10 steps of accounting cycle

10 steps of accounting cycle provide a systematic process for recording, classifying, and
summarizing financial transactions to prepare accurate financial statements. Understanding these
steps is crucial for businesses to maintain organized records and comply with accounting standards.
This article delves into each phase of the accounting cycle, explaining the purpose and procedures
involved. From the initial recording of transactions to the preparation of closing entries, these steps
ensure the integrity of financial data. Additionally, the article highlights the importance of adjusting
entries and the creation of a post-closing trial balance. Mastery of the 10 steps of accounting cycle
aids accountants and business professionals in delivering reliable financial information that supports
decision-making. The following sections outline the workflow from journalizing transactions to the
final closing of accounts.

e Identifying and Analyzing Transactions

Recording Transactions in the Journal

Posting to the Ledger

Preparing an Unadjusted Trial Balance

Making Adjusting Entries

e Preparing an Adjusted Trial Balance

e Preparing Financial Statements

e Recording Closing Entries

e Preparing a Post-Closing Trial Balance

e Reversing Entries (Optional)

Identifying and Analyzing Transactions

The first step in the 10 steps of accounting cycle involves identifying and analyzing financial
transactions that affect the business. These transactions must be relevant and measurable in
monetary terms. This phase requires careful examination of source documents such as invoices,
receipts, and contracts to determine their impact on the accounting equation. Analyzing transactions
ensures that only valid economic events are recorded, maintaining the accuracy and reliability of
financial data. Proper identification and analysis lay the foundation for the subsequent recording
process.



Recording Transactions in the Journal

Journalizing Transactions

Once transactions are identified and analyzed, they are recorded chronologically in the journal, also
known as the book of original entry. Each journal entry includes the date, accounts affected, debit
and credit amounts, and a brief description. This step is critical as it captures the dual effect of each
transaction in accordance with double-entry bookkeeping principles. Accurate journalizing facilitates
the tracking of financial activities and provides a detailed audit trail.

Types of Journals

Different types of journals may be used depending on the complexity of transactions. Common
journals include the general journal for miscellaneous transactions and special journals for repetitive
transactions such as sales, purchases, cash receipts, and cash disbursements. Utilizing specialized
journals can improve efficiency and organization in recording transactions.

Posting to the Ledger

Posting involves transferring journal entries to individual accounts in the general ledger. The ledger
groups all transactions related to a specific account, enabling the calculation of account balances.
This step consolidates financial data and facilitates the preparation of trial balances and financial
statements. Accuracy in posting is essential to maintain the integrity of account balances and overall
financial records.

Preparing an Unadjusted Trial Balance

After posting transactions, an unadjusted trial balance is prepared to verify that total debits equal
total credits. This report lists all ledger accounts and their balances at a specific point in time. The
unadjusted trial balance helps detect errors in journalizing or posting and provides the basis for
making necessary adjustments. Ensuring debit and credit equality is fundamental to the accounting
cycle’s accuracy.

Making Adjusting Entries

Adjusting entries are necessary to account for accrued and deferred items that have not been
recorded during the period. These adjustments align financial records with the matching principle
and ensure revenues and expenses are recognized in the appropriate accounting period. Common
adjustments include depreciation, accrual of expenses and revenues, and deferrals of prepaid
expenses and unearned revenue. Properly made adjusting entries enhance the accuracy of financial
statements.



Preparing an Adjusted Trial Balance

Following the recording of adjusting entries, an adjusted trial balance is prepared. This updated
report reflects the correct balances of all accounts after adjustments. It serves as the primary source
for preparing accurate financial statements. The adjusted trial balance confirms that total debits still
equal total credits, ensuring the accounting equation remains balanced after adjustments.

Preparing Financial Statements

The adjusted trial balance provides the data needed to compile key financial statements. These
include the income statement, statement of retained earnings, balance sheet, and cash flow
statement. Financial statements summarize the company's financial performance, position, and cash
flows for a specific period. They are essential tools for stakeholders to assess profitability, liquidity,
and solvency. Accurate preparation depends on the integrity of the prior accounting cycle steps.

Recording Closing Entries

Closing entries are made to transfer the balances of temporary accounts, such as revenues,
expenses, and dividends, to permanent accounts like retained earnings. This process resets
temporary accounts to zero, preparing them for the next accounting period. Closing entries prevent
the mixing of financial data across periods and maintain clarity in financial reporting. They also
ensure the accuracy of the equity section on the balance sheet.

Preparing a Post-Closing Trial Balance

After closing entries are posted, a post-closing trial balance is prepared. This final trial balance
contains only permanent accounts, as all temporary accounts have been closed. It verifies that total
debits equal total credits and confirms the ledger is in balance heading into the new accounting
period. The post-closing trial balance serves as the starting point for the next accounting cycle.

Reversing Entries (Optional)

Reversing entries are optional steps made at the beginning of a new accounting period. They
simplify the recording of certain adjusting entries by reversing accruals or deferrals made in the
previous period. Reversing entries facilitate the accurate recording of future transactions without
double counting. Though not mandatory, they enhance bookkeeping efficiency and reduce errors in
ongoing accounting processes.

e Accurate identification and analysis of transactions ensure valid data.
e Journalizing captures the dual effect in chronological order.

e Posting organizes transactions by account for balance calculation.



e Trial balances verify equality of debits and credits at various stages.
¢ Adjusting entries align records with accounting principles and timing.
¢ Closing entries reset temporary accounts for new periods.

e Reversing entries streamline future transaction recording.

Frequently Asked Questions

What are the 10 steps of the accounting cycle?

The 10 steps of the accounting cycle are: 1) Identifying and analyzing transactions, 2) Recording
transactions in the journal, 3) Posting journal entries to the ledger, 4) Preparing an unadjusted trial
balance, 5) Making adjusting entries, 6) Preparing an adjusted trial balance, 7) Preparing financial
statements, 8) Making closing entries, 9) Preparing a post-closing trial balance, and 10) Reversing
entries (optional).

Why is the accounting cycle important in financial reporting?

The accounting cycle is important because it ensures that all financial transactions are
systematically recorded, summarized, and reported accurately. This process results in reliable
financial statements, which are essential for decision-making by management, investors, and other
stakeholders.

What is the purpose of preparing an unadjusted trial balance
in the accounting cycle?

The purpose of preparing an unadjusted trial balance is to verify that the total debits equal total
credits after posting all journal entries. It helps identify any errors in recording transactions before
making adjusting entries.

How do adjusting entries fit into the accounting cycle?

Adjusting entries are made after preparing the unadjusted trial balance to account for accrued and
deferred items, ensuring that revenues and expenses are recognized in the correct accounting
period. These adjustments help in preparing accurate financial statements.

What is the significance of closing entries in the accounting
cycle?
Closing entries are significant because they transfer the balances of temporary accounts (revenues,

expenses, and dividends) to permanent accounts (retained earnings). This resets the temporary
account balances to zero for the next accounting period.



Can the accounting cycle be automated, and what are the
benefits?

Yes, the accounting cycle can be automated using accounting software. Automation increases
efficiency, reduces errors, ensures timely financial reporting, and allows accountants to focus on
analysis rather than manual data entry.

Additional Resources

1. Mastering the Accounting Cycle: A Step-by-Step Guide

This book provides a comprehensive walkthrough of the 10 steps of the accounting cycle, from
transaction analysis to preparing financial statements. It is designed for beginners and intermediate
learners, with practical examples and exercises to reinforce understanding. Readers will gain
confidence in managing accounting records accurately and efficiently.

2. The Complete Accounting Cycle Handbook

A detailed resource that breaks down each step of the accounting cycle with clear explanations and
real-world applications. The book covers journal entries, ledger posting, trial balances, adjusting
entries, and closing processes. It is ideal for students and professionals seeking to solidify their
accounting fundamentals.

3. Accounting Cycle Essentials: From Transactions to Financial Statements

This guide focuses on the essential processes within the accounting cycle, emphasizing the flow of
data and how each step contributes to accurate financial reporting. It includes illustrative examples,
checklists, and tips to avoid common mistakes. The book is perfect for those new to accounting or
preparing for certification exams.

4. Practical Accounting Cycle Techniques for Small Businesses

Tailored for small business owners and accountants, this book simplifies the 10 steps of the
accounting cycle with practical advice and templates. It highlights cost-effective methods to
maintain accurate books and streamline financial closing. Readers will learn how to efficiently
manage their accounting processes without a large team.

5. Understanding Adjusting and Closing Entries in the Accounting Cycle

Focusing on two critical steps of the accounting cycle, this book delves into adjusting entries and
closing entries in detail. It explains their necessity, procedures, and impact on financial statements
with clear examples and exercises. This title is excellent for those seeking to deepen their knowledge
of period-end accounting tasks.

6. Accounting Cycle for Beginners: Your First 10 Steps to Success

A beginner-friendly introduction to the entire accounting cycle, this book breaks down complex
concepts into simple language. It includes diagrams, practice problems, and review questions to
support learning. Perfect for students or anyone starting a career in accounting.

7. Streamlining the Accounting Cycle with Technology

This book explores how modern accounting software can automate and enhance each of the 10 steps
of the accounting cycle. It covers practical tips for using tools like QuickBooks, Xero, and Excel to
improve accuracy and efficiency. Ideal for accountants looking to integrate technology into their
workflow.



8. Financial Statement Preparation and the Accounting Cycle

Focusing on the final phases of the accounting cycle, this book guides readers through compiling
trial balances, adjustments, and preparing accurate financial statements. It emphasizes best
practices and compliance with accounting standards. A valuable resource for accounting students
and professionals alike.

9. The 10-Step Accounting Cycle Workbook

An interactive workbook designed to reinforce the accounting cycle concepts through exercises and
case studies. Each step is accompanied by practical tasks that simulate real accounting scenarios.
This book is a hands-on tool for learners who want to apply theory to practice effectively.
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