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Unit 9: Financial Information System 

Introduction: 

• A financial information system is an organized approach to collecting and interpreting 

information, which is usually computerized.  

• A well-run financial information system is essential to a business, since managers need the 

resulting information to make decisions about how to run the organization. 

• A financial information system (FIS) accumulates and analyzes financial data used for optimal 

financial planning and forecasting decisions and outcomes. 

• Financial data analysis may be conducted through trend evaluations, ratio analyses and financial 

planning modeling. Data outputs that are produced by FIS can include 

o Operating and capital budgets 

o Working capital reports 

o Accounting reports 

o Cash flow forecasts 

• The predictive analytics included in these applications may also narrow down exactly what could 

be expected from a business interaction or transaction that has yet to take place. 

• The management of financial information in an e-commerce business is paramount in order to 

gain maximum operating results in the shortest amount of time.  

• An FIS can also yield huge amounts of data for daily business operations. Financial markets traders 

and salespeople have the greatest demand for FIS because they work in very fast environments 

and their on-demand computing systems must keep up with real-time activities in order to allow 

these professionals to operate in real time.  

• Broker investigating, investment and trade data along with fiscal asset classes can be relayed 

through an FIS. This also works for smaller businesses that need to obtain financial data about 

local markets.  

• FIS is a form of real-time operating system that works to enhance financial information exchanges. 

FIS must have the following capabilities 

• Collect accurate, timely, complete, reliable information. 

• Provide adequate management reporting. 

• Support budget preparation and execution. 

• Facilitate financial statement preparation. 

• Support government-wide and agency policy decision. 

• Provide complete audit trail to facilitate audits. 

Features of FIS: 

• Clarity/Understandability 

• Reliability 

• Relevance 

• Presentation 

• Security 

• Cost Effective 
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• Comparability 

• Availability 

• Robust in terms of producing information 

• Verifiability 

Clarity/Understandability: This implies the expression, with clarity, of financial information in such a way 

that it will be understandable to users - who are generally assumed to have a reasonable knowledge of 

business and economic activities. 

Reliability: This implies that the financial information that is presented is truthful, accurate, complete 

(nothing significant missed out) and capable of being verified (e.g. by a potential investor).  

Security: FIS provides security on the financial data so that it can be used only by the authorized personnel. 

It provides both the authentication and the access control. 

Relevance: This implies that, to be useful, financial information must assist a user to form, confirm or 

maybe revise a view - usually in the context of making a decision (e.g. should I invest, should I lend money 

to this business? Should I work for this business?) 

Presentation: The presentation of information is important to the user. FIS provides the information in 

the way which is easier and effective to the user. 

Components of Financial Information System 

Financial Information System generally consists of six main components: people, procedures, data, 

software, information technology infrastructure and internal control. 

People: These are the users of the FIS. Internal users include accountants and other financial officers of 

the company. Then there are also users outside the organization that can be given access to the AIS. Some 

such external users are auditors, consultants, tax authorities etc. 

Procedures: These are the procedures the system follows to collect and process data. The database for 

such a process can be internal (like employee names, sales figures) or external databases (like customer 

orders, tax slabs etc). The feeding of the data can be both manual as well as automated. 

Data: FIS mainly deals with all kinds of financial and commercial data. Any data that is pertinent to the 

financial of the firm will be input data for an FIS. Care must be taken that the data entered is accurate and 

complete. Examples of such data include general ledger, invoices, orders, payroll, bills etc. 

Software: FIS software performs all the functions of storing, processing, analyzing, retrieving financial data 

of a company. The software can be generalized software that is available in the market or can be 

specialized software created specifically for a particular company and its accounting needs. Some of this 

software has an inbuilt internal control and audit options. They even help in tax management. 

Information Technology Infrastructure: Information technology infrastructure is just a fancy name for the 

hardware used to operate the financial information system. These can include computers, laptops, 

servers, printers, scanners, secondary storage hardware etc. Perhaps most importantly, the hardware 

selected for an FIS must be compatible with the intended software. 
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Internal Controls: Internal controls of a FIS are the security measures it contains to protect sensitive data. 

These can be as simple as passwords or as complex as biometric identification. FIS must have internal 

controls to protect against unauthorized computer access and to limit access to authorized users which 

includes some users inside the company. 

Personal Financial System: 

• Personal finance is the financial management which an individual or a family unit performs to 

budget, save, and spend monetary resources over time, taking into account various financial risks 

and future life events. 

• Personal finance is the practice of budgeting, forecasting, and planning to save and spend money 

for future life events. 

• Personal FIS is important for good money management. 

Features of Personal FIS: Below is the list of functions, features and advantages of Personal FIS. 

• Tax Planning and Tax Records 

• Investment planning 

• Personal and Employment Records 

• Retirement planning 

• Housing Records and Utility payment 

• Credit Records 

• Insurance Records 

• Cash Management 

• Education Planning etc. 

Organizational Financial Management: 

• It is the process of planning, organizing, controlling and monitoring financial resources with a view 

to achieve organizational goals and objectives.  

• It means applying general management principles to financial resources of the project.  

• Financial Management includes- Managerial Finance, Corporate Finance and Financial 

Management for IT services. 

• Financial management system is the methodology and software that an organization uses to 

oversee and govern its income, expenses, and assets with the objectives of maximizing profits and 

ensuring sustainability. 

Why is Organizational Financial Management Important? 

Financial Management is important for various reasons. Some of the reasons are: 

• Helps organizations in financial planning; 

• Assists organizations in the planning and acquisition of funds; 

• Helps organizations in effectively utilizing and allocating the funds received or acquired; 

• Assists organizations in making critical financial decisions; 

• Helps in improving the profitability of organizations; 

• Increases the overall value of the firms or organizations; 



Compiled By: Krishna Bhandari  http://genuinenotes.com 

• Provides economic stability; 

• Encourages employees to save money, which helps them in personal financial planning. 

Attributes of a good FMS: 

• Keeping all payments and receivables transparent. 

• Depreciating assets according to accepted schedules. 

• Keeping track of liabilities. 

• Coordinating income statements, expense statements, and balance sheets. 

• Ensuring data integrity and security. 

• Keeping all records up to date. 

• Minimizing overall paperwork etc. 
 

FIS and Organizational Decision-making process: 

• The major function of information in general and financial information in particular is to help the 

decision-making process.  

• Decision making is basically the selection of a course of action from a defined list of possible or 

feasible actions. 

 
Fig: Decision making process 

ASC-Ambulatory Surgery Center 

Applications of FIS: 

Benefits of a financial management information system are a faster decision process, better planning, 

more efficient business, a competitive advantage, and allows for integration. There are several 

applications of Financial Information System: 

• Managing financial obligations of organizations 

• Collection of Financial Information 

• Reports Generation 

• Support Policy Decisions 

• Preparation and execution of budgets 

• Financial statements 



Compiled By: Krishna Bhandari  http://genuinenotes.com 

• Information for budgeting, analysis and reporting 

• Audit trail 

Advantages of FIS: 

• It makes the decision-making process faster 

• It helps in planning 

• It makes the business more efficient 

• It gives you a competitive advantage 

• It allows for integration 

Use of Financial Calculator: 

• A financial calculator or business calculator is an electronic calculator or software that perform 

financial functions commonly needed in business and commerce communications. 

• For the students and working professionals in banking, insurance, real estate and various other 

sectors related to finance, it would be essential to calculate various parameters and figures 

regularly. For such calculations, a financial calculator is preferred. 

• The most important functions of a financial calculator are: 

o Payment calculations 

o Determining the rate of interest for various transactions 

o Calculations for determining the current or the upcoming value of a loan 

• The financial calculators usually have five important keys that represent the ‘variables’ in various 

calculations: 

o “N” key is used for a number of periods 

o “I” key implies the periodic interest rate 

o “PV” key stands for the Present Value 

o “PMT” key is used to calculate the Payment 

o “FV” key is used to calculate the Future Value 

 

Fig: Financial Calculator ( https://www.calculator.net/finance-calculator.html ) 

https://www.calculator.net/finance-calculator.html


Compiled By: Krishna Bhandari  http://genuinenotes.com 

Financial Calculator: Ratio Analysis 

Ratio Analysis is a form of Financial Statement Analysis that is used to obtain a quick indication of a firm's 

financial performance in several key areas. 

Current Ratio: 

Current ratio expresses the extent to which the current liabilities of a business (i.e. liabilities due to be 

settled within 12 months) are covered by its current assets (i.e. assets expected to be realized within 12 

months). 

 

Inventory Turnover Ratio 

Inventory Turnover Ratio showing how many times a company has sold and replaced inventory during a 

given period. 

 

 

Days Sales Outstanding 

The days sales outstanding calculation, also called the average collection period or day’s sales in 

receivables, measures the number of days it takes a company to collect cash from its credit sales. 
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Fixed Assets Turnover 

Fixed assets turnover ratio is an activity ratio that measures how successfully a company is utilizing its 

fixed assets in generating revenue. 

 

Total Assets Turnover 

The Total Assets Turnover Ration shows how efficiently the total assets of the firm are employed to 

generate sales. The higher the ratio, the better is the utilization of total assets in the firm. 

 

 

Profit Margin on Sales 

Profit margin usually refers to the percentage of revenue remaining after all costs, depreciation, interest, 

taxes, and other expenses have been deducted. 
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Return on Total Assets 

The return on total assets compares the earnings of a business to the total assets invested in it. The 

measure indicates whether management can effectively utilize assets to generate a reasonable return. 

 

Return on Common Equity: The return on common equity ratio measures how much money common 

shareholders receive from a company compared with how much they invested originally. 

 

Price / Earnings Ratio: The price earnings ratio is market prospect ratio that calculates the market value 

of a stock relative to its earnings. This ratio shows that the amount investors need to pay for earning Rs. 

1 from the company. 
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Island corporation stock is currently trading at RS 500 a share and its earnings per share for the year is Rs 

50. 

Now P/E Ratio =? 

500/50 = 10 

Island P/E ratio is 10 times. 

Investors are willing to pay RS 10 for earnings Rs. 1 from the company. 

Future Value: 

Future value (FV) is the amount to which a current investment will grow over time when placed in an 

account that pays compound interest. 

 

Annuity: 

• Annuities are a series of fixed payments required form you, or paid to you, at a specified frequency 

over the course of a fixed period of time.  

• An annuity is a contractual financial product sold by financial institutions that is designed to accept 

and grow funds from an individual and then, upon annuitization, pay out a stream of payments to 

the individual at a later point in time. 

There are two basic types of annuities: 

• Ordinary annuities 

• Annuities due 

An ordinary annuity consists of a stream of cash flows that are paid after the end of regular time period 

like regular monthly pension’s payments, quarterly interest payment on bond and annual dividend 

payments etc. On the other hand, annuity in which payments are made at the beginning of each period is 

called annuity due. 

The present value formula for an ordinary annuity takes into account three variables. They are PMT 

(period cash payment), r (interest rate per period), and n (total number of periods). 

Present Value = PMT × ((1-(1+r) ^-n)/r) 
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For example, if an ordinary annuity pays $50,000 per year for 5 years and the interest rate is 7%, the 

present value would be: Present Value = $50,000 x ((1 - (1 + 0.07) ^ -5) / 0.07) = $205,010. 

Present Value of Annuity Due = PMT + PMT x ((1-(1+r) ^-(n-1)/r) 

If the annuity in the above example was instead an annuity due, the present value of it would be calculated 

as: Present Value of Annuity Due= $50,000 + $50,000 x ((1 - (1 + 0.07) ^ -(5-1) / 0.07) = $219,360. 

NPV and IRR: 

Net present value (NPV) is the difference between the present value of cash inflows and the present value 

of cash outflows over a period of time. By contrast, the internal rate of return (IRR) is a calculation used 

to estimate the profitability of potential investments. 

Both of these measurements are primarily used in capital budgeting, the process by which companies 

determine whether a new investment or expansion opportunity is worthwhile. Given an investment 

opportunity, a firm needs to decide whether undertaking the investment will generate net economic 

profits or losses for the company. 

Determining NPV: 

To do this, the firm estimates the future cash flows of the project and discounts them into present value 

amounts using a discount rate that represents the project's cost of capital and its risk. Next, all of the 

investment's future positive cash flows are reduced into one present value number. Subtracting this 

number from the initial cash outlay required for the investment provides the net present value of the 

investment. 

Let's illustrate with an example: suppose JKL Media Company wants to buy a small publishing company. 

JKL determines that the future cash flows generated by the publisher, when discounted at a 12 percent 

annual rate, yields a present value of $23.5 million. If the publishing company's owner is willing to sell for 

$20 million, then the NPV of the project would be $3.5 million ($23.5 - $20 = $3.5). The NPV of $3.5 million 

represents the intrinsic value that will be added to JKL Media if it undertakes this acquisition. 

Determining IRR: 

So, JKL Media's project has a positive NPV, but from a business perspective, the firm should also know 

what rate of return will be generated by this investment. To do this, the firm would simply recalculate the 

NPV equation, this time setting the NPV factor to zero, and solve for the now unknown discount rate. The 

rate that is produced by the solution is the project's internal rate of return (IRR). 

For this example, the project's IRR could—depending on the timing and proportions of cash flow 

distributions—be equal to 17.15%. Thus, JKL Media, given its projected cash flows, has a project with a 

17.15% return. If there were a project that JKL could undertake with a higher IRR, it would probably pursue 

the higher-yielding project instead. 

Thus, you can see that the usefulness of the IRR measurement lies in its ability to represent any investment 

opportunity's possible return and compare it with other alternative investments. 
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Retirement Planning: 

• Retirement planning is the process of determining retirement income goals and the actions and 

decisions necessary to achieve those goals.  

• Retirement planning includes identifying sources of income, estimating expenses, implementing 

a savings program, and managing assets and risk. Future cash flows are estimated to determine if 

the retirement income goal will be achieved.  

• Retirement planning refers to financial strategies of saving, investment, and ultimately 

distribution of money meant to sustain one's self during retirement. 

• Retirement planning takes into account not only assets and income but also future expenses, 

liabilities, and life expectancy. 

• In the simplest sense, retirement planning is the planning one does to be prepared for life after 

paid work ends, not just financially but in all aspects of life.  

• The non-financial aspects include lifestyle choices such as how to spend time in retirement, where 

to live, when to completely quit working, etc.  

• The things to consider for retirement planning are as follows: 

o Select the proper age to retire 

o Estimate the expenses after the retirement 

o Consider the savings before retirement 

o Learn how medical care could affect your expenses 

o Learn how Social Security timing will affect your income 

o Make a plan to pay off your debt 

o Keep your plan on track 

o Select the area of investment beforehand if you are planning to do something new  

Amortized Loan: 

• An amortized loan is a loan with scheduled periodic payments that are applied to both principal 

and interest. Amortization is the process of spreading out a loan into a series of fixed payments 

over time. 

• An amortized loan payment first pays off the relevant interest expense for the period, after which 

the remainder of the payment reduces the principal.  

• Common amortized loans include auto loans, home loans, and personal loans from a bank for 

small projects or debt consolidation. 

• Interest is calculated based on the most recent ending balance of the loan and the interest 

amount owed decreases as payments are made. This is because any payment in excess of the 

interest amount reduces the principal, which in turn, reduces the balance on which the interest is 

calculated. 

• Therefore, interest and principal have an inverse relationship within the payments over the life of 

the amortized loan. 

• The amount of principal paid in the period is applied to the outstanding balance of the loan.  

• Therefore, the current balance of the loan minus the amount of principal paid in the period results 

in the new outstanding balance of the loan.  

• This new outstanding balance is used to calculate the interest for the next period. 
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• The table below shows the amortization schedule for the beginning and end of an auto loan. This 

is a $20,000 five-year loan charging 5% interest (with monthly payments). 

 

 

Measuring Riskiness of Firm and Risk Comparison: 

• Business risk is the variability that a business experiences over a specified time in its income.  

• Some firms, like utility companies, have relatively stable income patterns over time. They can 

predict what their customer's utility bills will be within a certain range. Other types of business 

firms have more variability in their income over time.  

• For example, automobile manufacturers are very much tied to the state of the economy. If the 

economy is in a downturn, fewer people buy new cars and the income of automobile 

manufacturers drops and vice versa. Automobile manufacturers have more business risk than do 

utility companies. 

• Some of the financial ratios that are most commonly used by investors and analysts to assess a 

company's financial risk level and overall financial health include the debt-to-capital ratio, the 

debt-to-equity ratio, the interest coverage ratio, and the degree of combined leverage. 

Debt-to-Capital Ratio 

• The debt-to-capital ratio is a measure that provides a basic picture of a company's financial 

structure in terms of how it is capitalizing its operations.  

• The debt-to-capital ratio is an indicator of a firm's financial soundness.  

• This ratio is simply a comparison of a company's total short-term debt and long-term debt 

obligations with its total capital provided by both shareholders' equity and debt financing.  

• Lower debt-to-capital ratios are preferred. 

Debt-to-Equity Ratio 

• The debt-to-equity ratio (D/E) is a key financial ratio that provides a more direct comparison of 

debt financing to equity financing.  

• This ratio is also an indicator of a company's ability to meet outstanding debt obligations.  
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• Again, a lower ratio value is preferred as this indicates the company is financing operations 

through its own resources rather than taking on debt. 

Interest Coverage Ratio 

• The interest coverage ratio is a basic measure of a company's ability to handle its short-term 

financing costs.  

• The ratio value reveals the number of times that a company can make the required annual interest 

payments on its outstanding debt with its current earnings before taxes and interest.  

• A relatively lower coverage ratio indicates a greater debt service burden on the company and a 

correspondingly higher risk of default or financial insolvency. 

Degree of Combined Leverage 

• The ratio of a company's loan capital (debt) to the value of its ordinary shares (equity) is called as 

leverage. 

• The degree of combined leverage provides a more complete assessment of a company's total risk 

by factoring in both operating leverage and financial leverage.  

• This leverage ratio estimates the combined effect of both business risk and financial risk on the 

company's earnings per share (EPS) given a particular increase or decrease in sales.  

• Calculating this ratio can help management identify the best possible levels and combination of 

financial and operational leverage for the firm. 


