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Accounting Cycle
Steps of Accounting Cycle
[bookmark: _GoBack]The accounting cycle is referred by most financial and accounting professionals as the accounting process. It involves the sequence of gathering, processing and the comprehensive of financial information and data. There are various steps involved in the accounting cycle steps including the first step is the identification and the proper analysis of every business transaction. This is the first step in the accounting process and it involves noting and reviewing the business events and transactions (Wells, 2018). For example, records any transaction relating to the exchange of company’s assets.  The second step of the cycle is the formulation of journal entries whereby the financial transactions are recorded in the relevant journal in a chronological approach. For example, the transactions are entered into the original journals. 
 The third step is posting of the transactions. Under this stage, the transactions are posted to the relevant accounts. These accounts form part of the general ledger whereby the overall summary of business accounts can be found (Radu, 2016). The fourth step involves the development of a trial balance. Upon the end of the accounting duration, the business is expected to compute a trial balance. The trial balance helps to balance the assets and liabilities of the business. The fifth stage involves the creation of a comprehensive worksheet. After the computing of the trial balance, it usually indicates that the books are not balanced. For example, one-time payments including insurance and deprecation of the company’s assets are allocated accurately based on the matching principle. 
 The sixth step is the adjustment of the journal entries. This phase involves the posting of corrections necessary to the relevant accounts after the trial balance is balanced. The adjusting entries are completed after the trial balance activity is completed that ensures that all corrections and adjustments needed are identified well. The seventh phase is the design of the four financial statements. The corrected account balances are used in the preparation of the balance sheet and the income statement (Weygandt, Kimmel, & Kieso, 2015). The last step is the closing the books of accounts, which involves the closing of the revenue and expense accounts. 
Outputs of the Accounting Cycle
The final output of the accounting cycle are the five financial statements that forms the overall financial reports of the company.  They include balance sheet, income statement, statement of changes in equity, statement of cash flows, and the notes to the financial statements. 
The statement of financial position has three main elements including assets, liabilities, and equity. The balance sheet forms the accounting equation whereby assets are expected to be equal to liabilities and equity. The purpose of the balance sheet is to determine the financial position of the business indicating its assets and liabilities. Additionally, income statement presents the net earnings of the company through presenting the revenues and expenses of the company. It details the various sources of revenues as they contribute income to the company. The aim of the income statement is to show the net earnings and income of the company. 
Next, statement of changes in equity provides a more detailed analysis of the equity of the company compared to the equity included in the balance sheet. It would indicate the various sources of equity and its changes over time. The statement of cash flows evaluates the flow of the cash inflows and cash outflows (Chiang, Nouri, & Samanta, 2014). The statement presents the receipts and disbursements of cash and the activities are classified into three categories including operating, investing, and financing activities. The final cash balance should match the cash balance recorded in the asset part of the balance sheet. Finally, notes to financial statements is an important output for the accounting cycle. This section details the notes and key disclosures relating to items included in the initial financial statements. 
Importance of Accounting Cycle to a Business
Every step of the accounting cycle has a significant role in the creation of accurate entries and the management of company’s finances when the firm makes purchases or earns revenues. Based on the practical significance for businesses, one of the critical roles of the accounting cycle is offering proper analysis of the company’s business activities. According to Weygandt et al. (2015), the accounting cycle helps the business through the accounting team to conduct detailed analysis and recording of each business transaction. The first step of accounting cycle involves the analysis of the transactions includes recording the data and time of the transaction with proper documentation. The accuracy of the transactions is critical when the company is seeking to create reports and yearly budgets. 
The second benefit of accounting cycle to businesses is to help in updating the company accounts. When a customer makes payments, the accounting team is expected to track the payments effectively to ensure all payments are tracked and received by the company. The advantage of the company accounts comes from the stage of posting of the transaction to the general ledger (Wells, 2018). Moreover, the accounting cycle helps in future planning of the business operations. The process helps to understand the current financial position that is useful in the planning of future business operations. It helps in tax purposes and the documenting of the annual reports. The accounting process also gives positive outcomes in form of the financial statements that helps to inform the investors and stakeholders on the financial performance of the business. The seventh step of the accounting cycle give raise to the financial statements that are useful in evaluating the performance of the business over the fiscal periods. 
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