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Accounting is referred to as “Language of Business. It is the process of generating information which 
helps the stakeholders to understand the financial status of a firm.  Accounting
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by propelling the Western Cap
Management Information System which integrates the corporate objectives with business practices, 
beyond reporting and fulfilling compliance procedures.  
about the accounting information and highlight its significance to the readers.  For this study, it must be 
acknowledged that the authors have used the annual reports of J K Papers Ltd as an illustrative example 
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INTRODUCTION 
 

Accounting plays a vital role not only in the efficient utilization 
of a firm’s resources but also in its performance.  The 
significance of financial information has always been 
recognized by the world but such information needs changes 
with the changing environment.  Today decision ma
(stakeholders) operate in a highly dynamic and complex 
business environment.  This situation has made accounting as 
the most important subsystem, which manages the flow of 
economic data to the interested parties within and outside the 
business. Accounting consists of design of information system 
which meets the stakeholders’ needs.  The goals of accounting 
are the analysis, interpretation and the use of information. With 
the advent of computers and technology, accounting has 
become Management Information System. Prior to 
computerisation, the whole accounting job was done manually.   
This being the case, this article aims to give an outlook about 
the accounting information and its  usage to the readers so as to 
visualize how accounting acts as Information Science.
 

REVIEW OF LITERATURE   
 

Accounting is considered to be a very old discipline since it 
dates back to the period of Italian Mathematician Fra Luca 
Pacioli known as “Father of Accounting”. He published his 
work ‘Summade Arthimetica, Geometrica, Pr
Proportionalita’ which described in detail, the accounting 
practices prevailing in 1494.  The role of accounting such as 
measuring, processing and communicating financial 
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ABSTRACT 

Accounting is referred to as “Language of Business. It is the process of generating information which 
helps the stakeholders to understand the financial status of a firm.  Accounting
behind it. For example, in the past, the double-entry book keeping system, invented by the accountants 
helped the entrepreneurs from the blinks of bankruptcy and created confidence among the stakeholders 
by propelling the Western Capital Markets.  Interestingly enough, today, accounting is regarded as a 
Management Information System which integrates the corporate objectives with business practices, 
beyond reporting and fulfilling compliance procedures.  This article strives to create 
about the accounting information and highlight its significance to the readers.  For this study, it must be 
acknowledged that the authors have used the annual reports of J K Papers Ltd as an illustrative example 
for financial reporting. 

not only in the efficient utilization 
of a firm’s resources but also in its performance.  The 
significance of financial information has always been 
recognized by the world but such information needs changes 
with the changing environment.  Today decision makers 
(stakeholders) operate in a highly dynamic and complex 
business environment.  This situation has made accounting as 
the most important subsystem, which manages the flow of 
economic data to the interested parties within and outside the 

ting consists of design of information system 
which meets the stakeholders’ needs.  The goals of accounting 
are the analysis, interpretation and the use of information. With 
the advent of computers and technology, accounting has 

on System. Prior to 
computerisation, the whole accounting job was done manually.   
This being the case, this article aims to give an outlook about 
the accounting information and its  usage to the readers so as to 

n Science. 

Accounting is considered to be a very old discipline since it 
dates back to the period of Italian Mathematician Fra Luca 
Pacioli known as “Father of Accounting”. He published his 

Summade Arthimetica, Geometrica, Proportioniet, 
’ which described in detail, the accounting 

practices prevailing in 1494.  The role of accounting such as 
measuring, processing and communicating financial 

information is classified into two divisions viz. Financial 
Accounting and Management Accounting. 
Accounting gives information to the external decision makers 
so as to enable them to assess the performance of the business.  
This information is known as financial statement which consists 
of Income Statement (Profit an
and cash flow statement. While the Income Statement provides 
a consolidation of revenues and expenses and shows the 
profitability of an enterprise, the Balance Sheet shows the 
financial status by summarizing the assets and li
enterprise as on a particular date.
 

Statement of financial position commonly provides the 
information that helps to assess the financial health of a 
company (Wolk et al. 2013). IAS 1 allows that 
profit or loss and comprehensi
two separate pages (Walton 2011). The statement also consists 
of   important data such as the
the company has generated. The statement of cash flow 
presents  cash flow information which, accordin
demonstrates the company’s ability to generate cash and cash 
equivalents; this information is further alienated into operating
financing- and investing activities (IASB 2013). The fourth 
main statement, according to IASB, identifies changes i
equity, thus showing the reconciliation between the opening 
and closing amounts (Walton 2011). 
 

The objective of financial statements is to provide information 
about a company’s financial position, performance and changes 
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ital Markets.  Interestingly enough, today, accounting is regarded as a 
Management Information System which integrates the corporate objectives with business practices, 

This article strives to create an awareness 
about the accounting information and highlight its significance to the readers.  For this study, it must be 
acknowledged that the authors have used the annual reports of J K Papers Ltd as an illustrative example 

information is classified into two divisions viz. Financial 
nd Management Accounting. Financial 

Accounting gives information to the external decision makers 
so as to enable them to assess the performance of the business.  
This information is known as financial statement which consists 
of Income Statement (Profit and Loss Account), Balance Sheet 
and cash flow statement. While the Income Statement provides 
a consolidation of revenues and expenses and shows the 
profitability of an enterprise, the Balance Sheet shows the 
financial status by summarizing the assets and liabilities of an 
enterprise as on a particular date. 

Statement of financial position commonly provides the 
information that helps to assess the financial health of a 

. 2013). IAS 1 allows that two sections, 
profit or loss and comprehensive income, can be presented in 
two separate pages (Walton 2011). The statement also consists 
of   important data such as the stage of revenue and expense, 
the company has generated. The statement of cash flow 
presents  cash flow information which, according to IAS 7, 
demonstrates the company’s ability to generate cash and cash 
equivalents; this information is further alienated into operating-, 

and investing activities (IASB 2013). The fourth 
main statement, according to IASB, identifies changes in 
equity, thus showing the reconciliation between the opening 
and closing amounts (Walton 2011).  

The objective of financial statements is to provide information 
about a company’s financial position, performance and changes 
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in financial position that users need when they make economic 
decisions.  IAS 1 prescribes the general purpose of financial 
statements which is to meet the requirements of users. The 
statement must combine all the information regarding assets, 
liabilities, equity, income and expenses (including gains and 
losses) and cash flow which are essential for users in order to 
make economic decisions (IASB 2013). 
 

Cash flow statement explains the activities which contribute to 
the increase or decrease in cash or cash equivalents between 
two balance sheet dates. 
 

Management Accounting provides information to the managers 
and employees with regard to operating, financing and 
investing, who are responsible for achieving goals of 
profitability and liquidity.  It enables them not only to make 
comparison of their performance year to year but also to project 
the future. Management accounting systems is a division of 
broader control system of management (Davila and Foster, 
2005). A management control system is a mechanism, which 
includes regularized stipulation intended to help managers take 
decisions or execute their tasks.  (Davila and Foster, 2005, 
p.1040). It includes strategies and techniques used by managers 
to institute   and sustain the arrangement of organizational 
activities. (Simons, 1995, p. 5). Management accounting system 
is used by business entities to aid decision making (Baiman, 
1982). 
 

Management Information System is applied  as a tool for 
tactical and strategic decision making and acts as a subsystem 
for providing feedback on organization activities and 
supporting management decision making process (Bocij et 
al.2015:46).  
 

Accounting Information System only presents financial 
information and business transaction process, while MIS 
includes well-built scope, including non-financial information 
(Gelinas & Dull, 2012 : 234), this statement was supported by 
Susanto (2013:9) who claims that in MIS , there is an 
information sub-system  which function is to process financial 
data into financial information, and this system is called 
accounting information system. Another view about the 
association between MIS and AIS tells that AIS consists of 
financial accounting system and management accounting 
system. Management accounting system only offers services for 
managers and other internal users, and financial accounting 
system provides services for stakeholders and other external 
users, so that it can be put that AIS has more users. Therefore, 
in the second view, it is mentioned that MIS is a part of AIS (Li 
,1983in Alikhani et al.2013).The second view is seen from the 
perspective of information system users, where AIS users are 
considered to be broader compared to the users of MIS users. 
The next view states that there is another connection between 
MIS and AIS, that is MIS and AIS have some common features 
in terms of output. This view is based on the ground that the 
function of financial management information system is to give 
information for managers to make decisions. This information 
can be about finance or information related with the changes in 
non financing activities So, the third view states that economic 
information can be clearly seen in management information 
system in general (Wilkinson,1997:147). Another correlation 
between AIS and MIS can be found in small establishments as 
stated in the fourth view that AIS can represent MIS(Wu, 1983 
in Alikhani et al. 2013) which can commonly happen in small  
organisations. The fourth view is based on the ground that when 
an organization develops, MIS needs data from AIS. This view 

is also supported by Li (Li, 1983 in Alikhani,et, al. 2013) who 
states that basically AIS can be converted/transformed into MIS 
that in this perspective,  it is stated that MIS is the same as AIS.  
AIS plays a crucial fundamental role in  an entity’s  
information, service and quality system, leading to enhanced 
performance (Basel, Wan &  Rosni, 2016)  Azhar (2016) 
concluded that AIS can be used as internal control to prevent 
frauds and reduce errors in generation of information. 
 

Two significant leagues of business decisions are those linked   
with planning activities and control functions. Planning is the 
process of deciding in advance the predicting the results under 
different alternatives and communicating the goals and 
strategies to all divisions of the organization for achieving the 
desired goals. (Horngren et al., 2015, p. 11). Control is 
concerned with implementation of   decisions taken at planning 
level.  It also includes   checking   the feed back in order to 
support future planning.  (Horngren et al. 2015, p.11). 
Management accounting systems incorporate elements that 
address both planning and controlling functions.  Management 
accounting systems that support planning include budgets, 
breakeven analysis, and use of budgets to set performance 
targets (Garrison et al., 2015). Control (management 
accounting) systems involve assessing the outcomes pertaining 
to targets, arriving at differences between actual and budgeted 
amounts (variance analysis), calculating product or service 
profitability,  Ratio analysis and taking remedial actions,  if the 
outcome  is unfavourable (Garrison et al., 2015). 
 

Accounting as an information system   
 

The Current economic conditions continuously change as a 
result of global developments. Accounting Information system 
provides measures which will prevent businesses, falling   in to 
financial failures caused by adverse economic and political 
conditions. The development of financial markets and 
competition in business environment inspire the   stakeholders 
to look for reliable information on the performance and 
financial information of the entity, recognizing   the 
combination of quality disclosure and quality decision. 
   

The value relevance of accounting information was empirically 
studied by many researchers: Melissa (2013) focuses the link 
between share price and accounting information as dividends, 
earnings and book value in the Nairobi Stock Exchange. The 
result of the study shows that earnings and book values are 
significantly linked with share values, though book value was 
found to be least significant of the three variables. Ayzer and 
Cema (2013) inspected the value relevance of financial 
statement information in Turkish Stock Markets during the 
period 1997-2011, using the Ohlson (1995) model. Their result 
shows that combined book values and earnings are significantly 
value relevant in explaining stock prices in the Turkish Stock 
Markets. Book values and earnings were individually 
significantly value relevant, where book values having higher 
explanatory power than earnings. 
 

Vijltha and Nimalathasan (2014) studied the value relevance of 
accounting information in the Colombo Stock Exchange, using 
accounting ratios. The study enunciates the significant 
association of Earnings Per Share, NetAsset Value Per Share 
and Return On Equity, with share prices of listed firms on the 
Exchange. 
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Significance of Information from Management Perspective   
 

The complexity in the process of Management is linked with 
timely and appropriate information and their proper application. 
Information is required not only for making business decisions, 
but also used for the implementation of these business 
decisions, which indicates planning, controlling   activities 
leading to realization of organizational goals.  Initial decisions 
(Planning) are based on information required for 
implementation and corrective decisions (Control) are based on 
information on implementation.  Adequate information base is 
essential for taking business decisions at strategic, tactical and 
operational levels of business.  Hence,   information   should be 
understood as one of the resources as important as all other 
resources viz., materials, men, methods, money and machinery.  
Proactive role of personnel in charge of Information System 
adds effectiveness of the process. 
 

In one way, the accounting information system as an   integral   
part impacts the decisions taken by the management concerning 
all stakeholders.  In another way, the database provided by the 
accounting system plays a key role in systematic control of 
entire business process. 
 

Relationship between Accounting Information system and 
Management for Managerial Responsibilities 
 

Accounting information has qualitative characteristics viz., 
relevance and reliability.  There are two perspectives regarding 
the location of accounting information system.  In the first 
perspective, accounting is viewed as the only traditional system 
having formalized and organized method of quantitative 
analysis and reporting.  Hence, information plinth is located 
outside the purview of accounting information system. The 
accounting Information system receives information from 
information plinth.  Diagram 1 depicts the  first perspective. 
 

 
Diagram 1 Accounting Information System:   Information Plinth is located 

outside 
 

In the second perspective, thanks to technological 
advancements and a considerable increase in business 
transactions, The Accounting Information System  now acts as 
a Single Management Information Base.  It provides   
information which is vital for efficient management and 
coordination of objectives of organization as a whole.   Thus, 
Accounting Information System functions as a Management 
Information System (MIS) which measures, processes and 
communicates financial information to the stakeholders for 

taking informed decisions.  Diagram 2 depicts the second 
perspective. 

 
Diagram 2 Accounting Information System: As Information Plinth 

 

The quality characteristics such as intelligibility, relevance, 
reliability and comparability determine the usefulness of the 
accounting information provided by the organization.  Quality 
information is the pre requisite  for quality decisions. 
 

Analysis of Financial Statements 
 

The financial statements can be analyzed by the following 
ways: 
    

Comparison    
 

Inter-Period-Comparison of income statement and balance 
sheet could be done by comparing the numerical figures over a   
period of time for carrying out an assessment of a certain 
company’s performance.  Similarly, Inter-Firm -Comparison is 
also possible by comparing   the numerical   figures of income 
statement and balance sheet of one company with another 
company. 
 

Indexed Statements  
 

As it is obvious, an Indexed Statement can be defined as 
expressing the component of income statement and balance 
sheet as a percentage of the base year to evaluate the increase or 
decrease in the components of income, expenses,   assets and 
liabilities. 
 

Ratio Analysis   
 

Ratio Analysis is concerned with expressing one component 
with the related variable and   draw conclusions from that.  The 
ratios can be classified in to numerous categories, depending 
upon the objective of analysis.  Some examples of   ratios are 
Profitability Ratio, Growth Ratio, Liquidity Ratio and   
Earnings Per Share Ratio.  
 

Profitability Ratio 
   

Expressing the measure of profit (Gross Margin or Net Profit) 
in relation to Sales or Income.  GM ÷ Sales × 100,   Profit after 
Tax (PAT)÷ Sales ×100. 
 

Growth Ratio   
 

It is concerned with prediction of future performance.  The 
growth of an enterprise achieved over a period of time could be 
understood by using Compounded Annual Growth Rate 
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(CAGR) on a key variable.    A = P x (1+g)n   A= Value of 
current variable  P = Value of base year  Variable  n =  No. of  
Years.  G = Growth Rate. 
 

Liquidity Ratio 
 

It is concerned with measuring the adequacy of company’s 
current assets to meet out its    current obligations.  Liquidity 
Ratio =    Current Assets – Inventory 
                   Current Liabilities                
 

It helps to measure the short term solvency of the business.  
                                                                                  

Earnings Per Share Ratio 
 

It helps to understand the income earned by the equity 
shareholders.    
 

Earnings per Share (EPS) =      Profit after Tax 
                                                No. of equity shares                                                                  
  

Ratio Analysis of Financials of JK Papers Ltd   
 

Profitability Ratio = PAT÷Sales ×100 = 79.56/2454.72 ×100 = 3.24% 
 

Profitability Ratio indicates the overall efficiency of business 
carried on by JK Papers Ltd during the year 2015-16, which 
assumes greater significance from the point of view of 
investors. 
 

Liquidity Ratio:  = Current Assets – Inventory 
                                         Current Liabilities                  
Current Assets =   837.50 
Less: Inventory      = 337.71 
Current Assets excluding Inventory      =    499.79                                                                                                                                                                 
                                                     Current Liabilities = 848.02 
Liquidity Ratio = 499.79÷848.02 = 0.58 
The Liquidity Ratio of JK Paper Ltd represents a preliminary 
expectation of the 
 

Solvency of the business. 
 

Earnings Per Share Ratio (EPS)   = PAT ÷ No. of Equity Shares 
= 79.56÷14.85 = Rs.5.36 
The EPS of JK Papers Ltd assumes importance from the equity 
shareholders perspective and indicates the capacity of the 
company to pay dividend. 
 

Relationship between Financial Accounting and Management 
Accounting 
  

Table 1 indicates the interrelationship between Financial 
Accounting and Management Accounting: 
                                                       

Table 1   Conglomerate of relationship between Financial 
Accounting and 

Management   Accounting 
 

Elucidation Financial Accounting 
Management 
Accounting 

Records 
Historical – Past 

Performance Data 

Future oriented data for 
decision making and 

forecast 
Users External Stakeholders Internal Stakeholders 

Occurrence Annual Need based  (Monthly) 
Substance Total Summary Analytic in details 

Function 
Measuring the past 

performance 
Supporting  for planning 

and decision making 

Design 
Statutory compliance 

and  in accordance with 
accounting standards 

Flexibility to suit the 
Entity 

 

 
 
 

Disclosure Practices 
 

The confession of disclosures requires an entity  to  provide  all 
information without omission and concealment  to the average 
investor. Fair disclosure involves providing accounting and 
other related information which are impartial and giving equal 
treatment to all prospective readers of financial statements.  
Full disclosure enunciates that the published   financial 
statements are significant   enough to the needs of the 
stakeholders. It aims at clarity, quality and quantity of 
economic data disclosed by the business entity.  Adequate 
disclosure is relative and subjective.  It takes into consideration 
the ambiguity of   the users with regard to decisions.  Hence,   
How   much amount of disclosure is to be made in Annual 
Reports depends upon the nature of business, factors prevailing 
in the business environment and so on. The   greater   the 
ambiguity, the greater is the information.  In this perspective, 
Notes to accounts   and   Notes on accounts are considered as 
an integral part of financial statements.   
 

Accounting bodies play a pivotal role in making the firms to 
adopt better corporate disclosure practices and formats for 
presentation of information. 
 

The financial reporting may be defined as communication of 
published financial statements and information from a business   
entity   to the stakeholders of different kinds.  The objective of 
financial reporting is to provide accounting and other related 
information for taking decisions in connection with Investment, 
Profitability, Solvency and Tax Planning.    The replacement of 
VI Schedule of the Companies Act, 1956 by the Ministry of 
Company Affairs in 2011 contains distinctive features.  These 
features give due recognition to the accounting standards in 
preparation and presentation of financial statements. The 
compliance with the New Schedule VI is an addition to and not 
the substitution of disclosure requirements as stipulated by 
accounting standards.  These features bring more transparency 
in financial statements.   
 

The world has become borderless due to globalization.  
Globalization   made it compulsory to have a uniform set of 
accounting principles and disclosure practices across the globe.  
Consequently, The International Accounting Standard Board 
(IASB) introduced the International Financial Reporting 
System (IFRS) the compliance of which becomes mandatory 
effective Ist April’2011. The Indian Accounting Standards  
(AS) have been converged  with IFRS which are now known  
as Ind AS.    Due to convergence, the Indian companies are in 
line with global best Disclosure practices, bringing   credibility 
to the corporate, banking   and insurance sectors. 
 

CONCLUSION  
 

Accounting Information System has gained greater importance 
in the last two decades.  Financial Accounting is the key source 
of information the investors use, to identify successful and 
unsuccessful companies. The effective management of an 
organization depends upon the accurate and reliable 
information strengthened by Accounting System.  The financial 
accounting data is generated based on the accounting principles 
relevant to the nature of business.  It is designed in accordance 
with the Statutory requirement and as per Disclosure practices, 
laid down by the Accounting Standards and guidelines issued 
by relevant Authoritative Bodies.  Management Accounting is 
flexible in its approach in the sense that it adopts the data 
provided by Financial Accounting. To conclude, this study 
reaffirms that Accounting Information System plays a crucial 



International Journal of Current Innovation Research Vol. 4, Issue, 8(A), pp. 1339-1343, September, 2018 

 

 1343 

role in fulfilling the needs of various stakeholders in business 
environment.  This study throws a light of scope for promoting 
in depth   understanding   of corporate governance and 
disclosure practices.  
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