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Introduction to Computer in Accounting:  Computer plays a very important role in in the field 

of accounting.  

They can be used as accounting machines and perform all the functions which accounting machines 

perform. 

Computerized system in accounting applications covers almost all the activities i.e. its application in 

financial accounting, management accounting etc. Further these applications may cover the entire 

business functions- Production, finance and human resource. 

 

When various stages of accounting process- recording, classification and summarizing are done with 

the help of computers, it is known as computerized accounting. 

In case of computerized accounting, manual system is completely replaced with computerized 

system of book keeping with the help of certain accounting packages. Through such packages, the 

computer is instructed to do the routine book-keeping and to produce financial statements by 

calculations and balances. 

 

Elements of Computer System: A computer system is a combination of six elements: 

1. Hardware: Hardware of computer consists of physical components such as keyboard, mouse, 

monitor and processor. These are electronic and electromechanical components. 

 

2. Software: It is a sequence of instructions written in a proper language fed into the computer. A set 

of instructions is known as ‘program’ and the set of programs is called ‘software’. A computer 
machine (hardware) is of no use without the application of software. 

There are six types of software, which are used in the computer machine: 

a. Operating system: An operating system (OS) is system software that manages computer 

hardware, software resources, and provides common services for computer programs. It is the 

software that acts as an interface between computer hardware components and the user. Every 

computer system must have at least one operating system to run other programs.  

b. Utility Software: Utility software is software designed to help to analyze, configure, optimize or 

maintain a computer. It is used to support the computer infrastructure. Examples of utility programs 

are antivirus software, backup software and disk tools etc. 

 C. Application Software: These are user oriented programs designed and developed for performing 

certain specified tasks: such as payroll accounting, inventory accounting, financial accounting, etc. 

Examples of Application Software: Microsoft products (Office, Excel, Word, PowerPoint, Outlook, 

etc.) Internet browsers like Firefox, Safari, and Chrome etc. 

d. Language Processors: These are the software, which check for language syntax and eventually 

translate (or interpret) the source program (that is a program written in a computer language) into 

machine language (that is the language which the computer understands). Examples: 

Fortran processor and a COBOL processor etc. 

e.  System Software : These are a set of programs which control such internal functions as reading 
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data from input devices, transmitting processed data to output devices and also checking the system 

to ensure that its components are functioning properly. 

f. Connectivity Software: These are a set of programs which create and control a connection 

between a computer and a server so that the computer is able to communicate and share the 

resources of server and other connected computers. 

 

3. People:  

People interacting with the computers are also called live-ware of the computer system. They 

constitute the most important part of the computer system :  

• System Analysts are the people who design data processing systems.  

• Programmers are the people who write programs to implement the data processing system design.  

• Operators are the people who participate in operating the computers. People who respond to the 
procedures instituted for executing the computer programs are also a part of live-ware. 

 

4. Procedure: These are a set of instructions, written in code, to instruct a computer on how to 

perform a task, run a software, do calculations etc. There are three types of procedures in a 

computer: 

 Hardware-Oriented Procedure: Instructs the hardware components of the system, ensures they 

work smoothly. 

 Software Oriented Procedure: Provides instructions to launch and run software programs. 

 Internal Procedures: Directs the flow of information and sequences the data 

 

 

5. Data: These are facts and may consist of numbers, text, etc. These are gathered and entered into 

a computer system. The computer system in turn stores, retrieves, classifies, organizes and 

synthesizes the data to produce information according to a pre-determined set of instructions. 

 

6. Connectivity: It is the final element of computer system. It is the manner in which a particular 

computer is connected to others.  Computers can connect to a network via LAN cables, Bluetooth, 

Wi-Fi, satellites etc. The internet is the most obvious example of connectivity in a computer system. 

 

                                                       Capabilities of Computer System 

Capabilities of a computer system are the qualities of the computer. 

 

Speed: It means the duration of computer system requires in fulfilling a task or completing an 

activity. It is well-known that computers need very little time than humans in completing a task. 

Today, computers are capable of doing 100 million calculations per second. 

 

Accuracy: It means the level of precision with which calculations are made and tasks are performed. 

Generally computers do not commit errors. Mistakes in Computer Based Information System (CBIS) 

occurs due to bad programming, erroneous data, and deviation from rules. Humans cause these 

mistakes. 



Reliability: It is the quality due to which the user can stay dependable on the computer. They never 

get tired, bored or fatigued. Hence, they are a lot reliable than humans. Still, there can be failures of 

a computer system due to internal and external reasons. 

 

Versatility: It means the quality of computer to complete a different type of tasks: simple as well as 

complex. Computers are normally versatile unless designed for a specific operation.  

 

Storage: Storage is the ability of the computer to store data in itself for accessing it again in future. 

Computers have a huge ability to store data in a little physical space. A general computer system has 

a capacity of storing and providing online millions of characters and thousands of pictures. 

It is obvious from the above discussion that computer capabilities outperform the human 

capabilities.  

 

                                                      Limitations of computer Systems 

Lack of common-sense: This is one of the major limitations of computer systems. No matter how 

efficient, fast and reliable computer systems might be but yet do not have any common sense 

because no full-proof algorithm has been designed to program logic into them.  

Zero IQ: Another limitations of computer systems is that they have zero Intelligence Quotient (IQ). 

They are unable to see and think the actions to perform in a particular situation unless that situation 

is already programmed into them. 

Lack of Decision-making: Decision-making is a complicated process involving, information, 

knowledge, intelligence, wisdom, and ability to judge. The computer system does not have the ability 

to make decisions on their own because they do not possess all the essentials of decision-making. 

 

                                                      Accounting Information System (AIS) 

It is a system in which data is collected from the organizational activities; transform the data into 

information and make the information available to those interested in the organization. It is widely 

used in all types of organizations, whether public organization or private organization. Modern 

computerized accounting systems are based on the concept of database. 

 

Advantages of AIS: 

 All the important data of a business can be found in a single centralized location which helps 

several stakeholders to check vital information as and when required 

 Accounting principles are pre-installed which helps account professionals to read data in a 

globally accepted form. 

 The output generated helps in preparation of Financial Statements that is required for 

disclosure and also for tax calculation. 

 The origination of each entry can be tracked with specific dates which is stored for future 

reference. This helps in internal as well as external audit. 

Disadvantages of AIS:  

 The main concern of AIS is security. As all the vital information is updated online, so it is really 

important that the security of the data is kept intact. There are several scenarios where AIS 
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has been hacked and information stolen. 

 As the information that is stored in computer language, so someone who is trained in 

computer language can perform the task. 

 If there is an issue with the software, then the whole data can get corrupted. This is a severe 

threat as no manual records are kept as a backup. 

 

Automation of Accounting: It is the use of computerized accounting system and accounting software 

to perform various tasks involved in the whole process of accounting. Automated accounting system 

is an approach of maintaining up to date accounting records by using accounting software. Such, 

accounting software are well updated with accounting principles. The process of automated 

accounting system saves lot of time. Thus, it increases the efficiency of accounting team. 

A traditional accounting process would go through the following phases: 

 Preparation of vouchers                                    

 Making journal entry  

 Posting entries in ledger 

 Preparation of Trial Balance 

 Preparation of Final Account and other supporting statements. 

However, an automated accounting environment eliminates half of the above steps. 

Steps in the Automated Accounting System: 

1. Determination of policies/rules: Under this process policies and rules of business entity be 

determined such as human resource policy, debtor policy, creditor policy, accounting procedures, 

taxation rules etc. All these policies and rules are fed in automated accounting system.  

 

2. Choosing Automated accounting system: There are many accounting software packages available 

in the market that can be adopted for automated accounting process e.g. Tally, Trio etc.  

 

3. Journal Entry: Journal entry for each transaction be backed by a proper voucher. It should be fed 

into the automated accounting system. The rest of the steps like ledger posting, preparation of Trial 

balance and Final accounts are automatically taken care by an automated accounting system. 

 

Generation of Reports: As per the need of the management, timely reports like debtor report, 

creditor report, trial balance, final account are generated so as to facilitate decision making. Some of 

the automated accounting system also offer advanced analysis tools like ratio analysis, trend 

analysis, comparative analysis etc.  
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