reporting. Novo Nordisk's 
Integrated Report appears in Chapter Extension 8 (located at www.pearsonhighered.com/kay) so you 
can learn from a leader in integrating reporting on financial, social, and environmental performance. 

■ Cybersecurity, Chapter 11, includes a new chapter extension with two leading IT control 
frameworks-ISO 27k IT controls and COBIT. 

■ Each chapter has updated assignments prepared by Ali Ovlia. 

■ The latest emerging trends and technologies, such as mobile technology and robotics, are covered in 
online Chapter 15, to keep you up to date on technologies impacting accounting. 
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It's All About You! 

This book is all about you-the student! 

■ To save you time ... 
The materials focus on the key topics and skills you need 
to be successful in this course and on the job. 

■ To make your life easier ... 
The concepts and materials are presented in a friendly 
manner so the subject matter makes sense. 

■ To give you a competitive advantage ... 
Everything in this text is focused on aiding you in the 
successful navigation of the crossroads of accounting 
and IT. 

Best wishes for your continued success! 



What Gives Me a Competitive Advantage 
as an Accounting Professional? 

This book is designed to assist you in developing the following top five core competencies for 
accounting professionals (AICPA): 

1. Communication and leadership 
2. Strategic and critical thinking 
3. Customer focus 
4. Interpretation of converging information 
S. Technological skills 

Technology is integral to accounting today. To fully understand accounting, the accounting pro
fessional must understand the crossroads of accounting and information technology. To navigate 
the crossroads, this book equips you to communicate using two different languages: the language 
of the accounting professional and the language of the IT professional. 

This text contains straightforward presentation of leading edge technologies at the crossroads of 
accounting and IT. From business intelligence to XBRL, from integrated enterprise systems to cy
bersecurity, and from enterprise risk management to sustainability accounting, this text offers you 
the latest in accounting and technology in easy to understand terms. 

This gives you a competitive advantage and better prepares you to successfully launch your career 
as an accounting professional. 

XI 



XII 

How Can I Study Less and Learn More? 

The art and science of effective learning is 
simple: It' s not how long you study-it' s how 
effectively you study. 

How do you study effectively? Connect new 
information to what you already know. Build 
on what you already know to construct new 
knowledge. 

If you can' t connect new knowledge to some
thing you can relate to, keep asking questions 
until you can build a bridge from what you 
know now to the new information. 

Effective learning can be compared to global 
travel. Let's say your professor is very excited 
about exploring the city of Prague, so he or 
she gives you a Prague city map. The map 
has limited usefulness to you, however, if you 
are in Chicago, New York, or Los Angeles. 
Before the map has real meaning or signifi
cance to you, first you must travel to Prague. 

In the same way, if your professor is excited 
about the latest development in accounting and 
business intelligence, for example, but you are 
unable to connect the new information to what 
you already know, you will not be able to con
struct new meaning. Connect the new informa
tion to something you already know. 

/ ' 

'-

By the way, this learning approach is called construc-
tivist pedagogy, and it is woven throughout this text. 
The questions, examples, illustrations, and assign
ments are all designed to create an experience that 
provides an opportunity for you to construct deeper 
meaning and a memorable personal discovery. 

Top Ten Tips for Studying AIS 

1. Connect new information to what you already know. 

2. If you can't do Tip No. 1, then build a learning bridge. Ask your professor 
questions. Perform an on line search and read more about the topic. Find 
something about the new topic that you can use to build a bridge to what 
you already know. 

3. Clarify your learning. Clear up any misunderstandings by asking questions. 
Don't give up when you feel confused. Persist and keep asking questions 
to clear up any confusion. 

4. Streamline your learning. For example, this text uses models that 
streamline learning large amounts of new information. One baseline 
accounting system model is representative of most accounting systems. 
This saves you from learning dozens of different accounting systems. 
If you can connect your current knowledge to the new model, you can 
dramatically improve the effectiveness of your study. 

5. Connect to your classmates. Classmates can help you build the bridge 
to connect new knowledge to what you already know. Or maybe you can 
assist in building the bridge for a classmate. Sometimes when we teach 
others, we learn the most. 

6. Learn to see things in a new way. In this book, we use GPS as a reminder 
to see both the details of accounting and the global picture of an entire 
accounting system. 

7. Discover the relevance. Are you ever frustrated in courses when you are 
asked to learn things that do not seem relevant? Discover the relevance 
of AIS topics and give yourself a reason to learn. 

8. Write down your questions. It's amazing how the process of formulating 
questions can clarify your own thinking. Don't be surprised if during the 
process of writing down your question, you discover the answer. 

9. Review the chapters and your notes three times. Read the chapter and 
make notes. Review the chapter a day later and again one week later. 
You will retain more information if you review the material three times 
instead of just once. This will save you time and improve your grades! 

10. Remember: AIS is SASSY. The main areas of AIS are shown on the inside 
front cover and listed below: 

• Store accounting data. 

• Analyze accounting data. 

• Safeguard accounting data. 

• SYstem design. 



How Do I Navigate the Crossroads 
of Accounting and IT? 

The roadmap to navigating the crossroads of accounting and 
IT is shown on the inside front cover. 

Remember - AIS is SASSY: 

Part 1: Store accounting data. 

Part 2: Analyze accounting data. 

Part 3: Safeguard accounting data. 

Part 4: SY stem design. 

The fifth and final part of the book is a capstone, integrating 
AIS topics. 

If you want to know more, here is a brief summary for you. 
By the way, don' t be surprised if your professor covers 
the chapters in a different order. There are many different 
approaches to teaching and learning AIS. 

Part 1: Enterprise Accounting Systems: People, Processes, 
and Technology introduces you to the design, develop
ment, and functioning of accounting systems today. In 
Chapter 1: Accounting System Insights we provide you with 
insights into understanding how accounting systems func
tion in today's business environment. Chapter 2: Accounting 
Databases provides an introduction to databases and their 
integral role in accounting systems. Chapter 3: Accounting 
Interface: Database Forms, Queries, and Reports describes 
the accounting system interface and its role in the account
ing system. In Chapter 4: Accounting Systems and Business 
Processes , we share with you how to read and develop 
business process maps that document business processes. 
Chapter 5: Business Processes: Purchasing, Sales, and 
Payroll Cycles covers documentation for business processes 
using business process maps for purchasing, sales, and pay
roll cycles. In Chapter 6: Integrated Enterprise Systems and 
Cloud Computing we explore how the accounting system is 
integrated into the larger enterprise system and how cloud 
computing is being used by enterprises. 

Part 2: Accounting and Intelligence Systems explores the 
impact of intelligent systems on accounting. Chapter 7: 
Accounting and Business Intelligence discusses how enterprises 
use analytics to create business intelligence for improved deci
sion making and business performance. Chapter 8: Accounting 

and Sustainability Intelligence provides an overview of the 
emerging field of accounting for sustainability and the resulting 
impact on the accounting system. Chapter 9: XBRL: Intelligent 
Business Reporting explores the who, what, where, when, and 
how of eXtensible Business Reporting Language (XBRL) that 
electronically tags each piece of financial data. 

Part 3: Security, Controls, and Risk focuses on safeguarding 
information assets stored in accounting systems. Chapter 10: 
Fraud and Internal Control introduces COSO's Internal Control 
Framework and COBIT's IT controls framework. Chapter 11: 
Cybersecurity explores the threats posed by cybercrime to 
an accounting system. This chapter introduces you to the 
International Information Systems Security Certification 
Consortium (ISC)2 10 domains for cybersecurity. Chapter 12: 
The Risk Intelligent Enterprise: Enterprise Risk Management 
introduces COSO's enterprise risk management (ERM) frame
work. The chapter presents the top 10 tips for spreadsheet risk 
management. 

Part 4: Designing and Developing Accounting Systems pro
vides an overview of different approaches to developing 
accounting systems and the related accounting database. 
Chapter 13: Accounting System Development explores the 
phases of the system development life cycle (SDLC) as 
applied to developing an accounting system. Chapter 14: 
Database Design: ERD, REA, and SQL compares and con
trasts two approaches to accounting database design: entity 
relationship diagram (ERD) and resources, entities, and 
agents (REA). This chapter also explores how data is ex
tracted from the database using Structured Query Language 
(SQL). 

Part 5: Enterprise Accounting Systems: Capstone provides 
a capstone experience for integrating accounting system 
topics . Chapter 15: Emerging Trends and Technologies is 
an online chapter that explores the latest trends in infor
mation technology and the impact on accounting systems. 
Chapter 16: Accounting Systems in Action: LIVE Projects 
provides opportunities for LIVE projects to develop your 
project management and team building skills, two critical 
skills for your future success as an accounting professional 
at the crossroads of accounting and IT. 
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How Can Features of This Book 
Streamline My Learning? 
Every feature in this book has been designed for you and your success in learning the content of 
this course. 

■ Real and relevant makes the content come alive! 

Sustainable Economics 
Meet Tom Niemeier, Founder of SPACE LLC (shown on left). Meet Matt Lung of SPACE 

~i~:'::ic:L~g, ;shown on right). Web: www.spacestl.com Twitter: Cspacearchitects 

Hi, I'm Tom, founder of SPACE LLC. I established SPACE. an ARCHITECTURE + 

DESIGNfimi, inMarchof2005.Asseems tobeourluck.many things fellintoplacefor us 
Whenwewereready todes'9nandbuildaf.-St ctassstudio toshowcaseourdes'9ntal-
8111S , wedetenninedthat wewouldutillzealllhe"bestpractices" ofsustainabledesign, but 
lhatwewouldootanemptLEEDcertification. Byourestimates, forourprojectwewould 
spend$40,000to$50,000more togolhroughtheLEEDprocess, wilh therequiredpaper
workanddoc,..,,entation.Wemadeaconsciousdecision tousethat moneyinsteadtocre
ateamoresustainablebuilding 

Our firstthoughtsturned tosolar 
dosomethingvisiblesoit wouldbe 
sustainat>ility. Toour dismay,wele 
pressiveROI.Spending$20,000to 
eobcing! 

■ Accounting Insights simplify 
the complex! 

Reluctantly,weassl.Wll&d thatwe 
ingsystems.completewilhroottop 
aroundthistimethatwemetArtic 
ltwasthroughlhatcompany thatw 
toconvertlhe sun'senergy toelectr 

Database Fo,m Design 
Well-designeddatabascfonnsarcdesignedtosavetirncandrninimizcdataentryerror.;.Afew 
generalguidelinesfordatabascformdesignincludethe following 

811
~ 1:::~~~ '::': hot water 

usersofhot water. Thebestuseof 
anexistingconcreteslabalready.B 
Brownfield remediation. we figured 
so~wooldbepaidfor throughtheB 
systemtorheat,butwhat abO<Jtcoo 

Our buildingpurchasecamewilh 
suggestedusingthatlandtoinstall 
around55degreesandthenpump t 
degrees. Toecoldwaterwouldbedi 

Gf'-
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~::~=i::::~ 
Paperforms 

• Enterdataonce 
• Usedatavalidation 
• Enableautoent,y 
• Mirrorpapcrforms 
• Dcsignuser-friendlyfonns 
• lmplcmentappropriatcsccurity 

Accounting Insight No. 9: Ente r Data Once 
Accounting lnsightNo.9(enterdataonce). whichwas introducedinChapter2.canbeapplied 
todatabase fonndesign.Thedatabase fomlshouldrequirelheusertoenterlhedataonlyone 
time, reusing data automatically as needed. Some organizations have streamlined dataen-
tryusingbarcodescanning insteadofkeying dataintoanonscreentorm. Anolhermeansof 
streamliningdataentryistousedelauttvalueswhenpossible.Thesevaluesaut001aticallyap-
pear in lhefieldasthedelautt . For~le.thecurrentdatemightappearasthedefaultvalue 
oninvoices,andlheuseronlyneeds tochange- -~~-----~ ~--------------

savessign~ocant time when enteringdatabeca 
reqh + •·nstead of re-entry 

DATA VALIDATION Data validation tool, h 
onsc=c': ,canusc:dval"Jat"on':,turest 
fieldcanbeadrop-downlistofl through 12. T 
,1ance,intothc Monthfield 

Anotherexample isaglobalcompanythat 
was problematic because employee,, used the 
UnitedStates, ernployeesenteredGermany;in 
Germany, cmploycesentercdDeumhland. Thi 
Count,yficWforGermany,only partialresults 
thcuse ofadrop-downlislofcountriesusings 
cons"stent<'ntry 

O!herdatavalidationtechnique,includeus 
foraspccific numberofcharacter.; . forexamp 
limitedtofive spaccs.Datavalidationcanincl 
rangechecks{forcxample,betwee,n S200andS 

AUTO ENTRY Databascfonnsarcolti,ndcsi 
afteryournakeasclection. Forexample,when 
QuickBooksaccountingsoftwarc, QuickBooks 
andsalesterm,.Whenyou sclectthccustorner'• 
ingadatabasc:qucry toretrievethe castorner 

Accounting Insight No. 11: M i 
AccountinglnsightNo. 11istomirrordataba 
data. Forex~le.ifsalesmp,esootatives int 
lheonscreendataentrytorm andlhehard-copy 
timeandreducedataentryerro,s 

USER-FRIENDLYFORMS Thedat.thascform 

::if:!:::= iC::~::,~=-: :a: t 
onsc=n promptsthate!iminatcthc!ICCdtoref 

2. Identify the table relationship, bet...·een the Cuno).t•:R, S"-LF.S 0ROER, S"-LF.S 0Ro•:R LIN~. 
andl TEM tables . U,e databascsoftwarctocreatethe databasctable relationships 

3. Printthetablerelationships 

2.39 (ContinuationofTE2.27) 

TechTool: DatabascSoftwarc 
SoftwattVldeo: DatabascTables 

Thisisacontinuation ofthepreviouscxercisc 

EspressoCoffee askedforyourassistanceinenteringdataintodatabasctablesto=ordsales 

1. UsingMicroooftAcces, databasesoft,,,areandyourdatabascfilcfrornthepreviousexer 
c·se, enterthe ': " , ·ngcu·,rner 'nf nat'on'ntotheC.· ·,1e 

2. Enterthefollowingitcm,intothclTE.\t table 

Espn,ssoMachiro,Bosc 

Smal!Cups 

SmallCupL"" 

EsprcssoMachiro, LlUModcl2009a!!elec!ronic 

PurcAmb;c.fromCo!ombiaaMAfrioa 

ArabicaCo!ombianMU -60%Arabica,40%Colombian 

EsprcssoMachineBa.scMOOCl200lwithfoam fealure 

Sma!ICups-Whitesmallespres.socups 

Sma!ICupsLlU-White sma!Jespressocupsqualil y 

3. EnterthefollowingsalesintotheSALES0kDEk tablcandthcSALES0RDEkLlNE table 
• OnDccember5, 20!2.custornerAngclaAshuerplacesanordertobuythefollowingitem, 

a , (2) Item No. ARXC for S40 each 
• On December 22, 2012, customer Vincent Picoplace,anordertobuy the following 

a , (l) ltemNo. 9XB for$400each 
b. (12)1temNo.WC!for$15eacb 

Online materials keep you current! 
4. PrinttheCUSTOMEk,S"-LES 0RDEk,S"-LES 0RDERLlNE. ANDITEM table, 

■ Online Chapter 15 - Emerging Trends and 
Technologies 

■ Online Chapter 16 - Live Projects 

SoftwattVldeos:DatabascTables , DatabascTablc Relationships 

Complete the following 

1. Sclcctanauthenticente,prisc:ofyourchoice. UsingMicrosoftAccessdatabasesoftwarc, 
developthefollowingtablesforthcente,prise,identifyappropriatefields, andselectthe 

2. !"'~~~~R table 
• S"-LF..S0RDERtable 
• S"-LES0RDHL1NEtable 
• hE.'1table 

3. ldentifytherelationship,betweenthc tablcsasonc-to-onc,onc-to-many,ormany-to-rnany 
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It's Your Call 
This is your training ground. These scenarios provide you with the opportunity to 
use your knowledge and professional skills 

2.33 Since yourbackgroundisinAIS,youhavebeenaskedtoprovidetrainingtotheother 
accountants in your company about the new accounting system design. How would you explain 
toyourcolleaguesaboutthethreetiersinanaccountingsystemarchitecture? (Q2.1) 

2.34 You have been called in as a consultant to act as a liaison between the accountants and the 
!Tprofessionalsatacompany. Theaccountantsarecomplainingthattheymustre-enterallthe 
customerinformation eachtimeanorderisplaced. The accountantsseethisasinefficientand 
timeconsumingwithnovalueadded 

TheonlyresponsefromtheITprofessionalshasbeentosaythatthedatabasetables need 
to be normalized. The accountants have asked you what this means. Communication between 
thetwogroupsofprofessionalshasdeteriorated 

How would you facilitate communication between the accountants and the IT professionals? 
How would you explain to both sides what is needed to resolve the issue? (Q2.4) 

2.35 Your company is expanding its operations to include overseas markets. Your supervisor 
askedyoutoprepareasummaryexplainingchangestotheCUSTOMERdatabasetablethatneed 
tobeimplementedasaresultoftheoverseasexpansion. (Q2.3,2.4) 

2.36 You work at a university and have been assigned to a project team to update the univer
sity database to include information about employee dependents. The university provides tu
itionfreetoallemployeedependentsandwantstotrackdependentinformationtoestimatefree 
tuition in the future 

One of the project team members has suggested simply adding the employee dependent in
fonnation to the EM PLOYEE database table. What do you think? Is this advisable? Prepare your 
notes to respond to his suggestion at the next team meeting. (Q2.3, 2.4) 

2.37 Your supervisor would like to know why calculated fields are typically not included as 
databasefieldsinaccountingsoftware. Prepareashortreportonadvantagesanddisadvantages 
ofincludingandnotincludingthe calculatedfieldforyoursupervisor. {Q2.3,2.4) 

Tech in Practice 
~~st:!':::no/ogy in practice exercises are perfect for both individuals 

Tech Exercises 
Sharpen your skills with these technology exercises. Watch the software videos 
at www.pearsonhighe red.com/kay. 

Software Videos: Database Tables, Database Table Relationships 

EspressoCoffeeaskedforyourassistance inbuildingdatabase tables toreconisalestransactions 

l. Using Microsoft Access database software and information in Figure 2.21, build the follow
ing database tables. Identify the primary key for each table 
■ CusTOMERtable 
■ SAu:sORDERtable 
■ SAL.ES0RDERLINEtable 

■ Technology Projects 

■ Practice Quizzes 

■ Key Terms Check 
Understanding the language used at the cross
roads of accounting and IT is key to your success. 

■ Short Exercises 
Warm up with short exercises. 

■ It's Your Call 
Your training ground for an opportunity to use 
your knowledge and professional skills. 

■ Tech Exercises 
Sharpen your technology skills with exercises that 
are perfect for both individuals and teams. 

■ Go Online 
In the fast-paced world of technology, your skill 
at finding answers fast can be vital. Go online and 
experience typical assignments you may encoun
ter as a professional. 

2.20 An item table's record has 5 fields: Item code, Item name, description, location ID, and 
warehouse !D. Whichofthese fieldsisagoodcandidatefor the primarykey? 

2.21 An item may appear on many orders. An order contains many items. The relationship 
betweenitemtableandOrdertableis 

a. Many-to-one 
b. Many-to-many 

~: ~:~:=y 
2.22 Sandy,anaccountant,wantstosearchforaspecificcustomeraddress. Sheshouldsearch 

a. Customer name 
b. Customer address 
c. Customer!D 
d. aandb 

2.23 Which of the following is NOT a database essential? 

a. Form 
b. Table 

~-- ~~s 

Exercises 
EachExen:i1erelatestooneofthemajOt"que1tlon1addre11edlnthechapterandi1 

labeledwiththequestionnumberingreen. 

Short Exercises 
Wann up with these short exercises 

2.24 Match the following database fields with the appropriate database table. {Q2.3) 

C. EMPLOYEEtable 
d. ACCOUNTS table 
e. SALES◊RDERtable 
r. SALES◊RDERLINE table 

g. l' U RCIIASE◊RDERtable 

h. PuRCHASE0RDER LI NEtable 

_ 4. Employeeaddress 
_ 5. Itemquantitysold 

_ ~: ~::s=~~u:::ased 

8. Sales orderdate 
9. Purchase orderdate 

10. Purchase oniernumber 

xv 
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What Online Resources Go with My Textbook? 

To make your life a little easier, the following online resources are provided for you on your text
book Web site (www.pearsonhighered.com/kay). 

■ Part 5: Enterprise Accounting Systems: Capstone found online on your text Web site in
cludes the following two online chapters. 

■ Chapter 15: Emerging Trends and Technologies (Online Chapter). A complete version 
of this chapter, including the latest technology trends impacting accounting, is available 
online. 

■ Chapter 16: Accounting Systems in Action: LIVE Projects (Online Chapter). A 
complete version of Chapter 16, including templates for project deliverables, is available 
online. 

■ Chapter Extension 4, covering business process maps using data flow diagrams (DFDs), is 
available online. 

■ Chapter Extension 5, covering business process mapping using DFDs for the sales, purchas
ing, payroll, and financial cycles, is available online. 

■ Software videos referenced in the end-of-chapter assignments will assist you in completing 
the tech exercises. 

■ Tech Exercise data files to use when completing your assignments can be downloaded from 
your text Web site. 

■ Presentation slides summarizing important points in each chapter to streamline your learning 
are available online. 

■ Andmore .... 



What Certifications Can Give Me a Competitive 
Advantage as an Accounting Professional? 

Some of the certifications you may want to consider as an accounting professional include the 
following. 

■ Certified Public Accountant (CPA): Up to 20% of some CPA exam sections relate to accounting 
and IT topics covered in this book. Some text assignments are designed to assist you in prepar
ing for the new writing assignments on the CPA exam. For more information about require
ments to take the CPA Exam, visit www.aicpa.org/BecomeACPA. 

■ Certified Information Technology Professional (CITP): If you are a CPA and enjoy being at 
the crossroads of accounting and IT, you might consider obtaining the Certified Information 
Technology Professional (CITP) credential. To learn more about the CITP credential, visit 
www .aicpa.org/CITP. 

■ Certified Information Systems Auditor (CISA): CISA is a certification for IT auditors. For more 
information, see www.isaca.org/CISA. 

■ Certified Internal Auditor (CIA): This certification is for accounting professionals who spe
cialize in internal audit. See www.theiaa.org for more information. 

■ Certified Information Systems Security Professional (CISSP): The CISSP is a glob-
ally recognized credential for professionals in the information security field. For more 
information, see www.isc2.org/CISSP. 

■ Certified in Financial Forensics (CFF): The Certified in Financial Forensics credential is exclu
sively for CP As who pass the CFF Exam and possess the necessary experience requirements. 
If you would like to learn more about the CFF credential, visit www.aicpa.org/CFF. 
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Part One Enterprise Accounting Systems: People, Processes, and Technology 

Part One Enterprise Accounting Systems: People, Processes, 
and Technologyfocuses on how people, processes, and 
technology are used to process and store accounting data. 

Part One 
Enterprise Accounting 

Systems: People, Processes, 
and Technology 

Chapter 1 
Accounting System Insights 

Chapter 2 
Accounting Databases 

Chapter 3 
Accounting Interface: Database Forms, 

Queries, and Reports 

Chapter 4 
Accounting Systems and Business Processes 

Chapter 5 
Business Processes: Purchasing, Sales, and 

Payroll Cycles 

Chapter 6 
lntergrated Enterprise Systems and 

Cloud Computing 



Part One Enterprise Accounting Systems: People, Processes, and Technology 

Accounting System Insights 
How Can the Data in Your Accounting 
System Create Value? 
Meet Business Intelligence. 
Can you imagine how the data stored in your accounting system can make 
millions of dollars for your business? 

Meet business intelligence. Business intelligence (Bl) uses data in smarter 
ways. Bl involves analyzing data to glean insights for improved decisions and 
performance. The accounting system stores data, such as sales data, that can 
be used in Bl analytics. 

■ Southwest Airlines used Bl to increase profitability. 
■ Travelocity, a leader in the online travel industry, used Bl to personalize 

customer service, increasing its gross bookings and earnings by 100% in 
the first year. 

■ Coca-Cola Bottling Company used Bl about sales from vending machines 
to better forecast demand, increasing sales by 10%. 

■ The state of Texas used Bl to recover over $600 million in taxes from 
noncompliant taxpayers by crosschecking returns with other sources 
of data. 

■ Wells Fargo & Co., a leader in online financial services, used Bl to provide 
its customers with a 360-degree view of their spending, credit and debit 
card transactions, checking accounts, and online bill payments. 



At the Crossroads of Accounting and IT ... 
When you open this book and begin reading the first page, you are on the road to 
becoming a successful accounting professional who can navigate the crossroads of 
accounting and IT. 

My Questions 
Q 1.1 How do I navigate the crossroads of accounting and IT? 

Q 1.2 How is the accounting system related to the enterprise system? 

Q 1.3 What are the secrets of my success at the crossroads of accounting and IT? 

Q 1.4 What are three keys to opportunity at the crossroads of accounting and IT? 

How Do I Navigate the Crossroads 
of Accounting and IT? 
Imagine that you just landed a new job! You have been hired as the IT auditor for EspressoCoffee 
Company, an online retailer of Italian espresso beans and espresso machines. You are responsi
ble for auditing the accounting system and the related information technology (IT). 

Can you conduct a successful audit if you don' t understand the IT used by the system? How 
do you evaluate IT security for the accounting system if you don' t understand the underlying 
IT? Did you know IT auditors often receive higher salaries because of their specialized knowl
edge of accounting and IT? 

To audit accounting systems, IT auditors must be able to communicate with both account
ing and IT professionals. Often accountants and IT professionals appear to be speaking different 
languages. The specialties of their unique fields often have terms and definitions that differ. For 
example, what an IT professional might call a computer application, the accountant might refer 
to as software. Some enterprises have addressed this need by hiring professionals with experi
ence in both accounting and IT who serve as liaisons between the organization's accounting and 
IT professionals. 

In today' s business environment, the accounting professional stands at the crossroads of 
accounting and information technology. The goal of this text is to assist you in navigating the 
crossroads. We will equip you with IT terminology to facilitate communication with IT profes
sionals, give you tools that IT professionals use, and provide you with insights to understand 
better the role of the accounting professional at the crossroads of accounting and IT. Having IT 
knowledge gives you a competitive advantage as an accounting professional. 

Numbers ... 2 Digits or 1 O? 
Both accounting and IT professionals deal with numbers. Computers are digital and can 
process only Os and ts, so computer scientists distill everything down to two digits: Os and ts. 

Accountants distill business transactions into numbers. The difference is that accoun
tants use all 10 digits instead of just 2. So at the crossroads of accounting and IT, it all 
comes down to numbers. 

' 

/ 

This feature will appear 
throughout your book to 
clue you in to important 
terms and topics at the 
crossroads of accounting 
and IT. 

To guide you through the 
crossroads of accounting 
and IT, this book is orga
nized around three major 
functions of the accounting 
system: 
1. Store. People, pro

cesses, and technology 
to store accounting data 
are covered in Part 1. 

2. Analyze. Financial 
analytics and business 
intelligence for decision 
making are covered in 
Part 2. 

3. Safeguard. Safeguarding 
information assets stored 
in the accounting system 
using security, controls, 
and risk management is 
covered in Part 3. 

3 



4 PART ONE • ENTERPRISE ACCOUNTING SYSTEMS: PEOPLE, PROCESSES, AND TECHNOLOGY 

My Connection ... 
How do I study less and 
learn more? Make connec
tions. Try the following: 

• Active Review 1.9 
• It's Your Call 1.26 

What Is Your 
Competitive 
Advantage? 
To understand how to be 
a valued accountant, you 
need to understand how 
the accounting system 
(and you) fit into the larger 
enterprise system. What 
value do you add to the 
enterprise? 

Throughout your book 
the terms enterprise and 
organization are used 
interchangeably. 

As an accounting profes
sional, you will encounter 
symbols and terminology 
used by IT professionals. 
A cloud is used by IT pro
fessionals to represent the 
enterprise network. This is 
known as a network cloud 
(Figure 1.1 ). 

When the Numbers Change .... 
One enterprise found that its accounting staff and IT professionals were in a heated 
disagreement about a relatively minor update to an accounting program needed by the 
accounting staff. The IT staff wanted to charge thousands of dollars to the accounting de
partment for the minor change. When a liaison was called in, she facilitated communication 
and discovered that all the numbers in the accounting program had been "hard keyed" into 
the program. Thus, actual numbers, such as 127 or 580, had been used in the program in
stead of using spreadsheet cell addresses for the source data. The only way to update the 
program was to manually replace the numbers that had been hard-keyed into the program 
with updated numbers. This time-consuming, labor-intensive approach was costly. 

Imagine if an accounting professional with IT knowledge had been present at the 
meeting when the initial program was designed. If cell addresses had been used, results 
would have updated automatically when the numbers changed. Imagine the resources 
and time that the enterprise might have saved had this oversight never occurred. This 
example of accounting and IT professionals who need to work together and communicate 
well underscores the need for accountants who understand accounting and IT. It also un
derscores your value as an accounting professional if you understand the crossroads of 
accounting and IT. 

How Is the Accounting System Related 
to the Enterprise System? 

' 

Imagine that you just received your first paycheck on your new job! How was the data collected 
to create your paycheck? Who collected the data? Who created the paycheck? 

When you were hired, the human resources department collected personal data about you, 
such as your name, address, and Social Security number. Human resources also collected data 
about your salary, pay grade, and benefits. That information was shared with the accounting 
department to generate your paycheck. 

Within an enterprise there are numerous activities performed by various departments. These 
activities are often interconnected, such as human resources and accounting working together to 
create your paycheck. 

An enterprise system supports people conducting business activities throughout the enter
prise. Three basic functions of an enterprise system involve the following: 

■ Input: Capturing information to store in the system (such as your salary data) 
■ Processing: Sorting and storing information (such as calculating the amount of your 

paycheck) 
■ Output: Summarizing information to generate documents and reports used by executives, 

managers, and employees (such as your paycheck) 

Because people performing different activities (such as human resources and accounting) 
have different needs, unique software may be required to meet their specific needs. For example, 
accountants use an accounting system to meet their needs. This accounting system is a subsys
tem of the larger enterprise system (Figure 1. 1). 

An accounting system captures accounting information about transactions, processes the 
accounting information captured, and generates financial reports, such as income statements and 
sales reports . 

In addition to the accounting system (see Figure 1.1) additional modules or subsystems of 
an enterprise system might include the following: 

■ Supply chain management (SCM) 
■ Operations/production system (OPS) 
■ Human resource management (HRM) 
■ Customer relationship management (CRM) 
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Accountant 

~ Accounting 

~ 
Director 

Customer 

An integrated enterprise system shares data across functional areas within the enterprise. 
The same information is often used by different departments, as in the case of your paycheck. 
In an integrated enterprise system, when human resources enters your personal salary data into 

The Road to Integrated Enterprise Systems ... How Did 
We Get Here? 
Enterprise resource planning or ERP software of the 1990s was developed as an enterprise
wide system to help managers plan and control organizational resources. ERPs focused on 
resource planning for the enterprise, integrating information flows across an entire enterprise 
including accounting, human resources, supply chain, production, and marketing. 

In the 2000s ERPs evolved further into the next generation of integrated business pro
cessing software called enterprise software. Enterprise software goes beyond resource 
planning. It encompasses all the information processing needs of the entire enterprise, 
including, but not limited to, resource planning . Enterprise software integrates the various 
business functions and transaction processing in the enterprise system. One widely used 
enterprise software is SAP (Systems, Applications, and Products in Data Processing) AG 
headquartered in Germany. A SAP enterprise system offers modules to assist in managing 
business processes including the following: 
• Financials 
• Human resources 
• Operations 
• Customer relationship management (CRM) 
• Supply chain management (SCM) 
• Enterprise resource planning (ERP) 

If the modules are integrated with the capability to pass electronic documents and informa
tion from one module to another, the system is called an integrated enterprise system (IES). 

How many times today have you re-entered the same information? 

FIGURE 1.1 
Enterprise System 

How do you see the account
ing system interacting with 
HRM to create your paycheck? 
When you make an online 
purchase, how do you interact 
with an enterprise system? 

Integrated 
Enterprise 
Systems ... 
. . . share data across the 
enterprise. For example, 
when data is entered into 
the supply chain manage
ment system to record the 
receipt of an inventory or
der, the same data can be 
shared with the accounting 
system to record the related 
accounting transactions. 
This is a good news/bad 
news situation. The good 
news is that other people 
are entering accounting 
data for you. The bad news 
is that they may not enter it 
correctly. 
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Asking the following key 
questions about an en-
terprise can provide a 
deeper understanding of 
the underlying business the 
enterprise system serves: 

• How does the enterprise 
create value? 

• What are its business 
operations? 

• What are the enterprise's 
business processes for 
conducting operations? 

• Can the business 
processes be stream-
lined or improved? 

' 

' 

/ 

the system, the accounting department could access that data to create your paycheck. Thus, the 
integrated enterprise system can save time and reduce errors by eliminating the need to rekey the 
same data into multiple systems. 

Enterprise system users can be internal or external users. Internal users can include employ
ees, accountants, directors, and executives. External users include vendors and customers given 
access to the enterprise system to streamline and coordinate business activities. Amazon.com, for 
example, permits vendors to access its supply chain system to coordinate inventory deliveries. 

Business Processes 
To understand an enterprise system, first you must understand the underlying business and busi
ness processes. Business processes are related activities performed by an enterprise to create 
value by transforming input into output (a product or service sold to customers). Apple Inc., for 
example, buys input ( components such as Intel processors, memory chips, copper wire, trans
formers, etc.) to transform into output (MacBook Air laptops). 

The enterprise value chain is an organizing framework for business processes. The value 
chain is useful in coordinating activities with suppliers and customers. 

There are many variations of the value chain. In general, the value chain begins with pur
chasing items from vendors and ends with selling items to customers. As shown in Figure 1.2, 
one variation of the value chain includes the impact of innovation on an enterprise' s ability 
to create value. Innovation in the current business environment includes not only designing 
new services and products but also designing new experiences for customers. For example, 
Twitter.com is a social networking tool that created a new type of social networking experi
ence for online users . Starbucks Coffee sold not only coffee, but provided the coffee house 
experience to customers. 

Emerging Technologies 

FIGURE 1.2 
Value Chain and Innovation 

Pair and Share: Share with a classmate your response to the following question: How do you 
think emerging technologies will create opportunities for accounting? 

Based upon The New Value Chain from The Imagination Challenge: The Strategic Foresight and Innovation in 
the Global Economy by Alexander Manu. peachpit.com/articles/ (accessed July 2009). 
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By Any Other Name ... 
The system that supports financial and accounting activities in an organization can be called 
many different names. In academia, such a system is often called an accounting information 
system or AIS. However, if you use that term on the job, be prepared for responses such as 
"What are you talking about?" Typically, AIS is not a term that is used in practice. Instead, 
terms used may be accounting system, enterprise accounting system, financial system, or 
general /edger system. Boeing, for example, uses the term enterprise accounting system. 

For simplicity, this book uses the term accounting system to refer to systems that 
support financial and accounting activities within an enterprise. Keep in mind as you are 
reading that the term accounting system may be used interchangeably with accounting 
information system or enterprise accounting system. 

As shown in Figure 1.2, in addition to research and development for new services, products, 
and experiences, the value chain is comprised of a series of business processes. These processes 
include the following: 

■ Purchase items from vendors. 
■ Make the service, product, or experience. 
■ Market and sell the service, product, or experience to customers. 
■ Support and maintain the service, product, or experience. 

The enterprise system supports these business processes. As shown in Figure 1.3, the sup
ply chain management (SCM) system supports the business process of purchasing items from 
vendors. The operations/production system (OPS) provides the resources to support tracking 

Value 
Chain 

FIGURE 1.3 

Integrated Enterprise System 

Business Processes, Transaction Cycles, and the Integrated Enterprise System 

Pair and Share: Share with a classmate your response to the following question: Of all the 
systems, why is the accounting system the most indispensable in the integrated enterprise 
system? 
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What IT professionals 
may refer to as business 
processes, accounting 
professionals may call 
transaction cycles. 

Some IT professionals may 
mistakenly use the term 
accounting cycle to refer to 
the purchasing, payroll, and 
sales cycle. 

Accounting profession
als typically use the term 
accounting cycle to refer 
to the accounting activities 
that span the accounting 
period, such as prepar-
ing a trial balance, making 
adjusting entries, and cre
ating financial statements. 

My Connection ... 
How do I study less and 
learn more? Make connec
tions. Try the following: 

• Active Review 1.8 
• Short Exercise 1.29 

Would You Like to 
Know a Secret? 
We will share with you some 
secrets about accounting 
that you may not have heard 
about in your previous ac
counting classes. These 
secrets will provide you in
sights to effectively prepare 
you for your transition into 
the world of accounting/IT 
professionals. 

and coordinating operations of the business to make the service, product, or experience. The 
customer relationship management (CRM) system supports marketing and sales activities. The 
accounting system is unique in that it spans the value chain, tracking transaction information 
from the purchase of items from vendors through the sale to customers (Figure 1.3). 

Transaction Cycles 
An enterprise' s business processes and accounting system are interrelated. The accounting 
transactions related to specific business processes are frequently called transaction cycles . 
Figure 1.3 shows the relationship between the business processes in the value chain and the 
accounting transaction cycles. As the figure illustrates, the purchasing cycle consists of 
transactions related to purchasing items from vendors. Sometimes the purchasing cycle is 
referred to as the vendors transaction cycle or purchasing transaction cycle. The purchasing 
cycle relates to transactions between an enterprise and its vendors, including suppliers and 
consultants. 

The payroll cycle consists of employee and payroll transactions. These expenditures make 
it possible to conduct operations to create a service, product, or experience for the enterprise's 
customers. Together, the purchasing cycle and payroll cycle are referred to as the expenditure 
transaction cycle. 

The sales cycle in the accounting system corresponds to the selling component of the value 
chain. The sales cycle may also be called the revenue cycle or revenue transaction cycle . The 
sales cycle involves exchanges or transactions between an enterprise and its customers. 

To understand the accounting system for an enterprise, it is essential to understand the un
derlying business processes and transaction cycles. Next, we share with you some accounting 
system insights. These insights will aid you in navigating the crossroads of accounting and IT. 

Have You Ever Purchased a Used Car? 
CARFAX.com is an online service for used car buyers. For a fee, you can obtain informa
tion about the car you would like to purchase, such as previous owner(s), prior accidents, 
repairs, and the resale value. What is the value of this information to a used car buyer? 

What do you think? 
1. How does CARFAX.com create value? What is the enterprise's value chain? What are 

the business processes that make up the value chain for the enterprise? 
2. What are the accounting events or transactions that correspond to the enterprise's 

business processes? 
3. What transactions make up the purchasing cycle for the business? 
4. What are the transactions in the payroll cycle? 
5. What is the sales cycle for the enterprise? 

Accounting System Insights: What 
Are the Secrets of My Success at the 
Crossroads of Accounting and IT? 
Imagine that you take your first paycheck to the bank and deposit it using the A TM. Accountants 
are well known for focusing on details, such as recording your single bank deposit accurately. 

Now imagine the accounting system required to track all deposits made at Wells Fargo' s 
12,000 ATMs. In addition to getting the details right, the accounting/IT professional must also 
be able to understand the overall accounting system, such as Wells Fargo' s system' s ability to 
track deposits made at over 12,000 ATMs. 
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Can't See the Forest for the Trees? 
Studying accounting systems is very different from studying other areas of accounting, 
such as financial, tax, or managerial accounting. Financial accounting focuses on external 
reporting for creditors and investors. Tax accounting focuses on tax reports for the Internal 
Revenue Service (IRS), state departments of revenue, and local tax agencies. Managerial 
accounting focuses on providing accounting information to internal users, primarily man
agement. Successful accountants are well known for focusing on details, which is impera
tive for a successful accounting professional. However, understanding accounting systems 
involves seeing the overall system as well as focusing on details. 

Your prior accounting courses, such as financial, managerial, and tax accounting, focused 
more on details. You may find that this course requires you to think differently about account
ing. To aid you in this transition, we share with you some accounting system insights. 

Accounting Insight No. 1: Think Satellite Mapping 
Viewing an accounting system can be compared to satellite mapping . With satellite mapping, 
you can use an aerial satellite view to see the entire globe or zoom in to see cities or even 
streets (Figure 1.4). Obtain the level of detail needed by zooming in or out until the satellite map 
is in focus. 

The aerial view of accounting is the enterprise-wide view of the accounting system. To see 
the detailed view of accounting, zoom in (drill down) to focus on specific, detailed information, 
events, and transactions recorded in the accounting system. 

BASELINE ACCOUNTING SYSTEM MODEL To assist you in envisioning a global view of an 
accounting system, Figure 1.5 shows an accounting system model that is representative of most 
enterprises. This will be referred to as a baseline accounting system model. 

Customers 

FIGURE 1.5 
Baseline Accounting System Model 

FIGURE 1.4 
Satellite Mapping 
(learn.arc.nasa.gov} 

ACCOUNTING INSIGHT NO. 1 
Use Satellite Mapping 
to View Accounting Systems .. . 
Zoom out for Aerial View . . . 
Zoom in for Detail View ... . 




