
10 steps in the accounting cycle
10 steps in the accounting cycle form the foundation of accurate financial reporting and
effective business management. These steps guide accountants and financial professionals
through a systematic process of recording, classifying, and summarizing financial
transactions. Understanding the accounting cycle is essential for ensuring compliance with
accounting principles and producing reliable financial statements. This comprehensive
overview will explore each step in detail, from the initial transaction analysis to the
preparation of closing entries and post-closing trial balance. Incorporating these 10 steps in
the accounting cycle helps maintain consistency and clarity in financial data, which is
crucial for decision-making, auditing, and regulatory purposes. Below is a detailed guide
outlining the process and significance of each stage in the accounting cycle.

Identifying and Analyzing Transactions

Recording Transactions in the Journal

Posting to the Ledger

Preparing an Unadjusted Trial Balance

Making Adjusting Entries

Preparing an Adjusted Trial Balance

Preparing Financial Statements

Closing the Accounts

Preparing a Post-Closing Trial Balance

Reversing Entries (Optional Step)

Identifying and Analyzing Transactions
The first step in the accounting cycle involves identifying all financial transactions that
affect the business during the accounting period. These transactions include sales,
purchases, receipts, and payments. Proper identification ensures that only relevant and
verifiable transactions are recorded. Analysis involves determining the accounts affected,
whether assets, liabilities, equity, revenues, or expenses, and the nature of the changes
(debit or credit). This step is critical for maintaining the integrity of financial information
and sets the stage for accurate record-keeping.



Sources of Transaction Data
Transaction data typically originates from source documents such as invoices, receipts,
purchase orders, and bank statements. These documents provide evidence and details
necessary for accurate recording. Collecting and organizing these documents is essential
for a reliable accounting process.

Recording Transactions in the Journal
Once transactions are identified and analyzed, the next step is to record them
chronologically in the journal, also known as the book of original entry. This process is
called journalizing. Each journal entry must include the date, accounts affected, amounts to
be debited and credited, and a brief description or narration. Accurate journalizing ensures
that the financial data is systematically documented and traceable.

Double-Entry Accounting
The accounting cycle relies on the double-entry system, where every transaction affects at
least two accounts, with debits equaling credits. This principle maintains the accounting
equation’s balance and ensures accuracy throughout the cycle.

Posting to the Ledger
After journal entries are recorded, the information is posted to the ledger accounts. The
ledger, or general ledger, organizes transaction data by account, summarizing all activity
related to each account. Posting involves transferring debit and credit amounts from the
journal to the corresponding ledger accounts. This step facilitates easier tracking and
reconciliation of account balances.

Ledger Structure and Purpose
The ledger contains individual accounts for assets, liabilities, equity, revenues, and
expenses. It provides a comprehensive view of the cumulative effects of transactions on
each account, which is vital for preparing trial balances and financial statements.

Preparing an Unadjusted Trial Balance
Once all transactions have been posted to the ledger, an unadjusted trial balance is
prepared. This report lists all ledger accounts and their balances at a specific point in time,
ensuring that total debits equal total credits. The unadjusted trial balance helps identify any
recording or posting errors before adjustments are made.



Purpose of the Trial Balance
The trial balance serves as a checkpoint in the accounting cycle, providing assurance that
the ledger is mathematically balanced. However, it does not guarantee the absence of all
errors, as some mistakes do not affect the debit-credit equality.

Making Adjusting Entries
Adjusting entries are necessary to record revenues and expenses in the correct accounting
period in accordance with the accrual basis of accounting. These entries account for
accrued revenues, accrued expenses, deferred revenues, deferred expenses, and
depreciation. Adjustments ensure that financial statements reflect the true financial
position and performance of the business.

Types of Adjusting Entries

Accruals: Recognizing revenues earned or expenses incurred but not yet recorded.

Deferrals: Adjusting for revenues received or expenses paid in advance.

Depreciation: Allocating the cost of tangible assets over their useful lives.

Estimates: Recording estimated expenses such as bad debts.

Preparing an Adjusted Trial Balance
Following adjusting entries, an adjusted trial balance is prepared to verify that debits and
credits remain balanced after adjustments. This trial balance forms the basis for preparing
accurate financial statements. It reflects updated account balances, incorporating the
effects of all adjustments made during the period.

Importance of the Adjusted Trial Balance
The adjusted trial balance is crucial for ensuring that the books are ready for financial
statement preparation. It confirms the accuracy and completeness of the accounting
records after the adjustment process.

Preparing Financial Statements
The core purpose of the accounting cycle culminates in the preparation of financial
statements. These reports provide stakeholders with critical information about the



company’s financial performance and position. The primary financial statements include the
income statement, statement of retained earnings, balance sheet, and cash flow statement.

Key Financial Statements Explained

Income Statement: Reports revenues and expenses to determine net income or loss
for the period.

Statement of Retained Earnings: Shows changes in retained earnings from net
income and dividends.

Balance Sheet: Summarizes assets, liabilities, and equity at a specific date.

Cash Flow Statement: Details cash inflows and outflows from operating, investing,
and financing activities.

Closing the Accounts
After financial statements are prepared, closing entries are made to reset temporary
accounts—revenues, expenses, and dividends—to zero for the next accounting period. This
step transfers the net income or loss to the retained earnings account, updating the equity
section of the balance sheet. Closing the accounts ensures that income and expense
accounts reflect only the current period’s activity.

Process of Closing Entries
Closing involves four key entries:

Close revenue accounts to Income Summary1.

Close expense accounts to Income Summary2.

Close Income Summary to Retained Earnings3.

Close Dividends to Retained Earnings4.

Preparing a Post-Closing Trial Balance
The post-closing trial balance is prepared after closing entries are posted. It lists all
permanent accounts and their balances to confirm that total debits still equal total credits.
This trial balance ensures that temporary accounts have been properly closed and that the



books are ready for the next accounting cycle.

Significance of the Post-Closing Trial Balance
This step is essential for verifying the integrity of the ledger before a new accounting period
begins. It confirms that only balance sheet accounts remain open, which carry forward their
balances.

Reversing Entries (Optional Step)
Reversing entries are optional and typically made at the beginning of a new accounting
period. They simplify the recording of subsequent transactions related to certain adjusting
entries, such as accrued expenses or revenues. By reversing the previous period’s
adjustments, accountants can avoid double-counting and streamline bookkeeping.

When to Use Reversing Entries
Reversing entries are most commonly used for accrued expenses and accrued revenues to
facilitate easier cash payments or receipts in the upcoming period. Although optional, they
improve efficiency and accuracy in ongoing accounting processes.

Frequently Asked Questions

What is the first step in the accounting cycle?
The first step in the accounting cycle is identifying and analyzing business transactions that
need to be recorded.

Why is journalizing transactions important in the
accounting cycle?
Journalizing transactions is important because it records all financial transactions in
chronological order, ensuring accurate and complete data for further processing.

What comes after posting journal entries in the
accounting cycle?
After posting journal entries, the next step is preparing an unadjusted trial balance to verify
that debits equal credits.



How do adjusting entries affect the accounting cycle?
Adjusting entries update account balances before financial statements are prepared,
ensuring that revenues and expenses are recognized in the correct accounting period.

What is the purpose of preparing financial statements
in the accounting cycle?
Financial statements summarize the financial performance and position of a business,
providing essential information to stakeholders for decision-making.

Why is closing the books necessary in the accounting
cycle?
Closing the books resets temporary accounts like revenues and expenses to zero, preparing
the accounts for the next accounting period.

What is the final step in the accounting cycle and its
significance?
The final step is preparing a post-closing trial balance, which ensures that all temporary
accounts have been closed and that the ledger is ready for the new accounting period.

Additional Resources
1. Understanding the Accounting Cycle: A Step-by-Step Guide
This book offers a comprehensive overview of the 10 steps in the accounting cycle, making
complex concepts accessible for beginners. It breaks down each phase, from analyzing
transactions to preparing financial statements, with clear examples and practical exercises.
Readers will gain a solid foundation in accounting principles and procedures.

2. Journal Entries to Financial Statements: Navigating the Accounting Cycle
Focused on the practical application of accounting, this book walks readers through the
journey from initial journal entries to the final financial reports. It emphasizes accuracy and
consistency in recording transactions and adjusting entries. Ideal for students and
professionals seeking a hands-on approach to mastering the cycle.

3. Mastering Adjusting Entries and the Accounting Cycle
This title delves deeply into the crucial step of adjusting entries within the accounting cycle.
It explains why adjustments are necessary and how they impact financial accuracy.
Readers will find detailed examples and tips for avoiding common errors, enhancing their
accounting proficiency.

4. The Complete Guide to Closing the Books
Closing the books is a critical step in the accounting cycle, and this book provides an in-
depth guide to this process. It covers the preparation of closing entries, post-closing trial
balances, and the importance of resetting accounts for the next period. The book is suited



for both students and accounting professionals.

5. From Trial Balance to Financial Statements: Accounting Cycle Essentials
This book highlights the transition from the trial balance to the preparation of financial
statements. It explains how to ensure accuracy and compliance with accounting standards
during this phase. The clear, concise explanations make it a valuable resource for learners
aiming to understand this pivotal step.

6. Accounting Cycle Fundamentals for Small Businesses
Tailored for small business owners and entrepreneurs, this book simplifies the accounting
cycle's 10 steps. It focuses on practical applications and common pitfalls in managing
business finances. Readers will learn how to maintain accurate records and produce reliable
financial reports.

7. Adjustments and Closing Process: Ensuring Accurate Financial Reporting
This book emphasizes the importance of adjustments and the closing process in
maintaining the integrity of financial data. It provides detailed walkthroughs of common
adjusting entries and closing procedures. The content is enriched with case studies and
problem-solving exercises.

8. Practical Accounting Cycle Workbook
Designed as an interactive workbook, this title offers exercises and real-world scenarios
covering all 10 steps of the accounting cycle. It encourages active learning through practice
problems and self-assessments. Perfect for students and instructors looking for a hands-on
learning tool.

9. Financial Statement Preparation: The Final Step of the Accounting Cycle
Focusing on the culmination of the accounting cycle, this book guides readers through
preparing comprehensive financial statements. It discusses the balance sheet, income
statement, and cash flow statement in detail. Readers will understand how accurate
financial reporting supports business decision-making.
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Plans * and Follow-Up. Perfect for both sales novices and veterans, the book includes humorous
illustrations to support key points, and provides numerous how-to examples. It is a must-read for
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currency and an unparalleled robust suite of study and practice resources. It has been praised for its
outstanding visual design, excellent writing style and clarity of presentation. The new eighth edition
provides more opportunities to use technology and new features that empower students to apply
what they have learned in the classroom to the worldoutside the classroom.
  10 steps in the accounting cycle: Financial Accounting Jerry J. Weygandt, Paul D. Kimmel,
Donald E. Kieso, 2019-12-12 To understand a business, you have to understand the financial insides
of a business organization. Through a focus on accounting transactions, real-world problem-solving,
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introductory financial accounting course for over two decades, this edition brings together the
trusted Weygandt, Kimmel, and Kieso reputation with fresh, timely, and accurate updates to help
build confidence and engage today's students.
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students to check their knowledge of accounting concepts, skills, and problem solving techniques
and receive personalized feedback at the question, learning objective, and course level. Newly
streamlined learning objectives help students use their study time efficiently by creating a clear
connections between the reading and video content, and the practice, homework, and assessments
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