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ACCOUNTING CYCLE 

The accounting cycle is a series of steps that records accounting events from the 

time a transaction takes place until it is shown in the year-end financial statements. 

Certain tasks are performed on a daily basis, others are specific to month-end and 
there are also year-end activities. 
 
An Accounting cycle looks as follows: 
 

 

 
As you can see from the diagram above, the Accounting cycle is made up of steps.   

These steps are discussed below. 

 

Step 1: TRANSACTIONS 

In Grade 7 you learned that a transaction is a business deal where money is 

involved.  This deal needs to be recorded in the books of the business.   

There are many different Accounting transactions that happen in a business every 

day:  for example: 

 Receiving money   

 Paying money 

 Depositing  money 

1. Transaction 

4. Posting to Ledger 
5. Trial Balance 

6. Income Statement 

7. Balance Sheet 

3. Journals 

2. Source  Documents 
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When a transaction happens, the Accounting Cycle begins because money is 

moving into or out of the business.  This information needs to be recorded in the 

financial records of the business. 

The financial records needs to be up to date and accurate so that the owner can 

make decisions about the business now and in the future. 

 

Step 2: SOURCE DOCUMENT 

The evidence that a transaction took place is provided on a source document, which 

are specifically designed for a particular type of transaction. 

**** Remember: 

 money collected is recorded on a receipt, till slip or cash invoice 

 money paid are recorded on a cheque counterfoil or bank 

statement        **** 

Other types of source documents also include the following: 

Sales invoice  -  when goods or services are sold to the customer on credit 

Purchase invoice  -  when goods or services are bought from a supplier on credit  

Debit note  -  when the business returns goods to the suppliers 

Credit note  -  when customers return goods to the business 

 

Step 3: SUBSIDIARY JOURNALS 

Journals are the first book of entry.  This means that the first time a transaction is 

entered into the accounting records it is entered into a journal. 

Just as there are many different transactions and source documents, there are also 

a variety of journals.  Journals group similar transactions to make information easier 

to understand. 

 

Journals Description 
Cash Receipts Journal (CRJ) Records cash receipts of money 

Cash Payment Journal (CPJ) Records cash or cheque payments of money 

Debtors Journal Records sale of goods or services to customers on credit 

Creditors Journal Records the purchase of goods and services from 
suppliers on credit 

Creditors Allowance Journal Records the return of goods by the business to supplier 

Petty Cash Journal Records transactions when money is used from petty 
cash 

General Journal Records transactions that do not occur frequently or 
involve the exchange of money 

 

Step 4: GENERAL LEDGER 

Once all the transactions have been recorded in the relevant subsidiary journals the 

entries are summarised in the general ledger.  The process of transferring 

information from journals to the General Ledger is called posting. 



In the General Ledger, accounts are grouped together into two distinct groups: 

 Balance Sheet Account Section – assets, liabilities and equity accounts 

 Nominal Account Section – expenses and income account 

Learner Book – pages 60, 61 and 64 displays a set of rules and a sample the 

general ledger 

More information on the General Ledger accounts will be posted on website on 

the 22 April 2020. 

 

Step 5: TRIAL BALANCE 

A trial balance is a list of all accounts in the ledger and the amounts for each 

accounts. 

The reason a trial balance is drawn up is to make sure that the General Ledger has 

been prepared correctly and has followed all the Accounting rules. 

 

Step 6 & 7: FINANCIAL STATEMENTS 

The financial statements of a business are divided into two categories: 

 Income Statement – calculates profit or loss 

 Balance Sheet – shows the financial position of the business 

These financial statements are drawn up at the end of the accounting period to help 

the owner to see how the business has done for that financial year. 

The accounting period is usually one year but does not have to be the same as a 

calendar year.  If the accounting period is for one year, we call it the financial year, 

regardless of the start or end date. 
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