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Chapter 17: Using Management and Accounting Information 

 
I. How can information reduce risk when making a decision? 

1. Information is one of the four major resources managers must have to 
operate a business. (Along with material, human, and financial) 

B. Information and Risk 
1. To improve the decision making process and reduce risk, the information 

used by individuals and business firms must be relevant or useful to meet 
a specific need.  

a) Using relevant information results in better decisions. 
2. For businesses, better intelligence and knowledge that lead to better 

decisions are especially important because they can provide a competitive 
edge over competitors and improve a firm’s profits. 

3. Theoretically, with accurate and complete information, there is no risk 
whatsoever. On the other hand, a decision made without any information 
is a gamble. 

C. Information Rules 
1. Marketing research continues to show that discounts influence almost all 

car buyers. 
a) If dealers lower their prices, they will sell more cars 
b) This relationship between buyer behavior and price can be thought 

of as an information rule that usually will guide the marketing 
manager correctly. 

2. Because of the volume of information they receive each day and their need 
to make decisions on a daily basis, businesspeople try to accumulate 
information rules to shorten the time they spend analyzing choices. 

3. Business research is continuously looking for new rules that can be put to 
good use and looking to discredit old ones that are no longer valid. 

a) This ongoing process is necessary because business conditions 
rarely stay the same for very long.  

D. The Difference Between Data and Information 
1. Data are numerical or verbal descriptions that usually result from some 

sort of measurement 
a) Most people think of data as being numerical only, but they can be 

non numerical as well 
2. Information is data presented in a form that is useful for specific purpose. 



E. Knowledge Management 
1. The average company maintains a great deal of data that can be 

transformed into information.  
a) Typical data include records pertaining to personnel, inventory, 

sales, and accounting. 
b) The data can be used more effectively when they are organized 

into a database. 
2. A database is a single collection of data and information stored in one 

place that can be used by people throughout an organization to make 
decisions. 

a) Although databases are important, the way data and information 
are used is even more important and more valuable to the firm 

3. Knowledge Management (KM) is a term used to describe a firm’s 
procedures for generating, using, and sharing the data and information. 

a) Typically, data, information, information, databases, and KM all 
become important parts of a firm’s management information 
system 

II. What is a Management Information System? 
1. A Management Information System (MIS) is a system that provides 

managers and employees with the information they need to perform their 
jobs as effectively as possible 

a) Purpose MIS is to distribute timely and useful information from 
both internal and external sources to the managers and employees 
who need it. 

2. An Information Technology (IT) officer is a manager at the executive 
level who is responsible for ensuring that a firm has the equipment 
necessary to provide the information the firm’s employees and managers 
need to make effective decisions 

a) Today’s typical MIS is built around a computerized system of 
record-keeping and communications software so that it can provide 
information based on a wide variety of data 

B. A Firm’s Information Requirements 
1. Many firms are organized into five areas of management: finance, 

operations, marketing, human resources, and administration. 
2. Financial managers are obviously most concerned with a firm’s finances. 

They must ensure that the firm’s managers and employees, lenders and 
suppliers, stockholders and potential investors, and government agencies 
have the information they need to measure the financial health of the firm. 



3. Operations Managers are concerned with present and future sales levels, 
current inventory levels of work in process and finished goods, and the 
availability and cost if the resources required to produce products and 
services 

4. Marketing managers need to have detailed information about a firm’s 
products and services and those offered by competitors. 

5. Human resources managers must be aware of anything that pertains to a 
firm’s employees.  

6. Administrative managers are responsible for the overall management of 
the organization. They are concerned with the coordination of information 
as well as coordination of material, human, and financial resources 

C. Size and Complexity of the System 
1. MIS must be tailored to the needs of the organization it serves 

a) Managers in other departments give up on the system as soon as 
they find that it cannot process their data 

2. MIS that is too large or too complex for the organization is also bad 
a) Unused capacity and complexity do nothing but increase the cost 

of owning and operating the system 
III. How Do Employees Use a Management Information System? 

1. To provide information, MIS must collect data, store data, update the data, 
process the data into information, and present the information to users 

B. Collecting Data 
1. Firm’s employees must gather the data and information needed to 

establish the firm’s database. 
a) Database should include all past and current data that may be 

useful in managing the firm 
2. Most of the data gathered for an MIS come from internal sources 

a) Most common internal sources are managers and employees, 
company records and reports, and minutes of meetings 

3. External sources of data include customers, suppliers, financial institutions 
and banks, trade and business publications, industry conferences, online 
computer services, lawyers, government sources, and firms that specialize 
in gathering data for organizations 

C. Storing Data 
1. MIS must be capable of storing data until they are needed 

a) Small businesses may enter data and store them directly on the 
hard drive inside an employee’s computer 

b) Medium to large businesses store data in a larger computer system 
and provide access to employees through a computer network 



D. Updating Data 
1. MIS must be able to update stored data regularly to ensure that the 

information presented to managers and employees is accurate, complete, 
and up-to-date 

E. Processing Data 
1. Data processing is the transformation of data into a form that is useful for 

a specific purpose 
2. A statistic is a measure that summarizes a particular characteristic of an 

entire group of numbers 
F. Presenting Information 

1. MIS must be capable of presenting information in a usable form 
a) Business reports - verbal information that typically includes an 

introduction, the body of the report, conclusions, and 
recommendations. 

b) Visual displays and tables - presenting data using graphs, bar 
charts, and pie charts 

G. Making Smart Decisions 
1. Decision support system (DSS) is a type of software program that 

provides relevant data and information to help a firm’s employees make 
decisions 

a) Also used to determine the effect of changing different variables 
and answer “what if” questions 

2. Executive information system (EIS) is a computer based system that 
facilitates and supports the decision making needs of top managers and 
senior executives by providing easy access to both internal and external 
information 

3. An expert system, is a type of computer program that uses artificial 
intelligence to imitate a human’s ability to think 

IV. Why Accounting Information is Important 
1. Accounting is the process of systematically collecting, analyzing, and 

reporting financial information 
B. Why Audited Financial Statements Are Important 

1. Audit is an examination of a company’s financial statements and the 
accounting practices that produced them 

2. Generally accepted accounting principles (GAAPs) have been developed 
to provide an accepted set of guidelines and practices for U.S. companies 
reporting financial information and the accounting profession 

C. Different Types of Accounting 



1. Managerial accounting provides managers and employees within the 
organization with the information needed to make decisions about a firm’s 
financing, investing, marketing, and operating activities 

2. Financial accounting generates financial statements and reports for 
interested people outside of an organization  

a) Cost accounting - determining the cost of producing specific 
products or services 

b) Tax accounting - planning tax strategies and preparing tax returns 
for firms or individuals 

c) Government accounting - providing the basic accounting services 
to ensure that tax revenues are collected and used to meet the goals 
of state, local, and federal agencies 

d) Not-for-profit accounting - helping not-for-profit organizations to 
account for all donations and expenditures 

D. Careers in Accounting 
1. Be responsible 
2. Have strong background in financial management 
3. Know how to use a computer and software to process data into accounting 

information 
4. Be able to communicate with people who need accounting information 
5. Certified public accountant (CPA) is an individual who has met state 

requirements for accounting education and experience and has passed a 
rigorous accounting exams 

a) Brings status and responsibility 
V. The Accounting Equation and the Balance Sheet 

A. Accounting Equation 
1. Assets are the resources a business owns - cash, inventory, equipment, real 

estate 
2. Liabilities are the firm’s debts 
3. Owner’s equity is the difference between total assets and total liabilities 
4. This relationship is shown by the accounting equation: Assets = Liabilities 

+ Owner’s Equity 
5. Double Entry bookkeeping system is a system in which financial 

transaction is recorded as two separate accounting entries to maintain the 
balance shown in the accounting equation 

6. An annual report is a report distributed to stockholders and other 
interested parties that describes a firm’s operating activities and its 
financial condition 

B. The Balance Sheet 



1. The balance sheet is a summary of the dollar amounts of a firm’s assets, 
liability, and owner’s equity accounts at the end of a specific accounting 
period 

C. Assets 
1. The liquidity of an asset is the ease with which it can be converted into 

cash 
2. Current assets are assets that can be converted quickly into cash or that 

will be used in one year or less 
3. Fixed assets are assets that will be held or used for a period longer than 

one year (land, buildings and equipment) 
4. Depreciation is the process of apportioning the cost of a fixed asset over 

the period during which it will be used 
5. Intangible assets are assets that do not exist physically but that have a 

value based on the rights or privileges they confer on a firm 
D. Liabilities and Owner’s Equity 

1. Liabilities and the owners’ equity accounts complete the balance sheet 
2. Current liabilities are debts that will be repaid in one year or less 
3. Long term liabilities are debts that need not be repaid for at least one year 
4. Owners’ or stockholders’ equity 

a) For a sole proprietorship or partnership, the owners’ equity is 
shown as the difference between assets and liabilities 

b) In a partnership, each partner’s share of the ownership is reported 
separately in each owner's’ name 

5. Retained earning are the portions of a business’s profits not distributed to 
stockholders 

VI. Income Statement 
1. Income statement is a summary of a firm’s revenues and expenses during 

a specified accounting period-one month, three months, six months, or a 
year 

B. Revenues 
1. Revenues are the dollar amounts earned by a firm from selling goods, 

providing services, or performing business activities 
2. Gross sales are the total dollar amount of all goods and services sold 

during the accounting period 
3. Deductions made are 

a) Sales returns - merchandise returned to the firm by customers 
b) Sales allowances - price reductions offered to customers accept 

slightly damaged or soiled merchandise 



c) Sales discounts - price reductions offered to customers who pay 
their bills promptly 

C. Cost of Goods Sold 
1. Cost of goods sold = Beginning inventory + Net purchases - ending 

inventory 
2. Gross profit is its net sales less the cost of goods sold 

D. Operating Expenses 
1. Operating expenses are all business costs other than the cost of goods sold 

a) Selling expenses are costs related to the firm’s marketing activities 
b) General expenses are costs incurred in managing a business 

E. Net Income 
1. Net income is when revenues exceed expenses 
2. Net loss is when the expenses exceed the revenues 

VII. The Statement of Cash Flows 
1. The statement of cash flows illustrates how the company’s operating, 

investing, and financial activities affect cash during an accounting period 
a) Cash flows from operating activities - It addresses the firm’s 

primary revenue source 
b) Cash flows from investing activities - Concerned with cash flow 

from investments 
c) Cash flows from financing activities - Deals with cash flow from 

all financing activities 
VIII. Evaluating Financial Statements 

1. All three financial statements - the balance sheet, the income statement, 
and the statement of cash flows - can provide answers to a variety of 
questions about a firm’s ability to do business and stay in business, its 
profitability, and its value as an investment 

B. Comparing Financial Data 
1. Many firms compare their financial results with those of competing firms, 

with industry averages, and with their own financial results 
C. Financial Ratios 

1. Financial ratio is a number that shows the relationship between two 
elements of a firm’s financial statements 

2. Return on sales is a financial ratio calculated by dividing net income after 
taxes by net sales. Return on sales = (net income after taxes)/(net sales) 

3. Current ratio is computed by dividing current assets by current liabilities. 
Current ratio = (Current assets)/(current liabilities) 



4. Inventory turnover is the number of times the firm sells its merchandise 
inventory in one year. Inventory turnover = (cost of goods sold)/(average 
inventory) 


