
Global Journal of Finance and Management. 
ISSN 0975-6477 Volume 6, Number 8 (2014), pp. 725-728 
© Research India Publications 
http://www.ripublication.com 

 

 
 

Accounting for Decision Making 
 
 

C. Vijendra 
 
1-1-217/A; Viveknagar; Chikkadapalli; Hyderabad-500 020, Andhra Pradesh 

E-mail: usha_vijendra@yahoo.co.in 
 
 

1. Origin and Growth of Accounting 
In recent years large scale production, cut throat competition, widening of the market 
and changes in the technology have brought remarkable changes in the field of 
accounting. In the words of Gordon and Gordon Shillinglaw 1“It has come to be 
recognized as a tool for mastering the various economic problems which a business 
organization may have to face. It systematically writes the economic history of the 
organization. It provides information that can be drawn upon by those responsible for 
decisions affecting the organization’s future. This history is written mostly in quantity 
terms. It consist partly of files of data, partly of reports summarizing various portions 
of these data, and partly of the plan established by management to guide its 
operations” 

 
 

2. Meaning of Accounting 
The American Institute of Certified Public Accounts has defined the Financial 
Accounting2 as “the art of recording, classifying and summarizing in a significant 
manner and in terms of money transactions and events which in part, at least of 
financial character, and interpreting the results thereof.” American Accounting 
Association defines accounting as “the process of identifying, measuring, and 
communicating economic information to permit informed judgments and decisions by 
the users of the information.” 

 
 

3. Users of Accounting Information  for decision making 
The basic objective of accounting is to provide information which is useful for persons 
inside the organization and for persons or groups outside the organization. According 
to Slavin and Reynolds, Professors of Accounting3 “Conceptually, accounting is the 
discipline that provides information on which external and internal user of the 
information may base decisions that result is the allocation of economic resources in  
society.” 
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4. External Users of Accounting Information.  
1. Investors: The investors before investing their money in a business or 

company shall make use of financial statements for the purpose of making the 
following calculations in order to ensure that their money invested is in safe 
hands. 

a) Return on Capital Employed (ROCE) or Return on Investment (ROI): This 
ratio reveals the earning capacity of the capital employed in the business. It is 
calculated as under. 

 
Profit Before Interest and Taxation 
Capital Employed  
The ROCE should be more than the capital employed. The higher the ROCE the better 
it is. 

b) Return on Net Worth (RONW): It indicates the return which the shareholders 
are earning on their resources invested in the business. It is calculated as under 

Profit After Tax 
Net Worth 
The higher the ratio, the better it is for the shareholders.  

c) Return on Capital Employed (ROCE) or Return on Investment (ROI): 
This ratio reveals the earning capacity of the capital employed in the business. 
It is calculated as under. 

Profit Before Interest and Taxation 
Capital Employed 

d) Proprietary Ratio=Net worth  
Total Assets 

Net worth=Equity Share Capital + Preference Share Capital + Reserves-Fictitious 
Assets 

Total Assets= Fixed Assets + Current Assets 
 
 
2. Creditors: The creditors shall express their inability to give their goods on 

credit is based on the following ratio. 
Creditors Turnover Ratio: Creditors Turnover Ratio expresses the relationship 

between creditors and purchases. It is calculated as  
 

Net Credit Purchases 
Average Creditors 
This is calculated as 
Number of days in a year 
Creditors Turnover Period 
The creditors turnover ratios of 12 or more, implying a debt payment period of 30 or 
less number of days, indicates that the firm is not able to get the best terms of credit.  
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3. Financial Institutions: The financial institution in order to provide loans or 
company shall look into the following ratios 

e) Gross Profit Ratio=Gross Profit * 100 
Sales 
The higher the ratio the better it is for the company. 
f) Current Ratio: Current Assets 
Current Liabilities 
Government: The following ratios are used by the Government to determine 

 sales and income tax. 
g) Gross Profit  Ratio= Gross Profit *100 
Sales 
h) Net Profit Ratio= Net Profit *100 
Sales 
a) Profit Before Interest and Taxation 

Capital Employed  
b) Operating Profit Ratio: It establishes the relationship between operating profit 

and sales. It is calculated as 
Operating Profit 
Net Sales 

1. Consumers: The following ratio is used in order to determine Sales and 
debtors  

Debtors Turnover Ratio: Debtors Turnover Ratio expresses the relationship between 
debtors and sales. It is calculated as 

 
Net Credit Sales 
Average Debtors 
Debtors Turnover Ratio can also be expressed in terms of number of days it takes for 
the debtors to get converted into cash. It is called debt collection period. The debt 
collection period is calculated as  
Number of days in a year 
Debtors Turnover Ratio 
A high debtors turnover ratio, or low debt collection period is indicative of a sound 
credit management policy.  

 
 

5. Internal Users of Accounting Information 
1. Management:  Accounting information provides “the eyes and ears to the 

management”. The following ratios are used by the management for determine 
the progress of the firm. 

a) Gross Profit Ratio=Gross Profit * 100 
Sales 

b) Return on Equity Capital= Profit After Tax- Preference dividend 
Paid up Equity Share Capital 
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c) Expenses *100 
Net Sales 

 
2. Employees: The following ratios are used by the employees for determine the 

progress of the firm. 
Gross Profit Ratio=Gross Profit * 100 

Sales 
 
 

6. Conclusion 
The above ratios are used by different stake holders in order to determine their own 
creditability. The company being different entity has a huge responsibility in serving 
the society starting from purchase of quality raw material and supply of finished 
product to the consumers by selling quality goods at a reasonable price; paying of 
various taxes to the government in the form of direct and indirect taxes and enjoying 
the Corporate Social Responsibility by serving the society. 
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