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What is a Company?

A company is a legal entity formed by a group of individuals to engage in and operate a 

business—commercial or industrial—enterprise. Companies have various structures and 

purposes, which can include profit-making, social, or charitable objectives.

Characteristics of a Company

Types of Companies

1. Sole Proprietorship

2. Partnership

3. Corporation

1.  Legal Entity: A company has a legal identity separate from its owners. This means it can 
own property, incur debt, sue, and be sued in its own name.

2.  Limited Liability: Owners (shareholders) typically have limited liability, meaning they are 
not personally liable for the company's debts beyond their investment in the company.

3.  Perpetual Succession: A company continues to exist as a legal entity irrespective of 
changes in ownership or management.

4.  Transfer ability of Shares: In many types of companies, ownership can be transferred 
with ease, making it easier to buy and sell shares.

5.  Centralized Management: Managed by a board of directors elected by shareholders, 
companies often have a centralized decision-making structure.

Owned and run by one individual.
No distinction between the owner and the business entity.
Owner has unlimited liability.

Owned by two or more individuals.
Partners share profits and liabilities.
Can be general or limited in structure.

A separate legal entity from its owners.
Owners (shareholders) have limited liability.

https://youtu.be/pbDV59XUV54?si=nFExx1HhnOaXypyq


4. Limited Liability Company (LLC)

Functions of a Company

What is Accounting?

Accounting is a systematic process of recording, analyzing, and reporting financial 
transactions and information related to a business or organization. It provides the 
financial insights necessary for decision-making, planning, and controlling, ensuring the 
efficient management of resources.

Key Functions of Accounting

Can raise capital by issuing shares.

Combines the benefits of a corporation and a partnership.
Owners have limited liability.
Flexibility in management and profit distribution.

Production of Goods/Services: Companies produce goods or o�er services to fulfill 
consumer demands.
Employment: Provide jobs and employment opportunities.
Innovation: Drive innovation and technological advancements.
Economic Growth: Contribute significantly to the economy by generating revenue and 
paying taxes.

1.  Recording Financial Transactions
Involves documenting all financial activities in a systematic manner, ensuring 
accuracy and completeness.
Transactions are recorded in journals and ledgers, forming the basis of financial 
statements.

2.  Classification and Summarization
Transactions are categorized into various accounts and summarized to provide a clear 
financial picture.
This helps in organizing the data to make it easier to understand and analyze.

3.  Reporting Financial Information
Preparation of financial statements such as balance sheets, income statements, and 
cash flow statements.
These reports provide insights into the financial health and performance of the 
business.

4.  Analysis and Interpretation
Involves examining financial data to understand trends, patterns, and anomalies.
Provides valuable insights for strategic planning and decision-making.

5.  Compliance and Audit
Ensures that financial records adhere to legal and regulatory standards.



Types of Accounts in Tally

Tally, a popular accounting software, is used for recording and managing financial 

transactions. The software categorizes accounts into di�erent types to facilitate organized 

and e�cient financial management. Here are the main types of accounts in Tally:

What is a Transaction in Tally?

Auditing provides an independent verification of financial statements, enhancing 
credibility with stakeholders.

1.  Personal Accounts
These accounts relate to individuals, firms, companies, and organizations. Personal 
accounts include:

Natural Persons: Accounts of individuals, such as PIITR Doe's account.
Artificial Persons: Accounts of entities like companies or organizations, e.g., XYZ 
Corporation's account.
Representative Persons: Accounts that represent a group or entity, such as an 
employee's salary advance account.

2.  Real Accounts
Real accounts pertain to assets and liabilities of the business. They are further divided 
into:

Tangible Assets: Accounts for physical assets like machinery, buildings, and 
inventory.
Intangible Assets: Accounts for non-physical assets such as patents, trademarks, 
and goodwill.

3.  Nominal Accounts
These accounts relate to income, expenses, losses, and gains. Nominal accounts are 
used to track the financial performance over a period and include:

Revenue Accounts: Such as sales and service income.
Expense Accounts: Such as rent, utilities, and salaries.
Loss Accounts: Such as damages or obsolescence.
Gain Accounts: Such as profit from the sale of an asset.

4.  Ledger Accounts
Ledger accounts in Tally are the detailed accounts that record all transactions related 
to a specific item or entity. They are essential for preparing financial statements and 
include:

Customer Ledger: Tracks transactions with customers.
Supplier Ledger: Tracks transactions with suppliers.
Bank Ledger: Records all banking transactions.

5.  Control Accounts
These are summary accounts in the general ledger that consolidate transactions from 
subsidiary ledgers. These accounts help in managing and summarizing large volumes 
of financial data.



In Tally, a transaction refers to any financial event that a�ects the accounts of a business and 

is recorded in the accounting system. These transactions form the basis of financial 

statements and are essential for maintaining accurate and organized financial records.

Key Aspects of Transactions in Tally

1.  Recording of Transactions
Transactions in Tally are documented in a systematic manner, ensuring that every 
financial activity is captured accurately and completely. This involves entering data 
into journals and posting it to the relevant ledger accounts.

2.  Types of Transactions
Tally handles various types of transactions, including:

Sales Transactions: Involving the sale of goods or services.
Purchase Transactions: Involving the acquisition of goods or services.
Receipt Transactions: Recording money received by the business.
Payment Transactions: Documenting money paid out by the business.
Contra Transactions: Internal transfers between cash and bank accounts.

3.  Voucher System
Tally utilizes a voucher system to record transactions. Di�erent types of vouchers are 
used for di�erent kinds of transactions, such as sales vouchers, purchase vouchers, 
payment vouchers, and receipt vouchers.

4.  Double-entry System
Tally follows the double-entry accounting system, meaning every transaction a�ects 
at least two accounts. This ensures that the accounting equation (Assets = Liabilities + 
Equity) remains balanced after each transaction.

5.  Audit Trail
The software maintains an audit trail of all transactions, allowing businesses to track 
changes and ensure the integrity of their financial data.

6.  Customization and Flexibility
Tally allows customization of transaction entry screens and vouchers, making it 
adaptable to the unique needs of di�erent businesses. This flexibility ensures that all 
relevant details of a transaction are captured.
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