10 steps in accounting cycle

10 steps in accounting cycle provide a structured framework for recording and processing financial
transactions in a business. Understanding these steps is essential for accurate financial reporting,
compliance, and informed decision-making. The accounting cycle encompasses everything from the
initial transaction analysis to the preparation of financial statements and closing entries. Each step
plays a critical role in ensuring the integrity and clarity of financial data. This article will explore the
10 steps in accounting cycle in detail, highlighting their purposes, processes, and importance in the
overall accounting system. By mastering these steps, businesses can maintain organized records and
produce reliable financial information.

Identifying and Analyzing Transactions
e Recording Transactions in the Journal
¢ Posting Journal Entries to the Ledger

e Preparing an Unadjusted Trial Balance
e Making Adjusting Entries

e Preparing an Adjusted Trial Balance

e Preparing Financial Statements

¢ Closing Temporary Accounts

* Preparing a Post-Closing Trial Balance

e Reversing Entries (Optional)

Identifying and Analyzing Transactions

The first step in the accounting cycle involves identifying economic events that affect the financial
position of the business. This includes every transaction such as sales, purchases, receipts, and
payments. Analysts review source documents like invoices, receipts, and contracts to determine
whether the transactions meet the criteria for recording in the accounting system. Proper
identification and analysis ensure that only relevant financial events are recorded, maintaining the
accuracy of the accounting records.

Recording Transactions in the Journal

Once transactions are identified and analyzed, they are recorded in the journal through journal
entries. This step is also known as journalizing. Each journal entry must include the date, accounts



affected, debit and credit amounts, and a brief description. Journals provide a chronological record of
all transactions, which is essential for tracking financial activities and preparing subsequent
accounting reports.

Types of Journals

Businesses may use specialized journals such as sales journals, purchase journals, cash receipts
journals, and cash payments journals to organize transactions efficiently. Using these journals helps
streamline the recording process and facilitates easier posting to the ledger accounts.

Posting Journal Entries to the Ledger

After journalizing, the next step is posting entries to the ledger accounts. The ledger is a collection of
all individual accounts showing their balances and changes over time. Posting involves transferring
debit and credit amounts from the journal entries to the corresponding accounts in the ledger. This
step consolidates all transactions by account, allowing for the preparation of trial balances and
financial statements.

Ledger Accounts

Ledger accounts typically include assets, liabilities, equity, revenues, and expenses. Accurate posting
is critical because errors in this step can lead to imbalances and inaccurate financial reporting.

Preparing an Unadjusted Trial Balance

The unadjusted trial balance is prepared by listing all ledger accounts and their balances at a specific
point in time. The purpose of this step is to verify that total debits equal total credits after posting.
Although this trial balance may not yet reflect all adjustments, it serves as a preliminary check for
errors in journalizing and posting.

Importance of Trial Balance

The trial balance helps accountants identify discrepancies and ensure the ledger is mathematically
balanced before proceeding to the adjusting entries. It is a fundamental control mechanism in the
accounting cycle.

Making Adjusting Entries

Adjusting entries are made to update account balances before preparing financial statements. These
adjustments account for accrued revenues, accrued expenses, depreciation, prepaid expenses, and
unearned revenues. Adjusting entries ensure that revenues and expenses are recognized in the
correct accounting period, adhering to the matching and revenue recognition principles.



Common Types of Adjusting Entries

e Accruals: Revenues earned or expenses incurred but not yet recorded.
e Deferrals: Revenues or expenses recorded in advance and adjusted to reflect actual amounts.

» Depreciation: Allocation of the cost of fixed assets over their useful lives.

Preparing an Adjusted Trial Balance

After recording adjusting entries, an adjusted trial balance is prepared. This trial balance includes all
updated account balances and serves as the basis for preparing accurate financial statements.
Verifying that total debits still equal total credits confirms that the adjustments were recorded
correctly.

Preparing Financial Statements

Financial statements are prepared using the adjusted trial balance and provide a summary of 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. These reports are
essential for internal management, investors, creditors, and regulatory agencies.

Key Financial Statements

¢ Income Statement: Shows revenues and expenses to calculate net income or loss.
» Statement of Retained Earnings: Details changes in equity over the period.
e Balance Sheet: Presents assets, liabilities, and equity at a specific date.

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

Closing Temporary Accounts

Closing entries are made to transfer the balances of temporary accounts—revenues, expenses, and
dividends—to permanent accounts such as retained earnings. This process resets the temporary
accounts to zero, readying them for the next accounting period. Closing ensures that income and
expense accounts reflect activity for a single period only.



Steps in Closing Accounts

1. Close revenue accounts to Income Summary.
2. Close expense accounts to Income Summary.
3. Close Income Summary account to Retained Earnings.

4. Close Dividends account to Retained Earnings.

Preparing a Post-Closing Trial Balance

The post-closing trial balance is prepared after closing entries to verify that all temporary accounts
have been closed and that the ledger is balanced. It includes only permanent accounts and their
balances. This trial balance confirms that the accounting records are ready for the next cycle of
transactions.

Reversing Entries (Optional)

Reversing entries are optional adjustments made at the beginning of a new accounting period to
simplify the recording of certain transactions. They reverse some adjusting entries related to accrued
revenues and expenses. This step helps prevent double counting and makes bookkeeping more
efficient in the subsequent period.

When to Use Reversing Entries

Reversing entries are commonly used for accruals involving salaries, interest, and other expenses or
revenues that will be paid or received in the next period. Though optional, they are a useful tool for
maintaining clarity and accuracy in accounting records.

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.

Why is recording transactions important in the accounting
cycle?

Recording transactions is crucial because it ensures that all financial activities are documented,
providing a basis for financial statements.



What documents are used in the journalizing step of the
accounting cycle?

Source documents such as invoices, receipts, and bills are used to record transactions in the journal.

How does posting to the ledger fit into the accounting cycle?

Posting involves transferring journal entries to the general ledger accounts to organize transactions
by account.

What is the purpose of preparing an unadjusted trial balance?

An unadjusted trial balance is prepared to verify that total debits equal total credits before making
adjusting entries.

When are adjusting entries made in the accounting cycle?

Adjusting entries are made after the unadjusted trial balance to account for accrued and deferred
items not yet recorded.

What does preparing an adjusted trial balance achieve?

It ensures that the ledger accounts are balanced after adjusting entries, providing accurate data for
financial statements.

Why are financial statements prepared in the accounting
cycle?

Financial statements summarize the financial performance and position of a business, providing
information to stakeholders.

What is the final step in the accounting cycle?

The final step is closing the books, which involves closing temporary accounts to retained earnings for
the next period.

How does reversing entries simplify the next accounting
period?

Reversing entries, made after closing, simplify recording transactions in the new period by canceling
out certain adjusting entries.

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, providing clear



explanations and practical examples. It is designed for beginners and those new to accounting,
making complex concepts easy to grasp. Readers will learn how each step connects to create
accurate financial statements.

2. Mastering Journal Entries: The First Step in the Accounting Cycle

Focusing on the foundation of the accounting cycle, this book delves into the art of recording
transactions through journal entries. It explains how to analyze business transactions and properly
document them to ensure accuracy throughout the accounting process. The book includes numerous
exercises to reinforce learning.

3. Posting to the Ledger: Organizing Financial Data

This title highlights the importance of transferring journal entries to the ledger accounts. It covers
different types of ledgers and demonstrates how to maintain organized and balanced accounts. The
book is ideal for students and professionals aiming to improve their bookkeeping skills.

4. Trial Balance and Error Detection in Accounting

This book explores the preparation of the trial balance and techniques to identify and correct errors
before moving forward in the accounting cycle. It explains common mistakes and offers practical tips
to ensure the accuracy of financial records. The content is enriched with real-world examples.

5. Adjusting Entries: Ensuring Accurate Financial Reporting

Focusing on the critical step of adjusting entries, this book teaches how to update account balances
before preparing financial statements. It details various types of adjustments such as accruals,
deferrals, and depreciation. Readers will understand how these adjustments reflect the true financial
position of a business.

6. Preparing Financial Statements: From Data to Decision-Making

This book guides readers through the process of creating key financial statements, including the
income statement, balance sheet, and cash flow statement. It emphasizes the importance of accuracy
and presentation to aid stakeholders in making informed decisions. The book also covers common
reporting standards.

7. Closing Entries: Wrapping Up the Accounting Period

This title explains how to close temporary accounts to prepare for the next accounting period. It
covers the rationale behind closing entries and demonstrates the step-by-step process. The book
includes practical tips to help avoid common pitfalls during this phase.

8. Post-Closing Trial Balance and Financial Accuracy

This book focuses on preparing the post-closing trial balance to verify that all temporary accounts
have been closed properly. It highlights the significance of this step in maintaining accurate and
reliable financial records. The content is enriched with examples and troubleshooting strategies.

9. Review and Analysis: Final Steps in the Accounting Cycle

The final book in the series emphasizes reviewing and analyzing financial data after completing the
accounting cycle. It discusses how to interpret financial statements and use insights for business
planning and strategy. This title is perfect for learners seeking to connect accounting processes with
strategic decision-making.
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10 steps in accounting cycle: Study Guide, Volume I Chapters 1-13 for Use with
Fundamental Accounting Principles Kermit D. Larson, John ] Wild, Barbara Chiappetta,
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for accounting students seeking exposure to internationally utilized accounting standards.
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and engaging industry examples, Weygandt Financial Accounting, 11th edition demonstrates how
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here! The technical details you need to know and decision making processes you need to
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here! The technical details you need to know and decision-making processes you need to
understand, with plain-language explanations and unlimited practice. Financial Accounting is an
engaging resource that focuses on current accounting theory and practice in Australia, within a
business context. It emphasises how financial decision-making is based on accurate and complete
accounting information and uses case studies to illustrate this in a practical way. The new 7th
edition is accurate and up to date, guided by extensive technical review feedback and incorporating
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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 questions.
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Kenneth W. Boyd, 2018-04-17 Your all-in-one accounting resource If you're a numbers person, it’s
your lucky day! Accounting jobs are on the rise — in fact, the Bureau of Labor Statistics projects a
faster-than-average growth rate of 11% in the industry through 2024. So, if you're seeking long-term
job security while also pursuing your passion, you’ll be stacking the odds in your favor by starting a
career in accounting. Accountants don’t necessarily lead a solitary life behind a desk in a bank. The
field offers opportunities in auditing, budget analysis, financial accounting, management accounting,
tax accounting, and more. In Accounting All-in-One For Dummies, you’ll benefit from
cream-of-the-crop content culled from several previously published books. It'll help you to flourish in
whatever niche you want to conquer in the wonderful world of accounting. You'll also get free access
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/verifyonly and it found some problems. From



Install or Uninstall Microsoft WordPad in Windows 10 Starting with Windows 10 build 18980,
Microsoft converted WordPad into an Option Feature for you to uninstall or reinstall to save disk
space if needed. This tutorial will

Installation and Upgrade - Windows 10 Forums Forum: Installation and Upgrade Installation,
Upgrade and Setup Help.Sub-Forums Threads / Posts Last Post

Download Windows 10 ISO File | Tutorials - Ten Forums This tutorial will show you how to
download an official Windows 10 ISO file from Microsoft directly or by using the Media Creation
Tool

Update to Latest Version of Windows 10 using Update Assistant 5 If there is a newer version
(ex: 2004) of Windows 10 available than the version you are currently running, click/tap on the
Update Now button. (see screenshot below) If you

Turn On or Off Sync Settings for Microsoft Account in Windows 10 5 days ago 10 Repeat step
6 if you would like to turn on or off any other of your individual sync settings. 11 When finished, you
can close Registry Editor

Set up Face for Windows Hello in Windows 10 | Tutorials How to Set Up Windows Hello Face
Recognition in Windows 10 Windows Hello is a more personal, more secure way to get instant
access to your Windows 10 devices using

Enable or Disable Windows Security in Windows 10 | Tutorials 01 Nov 2022 How to Enable or
Disable Windows Security in Windows 10 The Windows Security app is a client interface on Windows
10 version 1703 and later that makes it is easier for you to
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