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Chapter-1 

Overview of Computerised Accounting System (CAS) 
 

Computerised accounting is the process of recording business transactions and generating 

financial statements and reports with the help of computers. It is used to simplify the accounting 

procedures and to increase the efficiency of the business. In simple words, accounting with the help 

of computers is called computerised accounting. 

 

 

 

 

  

In modern business, accounting transactions are processed through computers. Usage of computers 

and information technology enables a business to get accounting information quickly and accurately 

to take correct and timely decision. CAS takes accounting transactions as inputs that are processed 

through accounting software to generate reports like Day book, Ledger, Trial balance, Profit and loss 

account and Balance sheet.  

  

 Data Entry Queries 

 

Data and Information 

 Data are raw facts that are stored in a computer. It is unorganized facts so it need to be 

processed. Processed data is known as information.  

 Computers process the data which is supplied by the user. In accounting, a transaction 

consists of four data elements such as name of accounts, accounting codes, date of transaction and 

amount. When data is processed, organized, and presented in a given situation so as to make it 

usefull, it is called information. 

Example for data: name of the employee-Reji, Number of days worked-30, Rate per dayRs.50. 

Example for information: Amount of wages payable to Reji is Rs.1500 (30 x 50).That is information. 

Thus processed data is information. 
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 Data Information 

Meaning Data is raw, un organized facts that 
need to be processed. Data is 
useless until it is organized. 

When data is processed, organized, structured or 
presented in a given context so as to make it 
useful, it is called information. 

Knowledge 
enhancement 

Data can’t add any knowledge to the 
user. 

But information will enhance knowledge of the 
user 

Position Data act as input Act as output 

Example Each student’s test score is one 
piece of data 

The average score of a class or school is 
information, that can be derived from the given 
data 

 

To get an idea about data, information and knowledge: 

Situation:         A traffic junction with signal light 

Data  Red Signa 

Information The information is you will need to stop your vehicle 

Knowledge The knowledge is how to stop that vehicle you are driving and when you 
need to apply break to stop the vehicle where you need it. 

 

Components of computerized accounting system (Five Pillars of Computerised accounting 

system) 

 The computer system works with data which is processed by the hardware commanded by 

the user through software. The computerized accounting system has the following five components 

(Five pillars of CAS): 

1. Procedure: A logical sequence of actions to perform a task.Eg (Identifying business 

transaction-----collect its source documents-------journalizing-----posting-----trial balance-----

consider adjustments------prepare final accounts) 

2. Data: Data refers to raw facts as input used by a computer. After processing data becomes 

information. 

3. People (Human ware): The persons who operate the computer. They include users like 

owners, managers, system analyst, data entry operator, etc. 

4. Hardware: All physical equipments associated with a computerized accounting system are 

referred to as hardware. It includes CPU, monitor, mouse, printer, scanner, modem etc. 

5. Software: Software includes system software like Windows, Linux etc. and application 

software like Tally, Dac Easy etc. 

The basic phases of manual accounting cycle are as follows: 

1) Business transactions are analysed. 

2) Transactions are recorded in the journal. 

3) Posting journal entries to ledger. 

4) A trial balance is prepared on the basis of balances of accounts. 

5) Accounts are reviewed and necessary adjustments made. 

6) Adjustments are posted to the ledger to prepare adjusted trial balance. 

7) Adjusted trial balance is used to prepare profit and loss account and the balance sheet. 

8) Financial statements like P & L Account,Balance Sheet etc   are prepared. 

Computerized accounting actually simplifies the accounting process. In computerized accounting 

we just enter accounting transactions through vouchers. All other process like preparation of day 

books, trial balance, profit and loss account, balance sheet etc. done by the computer itself. 
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Features of computerized accounting system 

 The salient features of computerized accounting are as follows: 

1. Simplicity:Computerized accounting system is an easy way to process the accounting 

transactions. In it the job of an accountant is only to enter accounting transactions through 

appropriate vouchers. All other functions will do by the computer itself. Hence it is very simple 

in operation. 

2. Comprehensive nature: Most of the accounting packages are complete and comprehensive. 

They can handle various types of vouchers, day books, different registers, final accounts etc. 

3. Accuracy: The reports generated from computerized accounting are free from mistakes. This 

is because the computers can carry out even complex calculations at high rate of accuracy. 

4. Speed: Quick access and retrieval of data is possible in computerized accounting system. 

5. Flexibility in generating accounting groups: Automatic generation of accounting groups 

and sub groups are possible in computerized accounting. There are also provisions to alter 

the accounting groups in accordance with the choice of the concern. 

6. Data Access: By using accounting software, it becomes easier for different individuals to 

access accounting data outside of the office through online. 

7. Voucher and cheque printing: CAS helps in printing cheques, debit note, credit note, 

invoices etc. 

8. Preparation of bank reconciliation statement: Preparation of bank reconciliation statement 

is possible in CAS. Hence an organization can reconcile its book with bank balance. 

9. Integrated accounts for finance and inventory: Some accounting softwares in CAS are 

integrated with inventory management.  

 

 

  

 

Advantages of computerized accounting system 

 The following are the advantages of computerized accounting system: 

1. Instant and automatic processing of transactions 

In computerized accounting the role of an accountant is only to enter accounting transactions 

with the help of appropriate vouchers. The CAS at the same time automatically updates and 

prepares books of accounts and reports. 

2. No difficulty in alterations 

Alterations and additions in transactions can be effected easily  in computerized accounting. 

This helps to provide changed results instantly. 

 

3. Storage and retrieval of data is very easy 

Under computerized accounting, a large volume of data can be stored in a very small space; 

further quick retrieval of data from the system is easily possible. 

4. Accuracy: The reports generated in computerized accounting are free from mistakes. This is 

because the computers can carry out even complex calculations at high rate of accuracy. 

   

Invoice Printing 
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5. Voucher and cheque printing:CAS helps in printing cheques, debit note, credit note, 

invoices etc. 

6. Preparation of bank reconciliation statement: Preparation of bank reconciliation statement 

is possible in CAS. Hence an organization can reconcile its book with bank balance. 

7. Automatic carrying forward of balances: While entering transactions, net closing balance 

of the ledger is obtained automatically. Hence, there is no need to carry forward previous 

year’s closing balance as next year’s opening balance. 

Disadvantages of computerized accounting system 

 Computerized accounting system faces the following limitations: 

1. Costly 

To use accounting software, we want to buy the accounting software. It is costly.  

2. Lack of reliability 

Computer viruses and hackers may destroy all data stored in the computer system. So we 

can’t depend fully on computer. 

3. Human Error 

 Speedy recording of data in accounting software may result serious errors. 

4. Lack of knowledge  

Lack of experienced staff is one of the limitations of computerized accounting. Proper training 

to  staff is compulsory . It is costlier. 

 

Grouping of accounts 

 The process of classifying the accounts of similar nature into one place is called grouping of 

accounts. In grouping, accounts are classified on the basis of their character like (a) Assets ((b) 

Liabilities (c) Expenditure and (d) Income. 

 The expenditure and income are further classified into direct and indirect. In addition to the basic 

groups, there are other accounting groups and sub groups. 

For example. All expenses in the administrative section find place in the group Indirect Expenses. So 

accounts like salary, rent, interest, advertisement etc placed under the group indirect expense. An 

account gives information about a particular item, say, salary A/C displays amount paid for salary 

during the year. A group displays information about a particular category say, the group ‘Indirect 

expense’ displays summary of all indirect expenses incurred in the firm. 

 In manual accounting grouping takes place only after the preparation of trial balance. In the 

case of computerized accounting hierarchy of group is fixed at the time of creation of ledger accounts. 

Accounting Equation 

Assets= Liabilities + Capital 

OR 

Assets = Equities  

Assets: The properties owned by the business are called assets. 

Equities: Total clam against the business are called equities. Equities can be sub-divided into two as 

owners claim i.e capital and outsiders claim i.e liability. 
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Assets – Liabilities = Capital 

Assets – Capital = Liabilities 

Assets- Capital- Liabilities = Zero 

 

 A business transaction affects assets, liabilities or capital. For example, a transaction, say, 

purchased goods from A Ltd on credit; it will increase the value of stock (Asset) and also will increase 

the amount of creditor (Liability). 

 The claims of workers keep on changing due to profit or loss of the firm. Taking into account 

the above facts, the accounting equation can be re-written as follows: 

Assets = Liabilities + Capital  

OR 

Assets = Liabilities + (Capital +Income - Expenditure) 

Each component of the above equation can be classified into groups of accounts as follows: 

ASSETS 

 Fixed Assets 

❖ Land and Building 

❖ Plant and Machinery 

❖ Furniture and Fittings 

❖ Vehicles 

❖ Others 

Current Assets 

❖ Cash 

❖ Bank 

❖ Debtors 

❖ Stock 

❖ Bills Receivables 

❖ Loans and Advances (Assets) 

LIABILITIES 

 Long term Liabilities 

❖ Debentures 

❖ Loans from Financial Institutions 

Short term Liabilities 

❖ Short term Loans 

❖ Creditors 

❖ Bills Payable 

❖ Provisions 

CAPITAL 

❖ Share Capital 

Reserves and Surplus 

❖ Capital reserve 
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❖ General Reserve 

❖ Balance of Profit and Loss Account 

Income (Revenue) 

❖ Sales 

❖ Other Income 

Expenses 

❖ Raw materials consumed 

❖ Manufacturing Expenses 

❖ Wages 

❖ Salaries 

❖ Depreciation 

❖ Office And Administrative Expenses 

❖ Selling And Distribution Expenses 

Codification of Accounts 

 Codification is the process of allotting codes to various items in financial statements. In CAS 

code is given to groups and ledgers for the purpose of sorting. Code may be a symbol, alphabet or 

number allotted to a particular item for easy identification. We can give 1st digit ‘1’ for ASSETS,’2’ for 

LIABILITIES,’3’ for INCOME, ‘4’ for EXPENDETURE etc. 

Under assets we can give 2nd digit ‘1.1’ for fixed assets and ’1.2’ for Current assets. 

Under liabilities we can give 2nd digit ‘2.1’ for Long-term liabilities and ‘2.2’ for Current liabilities. 

Finally, 3rd digits may be used to identify various accounts under appropriate group.For example Land 

and Building. It is an asset; also it is an example for fixed assets. So we can give the code ‘1.1.1’. Like 

we can give ‘1.1.2’ to another fixed asset Plant and Machinery. 

Eg.Cash-1.2.1, Debtors-1.2.2, Bills receivable-1.2.3 

Eg.Creditors-2.2.1,Bills payable-2.2.2,Outstanding expense-2.2.3 

Different types of codes 

1. Sequential codes 

 In this method numbers, letters or combination of both are assigned in consecutive 

(uninterrupted) order. These are used primarily to source documents such as, cheques invoices, 

vouchers; etc.This type of codification makes easier the document search. 

Eg.001, 002, 0003, 004,005 or CA001, CA002, CA003, CA004 etc.……. 

2. Block codes 

In a block code, a range of numbers is divided into a desired sub- range and each sub-range 

is allotted to a specific group. An example will make clear this method of codification. 

GROUP CODE ITEMS  

100-199 Biscuits 100-good day,101-Parle G,102-Marie Gold 

200-299 Chocolates 200-Perk,201-Bar One,202-Dairy Milk 

300-399 Soft drinks 301-Pepsi,302-Coca Cola,303-Mirinda 

400-499 Fruits 400-Orange,401-Apple,402-Pineapple 
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3. Mnemonic Codes 

 This type of coding uses  alphabets or abbreviations as symbols to represent a piece of 

information. For example TVM for Trivandrum, TDPA for Thodupuzha, SJ for sales journal, PJ for 

purchase journal etc. 

Methodology to Develop Coding Structure and Coding 

 We can explain the concept of coding structure with an example. We may take an instance of 

coding for students in one of the 28 schools run by Kothamangalam Diocese. First we have to 

develop a coding structure facilitating individual codes for each student. Coding structure should be 

developed by keeping in mind identification of hierarchy of the system and attributes (parameters) 

associated with a student. The hierarchy can be as follows: 

Diocese School Entry Year Stream  Class Section Student. 

Decision about coding structure can be taken after taking into account the following facts: 

1.  Since there is more than one diocese under the same archdiocese, provision should be 

made for diocese code in the coding structure. In our example there are three diocese under 

the archdiocese Eranaklam.So we want to allot one digit code to diocese 

Kothamangalam,Say ‘3’. 

2. Assuming that there is not more than 99 schools, we may allot 2 digits for schools. 

3. Two digits can be allotted for the entry year. This is to properly identify and maintain records 

of old students. 

4. Only one digit is required for stream. 

5. Two digits will be sufficient for classes. 

6. Assuming that number of sections in a class does not exceed 9, we may allot one digit. 

7. Assuming that there are not more than 99 students in a section of class, we may allot two 

digits for number of students within a section of class. 

The coding structure for the students will be as follows (based on the above considerations): 

Diocese 1 digits, say 3 

School 2 digits, say 08 

Entry year to current class  2 digits, say 14 

Stream (commerce-non maths) 1 digits, say 4 

Current class (11) 2 digits, say 11  

Division 1 digits, say 4 

Student 2 digits, say 52 

Eg for a student code:3 08 14 4 11 4 52 

Security features of Computerised accounting System (CAS) 

 Security is the one of the prime concerns of a CAS. Data security means protecting data from 

the unwanted actions of unauthorized users.Important security features of CAS are: 

1. Password Security 

Password is the key word used by an authorized person to get access to the system. It is the 

secret word or code created by the user, which enables the user. 

2. Data Audit 

 It is a mechanism which provides the capability to the administrator to track the changes in 

the accounts .Through this system an administrator or auditor can easily traced out matters like who 
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have made changes to the original data, when and how the changes have been made etc and the 

responsibility can be fixed upon the person who manipulated the data. 

3. Data Vault 

This feature will help the business to maintain confidentiality of information by encrypting the data. 

Encryption means converting normally readable information into an unrecognizable format which can 

be decrypted to original format only by authorized persons. 

Steps in Accounting Cycle 

1. Collection and analysis of transactions and events. 

2. Passing journal entries in the journal 

3. Posting entries to ledger 

4. Preparation of an un adjusted trial balance 

5. Passing adjusting entries 

6. Preparation of adjusted trial balance 

7. Prepare financial statement 

8. Closing the books i.e.passing closing entries 

9. Preparation of post closing trial balance to to check the accounts. 

    

 

 

 

 

 

 

          

 

 

Difference between Computerised accounting and Manual accounting 

Basis Computerized accounting Manual Accounting 

Speed Processing speed of computer 
is very high 

It is time consuming 

Nature of work All work are done with the help 
of computers 

All works are done by persons 
manually 

Storage and retrieval of data Bulk amount of data can be 
stored in very small space and 
retrieval of data is also very 
easy. 

A number of books are required 
to store data and retrieval of 
data is very difficult task. 

Accuracy Ensure maximum accuracy Accuracy comparatively low 

Alteration Alteration is very easy Alteration is very difficult 

Automatic production of reports Final accounts and other reports 
are prepared by the software 
automatically. 

Automatic production of report 
is not possible. 

Closing entry Closing entries are not required Closing entries are  required 

Accounting 

Cycle 

Analyse 

Transaction 

Transaction 

Journalising Posting 

Post closing trial 

balance 
Unadjusted Trial 

Balance 

Closing 

entries 
Prepare 

Final accounts 

Adjusted trial 

balance 

Passing adjusting 

entries 
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Accounting Information System (AIS) 

 Accounting information system (AIS) is a part of management information system (MIS) and 

is responsible for providing timely and accurate financial and statistical reports for internal and 

external users.AIS has 10 sub systems. AIS sub system and their scopes are discussed in the 

following table. 

NO SUB SYSTEM SCOPE 

1 Cash and bank 
sub system 

It manage both physical and electronic cash receipts and payments 
and also give reports  

2 Sales and account 
receivable sub 
system 

Recording sales, manage receivables and maintain ledgers 

3 Inventory sub 
system 

Recording receipts and issue of stocks, preparing inventory repots 
etc. 

4 Purchase and 
account payable 
sub system 

Recording purchase, managing payables, maintaining ledgers etc. 

5 Pay roll 
accounting sub 
system 

Calculation of pay, allowances and deductions, preparation of pay 
roll, maintenance of employee accounts etc. 

6 Fixed asset 
accounting sub 
system 

Recording purchase, addition, sale etc of fixed asset and charging 
their depreciation etc. 

7 Tax accounting 
sub system 

Follow the tax policies of the government,  managing VAT,IT,Excise 
duty,customs duty etc 

8 Final account sub 
system 

Preparation of trading profit and loss account, balance sheet, cash 
flow statement etc. 

9 Costing sub 
system 

Recording of cost of material, labour and other expenses to 
ascertain the cost of goods produced. 

10 Budget sub 
system 

Preparation of various budget, comparing actual with budget and 
assessing actual performance etc  

Questions & Answers 

1. Logical sequence of action to perform a task is called ……. 

Ans: procedure 

2. The raw facts or input for any business application is…… 

Data 

3. Computer associated peripherals and their network is called …… 

Hardware 

4. Program and instruction to perform a particular task is ….. 

Software 

5. The processed data is called….. 

Information 

6. The process of classifying the items of similar nature into one place is called ----- 

a.grouping b.coding c.processing d. analyzing 

Ans.Grouping 

7. Codes using alphabets or abbreviations(TDPA) are called----- 

Mnemonic codes 

8. Giving range of numbers as codes to specific group of items is a type of----code. 

Ans: Block code 

9. Expand the term MIS? 

Management Information System 
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10. The following is an example of------coding 

 

Customers Codes 

Anil C01 

Arun C02 

Biju C03 

 

Ans:Sequential coding 

 

10. List out important components of CAS. 

Ans: 

Procedures, Data People, Hardware, software 

11. Explaining the meaning of coding with examples. 

Ans:Coding is the process of allotting codes to various items in financial statements and 

reports. It can be a number, alphabets; symbol etc.It helps to identify accounts, products, 

customers, suppliers etc. 

Codes Items 

1 Assets 

1.1 Fixed assets 

1.1.1 Land 

1.1.2 Building 

1.2 Current asset 

1.2.1 Cash 

1.2.2 Bank 

12. Activity: 

Develop a coding structure for Higher Secondary Schools in Keral ,based on the following 

information. The Higher Secondary  Directorate in Kerala admits about 4 lakh pupils in 

various 48 streams every year. In Kerala total number of higher secondary school is 1845. 

There are 14 districts and in each district there are Govt, Aided and Unaided schools 

Solution: 

District 2 digits (14 districts in Kerala i.e. below 100, 
so digits) 

School code 4 digits (total number of higher secondary 
school is 1845,i.e.below 10000,so 4 digits) 

School type 1 digit ( 1 for govt,2 for aided, 3 for unaided 
i.e.total 3 types, so 1 digit) 

Course code 2 digits (there are 48 streams) 

Batch code 1 digit (there are 4 batches) 

Entry year 1 digit (1 for first year and 1 for 2nd year) 

Year of admission 2 digit (last 2 digit of the year) 

Roll no 2 digit(max class strength 55) 

 

Code of the student: 06 6039 2 39 4 1 15 27 

“What are you doing in the present to 

create the future you desire?” 
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