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How to UseThis Pamphlet 

The secret to successfully earning a merit 
badge is for you to use both the pamphlet and 

the suggestions of your counselor. 	 • 

Your counselor can be as important to you as a 
coach is to an athlete. Use all ofthe resources 
your counselor can make available to you. This 	

. 
may be the best chance you will have to team 

• 	about this pamticular subject. Make lt count. 

lfyouoryourcounselorfeelsthatanyinformation 

[

in this pamphlet is incorrect, please let us know. 
Ple asestateyoursourceofinformation. 

Merit badge pamphlets are reprinted annually 	• 
and requirements updated regularly. Your 

suggestionsfor improvement are welcome. 

Who Pays forThis Pamphlet? ' 

- 	 This merit badge pamphlet is one in a series 
1 	 )f more than 100 covering all kinds of hobby and 	 ' 

career suhjects. lt is made available für you to buy 
as a service of the national and local councils, Boy 

1f 
 

Scouts of America. The costs of the development, 
writing, and editing ofthe merit badge pamphlets are 

paid for by the Boy Scouts of America in order to bring 

j you the best book at a reasonable price. 

Send comments along with a brief statement about yourself to 
Pilots and Program Development, S272 

r Boy Scouts of America • 1325 West Walnut Hill Lane • Irving, TX 75038 
lt you prefem, you may send your comments to merit.badge@Scoutingorg. 	/. 

&LI * . 
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Requirements 
1. Do the following: 

a. Explain four features of the free enterpfise systeni in the 
United States. Describe the difference hetween treedom 
and license. Teil how the Scout Oath and Scout Law 
apply to business and free enterprise. 

b. Describe the Industrial Revolution and teil about the 
major developments that marked the start of the mod-
ern industrial era in the tJnited States. Discuss three 
people who had a great influence on business or indus-
try in the United States and describe what each did. 

c. ldcntify and describe to your counselor the five primary 
areas of business. 

d. Explain the history of labor unions in the United States 
and the importance of labor unions and employers 
working together. ldentify two major labor unions 
currently in existence. 

e. Discuss with your counselor how business impacts the 
local, national, and global economy. 

2. Do the following: 

a. Explain the three basic types of financial statements 
(income statement, balance sheet, and statement of cash 
flows). Discuss with your counselor 1mw each statement 
can help business leaders make better riecisions. 

b. Explain how changes in interest rates, taxes, and gov-
ernment spending affect the flow of money into or 
out of business and industry. 
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c. Expialn how a sole proprieto:shit 
its capital. Discuss and explain f:: 	. 	.: ::: st ion 

ns capital. 

I. 	flvt- ..nds of insurance usc:.:..: 
L)escribe ther. z.t :2 

3. Do the following: 

a. Explain the piace of p7--  ::t in business. 

green mas::.:.:: and s..sain- 
- 

c. lT :it.:. iO euucs plavs a role in bus... 

d. E::.. ..:ss: ±::crences s: ;een opera:ing a brick-and-
...............-- :yij an oni-ine business. 

4. Describe the role otT the U.S. Department otT Labor. Discuss 
two :he foliowing topics with tour coulseior 

a. Fair Labor Standards 	TFLi:. 

b. Occupatit2.St[:.nd Health .A:: )SHA) 

c. Famiiv and c:: ical Leave Art FMLAi 

cl. Emp.:: 	Re - : -  1- ment, Income Securitv  

3 TT::ose a business and research how lt apiies each oi the 
.: r1arv  arez t.:: :uming.  

i:eng. ai ::.: iagemert. Share wl;a: ;tt. havc ±arned 
witL :::ur couns5.::1 

Do ONE otT the foflowing: 

a. Choose one of de prirnarv areas of business and iden-
tifv th: career opportu:.:::s eiect one and research 
the education, !rt.:..ng. t•2.: :.'::erier.:r :::T::T for this 
career. D' 	• vith '.i; ctuns..rt .: 	:p!ain whv 
this inte:ss:s vou. 

b, Select a 	nest leader and inter2iew thTs inditidual to 
more aT::...::s 	. .....:anv t:.: career path. 

the wie eilic- : vs n makinr :: ..isiness dedsions. 
Share whai vou have I:.med vith vo.....- unselor. 
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Introduction 
and Sceurs. veu are learning abeut ..: subiect  

anng for vc - : :uture \Vhen vou become an 21 :.ik, vou wiii 
1 seral 	: 	mon2 them ihe hr to veIc. ....0 propenv 

:the::.5::::nBusnessrneritbaz2 
. . vou leam ;.. : ::: : bu sines ::..:...... 

Lea:::: 	:::'.' 	ifl 	 : 	ciLl help vou 
:and .:. socir: ihlv Iiow von will 
toliveir:::2 l:ure 

an busmess and governmer.. ::: ::sed on rree 
:p:: nc1udin ndh -idual freedon- 	1 :portunitv The 

Ireedom, v :: : n 
::.:. exch:::. private i:  :-:errv. ant: 	:l:: 	: ::::-. 	:::ic 

all indivlials tn ...... 
choices 1.vners and vorkers c.:.:. :::5 ::ieir own 
and consumers mav spend their mc:: 2 however itt: 

uta.ri' &tchange a iows consumc: :o in--. 	ibtiv:  seil 
and ser-Ices in an open marketplact- land- 	asseis 
as equi::: :nt. :.:: :.ucts, an: :::achines. are  
in free :::2rprise  
beih iflüi&:2!s secu-
ritv.  
Even under a free enterprise system. though, si..... 
met.: uperision and regulations are nrr?d :c:::::.:::t 
anc. :: keep things as fair as nossihle.  
Business Adminisiration _ sr:: 1 husinesses obtain 

.................... :. ::asonable ter.......from private sources that 
are :::tr. :ii :tr: ted bv die 51.. 

can hei: ::.t:2 these ::t::als who pass 
......................-tharaftectt ...............nessiscond .......:d. 

ou caa Volt :::: 	vho share VOuf opunon. Thest fkrns 
we now takt :. :.: .:J were considered radica.. ider :hen 
our cou::::: ' = ...:::l:d in 	6. Never:ht.rss. the Amecan 

dness svsten: :: ::rem:.t: :E have allosved citizens here to 
t;;ov hih stanLts 	iivir. 

Different 

cauntries have 

different business 

Systems; the 

kind of business 

system a country 

supports is 

reated to that 

country's type 

of govemment. 
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How Scouting Relates 
to Business 
Scouting relates to good business practices in many 

ways. The Scout motto "Be Prepared' is one way. By 

the time you are ready to enter the workforce (that 

includes a high school student working part-time!) or 

start a business, you should have some knowledge of 

how business works. 

The Scout Oath to do your best and help people 

also applies if you are to be successful. In the business 

world, you must be trustworthy—dependable in your 

position or business and someone who pays bills on 

time, among other things That aside, you should help 

those who are less fortunate by helping charities without 

thought for personal gain. As a worker and business-

person, you also need to be friendly and courteous to 

attract and keep customers. FoIIow the laws and rules 

of business. 

A Scout also should be thrifty, and set money 

aside tor emergencies and other unforeseen needs. 

All citizens should help protect and conserve natural 

resources to make sure they are available tor future 

generations. So the values you learn in Scouting will 

heip you in adulthood and your career. 

8 	AMrmcAN BUSINESS 
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History of Business 
Business has been conducted ever since the earliest hurnans 
began trading with one another. They lived v applying 
human cnergy to natural resources. Anirnals vere caught 
by hand, fruits and other edihie plants were picked by hand, 
and humans Iived in caves, under rocks, and in trees. 

Civilization began when ear.ly humans discovered that 
using toois enhanced their ability to produCe useful things. 
We use many kinds of tools—hammers, saws, screwdrivers. 
Others that you rnight not have thoughi of inilude can oponers, 
smartphones, and ttilities such as gas and oLl. Electricity is a 
tool bocause it suppIlos nonhuman power to run machinery 
and to provide Iight and heat. Wheelharrows, trains, vehicies, 
and highways also are tools because they increase the 
ability tu nove poople and goods tu places v.ere they can 
be more useful. 

A tool is anything, naturai or synthetic, tnat saves 
human energy and produces something that normafly 
cannot be created by human energy alone. For exam 
nie, usinq a stone or a trap tu catch an auimal makes 
, he task easie, thus saving human energy. A Pro can 
he used tu cook something, a task that human energy 
aione cannot produce. 

AMERICAN BUSINESS 	11 



Eventuaiiv, rnany things made by hand started being 
made i:v machnes, and that started the Industrial Revolution. 
Machines now produce most consumer goods, such as clothing, 
cars, furniture, computers, Sports equipment, and televisions. 
Today, most Americans use some type of tool or machioc in 
their work. 

The benefits of using machines can easily he seen when 
comparing industrialized nations tu less-developed countries, 
where most production rehus on human labor. Less-deveioped 
countries have lower standards of living and fewer consumer 
goods than industrialized countries. With their earnings, people 
in indusirialized countries can buy goods and services that 
they and their families want and need. Many people save 
part of their earnings for future purchases, emergencies, 
or investments. 

The Evolution of Franchising 
Franchising has come a long way sir,ce its early years in the Middle Ages. 

Back then, a local ruler such as a lord might grant merchants the right or 
privilege to seil their goods within a particular geographical area. Modern 

franchising as we recognize it gives individuals an opportunity to invest 
in a proven product or service that has a history of success. A franchised 

product or service generaily has a reputation for quality and consistency, 
an established concept, and a loyal following, among other characteristics. 

You might be familiar with franchising because one or two franchises 

are on your list of favorite places to eat.The most recognizable franchise 
is the fast-food type. However, a franchise could be just about any type 

of business—restaurants, auto dealerships, professional sports teams, 
theaters—you name it, it could be a franchise. 

Today, franchising is a highly regulated industry that plays a key role 

in the U.S. economy. According to the International Franchise Association, 
there are more than 800,000 franchise-related businesses in the United 

States. These businesses support nearly 9.1 million jobs and account for 
about $994 billion in overall economic output.That's a lot of moola. 

12 	AMERICAN BUSINESS 



Industrial Revolution 
The Industrial Revolution hasically refers 10 the adoption of 
machines tu do work thnt previously had been clone by hand 
because it increased prncluctiviiy arid efficiency. lt is called a 
revolution hecause it m -nked the transfnmialion [rom agricul-
tural economies that reliod on simple toos 10 industrial 
economies that relied on compiex machines. lndustrialisrn 
swept through England in the 18th century, hut did not occur 
in the United States until earlv in the 19th centurv. Before theo, 
about four out of live Americans were farme:s and lived in 
rural communities. 

Industrial development en( om aged people to rnove [rom 
rural areas to towns and cities. Largo factories located there 
needed peonle 10 operate the niachines making products that 
were once made by individuals or in small workshops. Because 
so manv neople moved to urban centers, what bad been largely 
an agricullural ec000rny changed into an industrial one. 

1$ 

.. 	 ',. 

During the 19th century, factory workers endured Iow-paying 
positions and harsh conditions. Eventually laws and labor unions 
improved conditions and wages. 

Besides changing 

the economy, 

the Industrial 

Revolution altered 

society in other 

ways. For example, 

women began to 

eave their homes 

to enterthe 

workforce. The 

movement also 

led to superior 

military technology 

and helped the 

United States and 

European nations 

become the most 

powerful countries 

in the 19th and 

20th centuries. 
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The Industrial Revolution did not hegin overnight. lt 
occurred as a result of the knowiedge aiid skills people had 
been learning for thousands of years. In about 1750, some 
important discoveries and inventions aliowed ptople to do 
manv things that had been impossible betore. Three fields in 
which the greatest progress has been made inciude energy, 
materials, and mass production. 

:‚ 

In the 1800s, steam locomotives helped propel the lndustrial Revolution at a rapid 
pace because it enabled people and goods to travel farther and faster. 

Energy 

The machines that were used before 1750 were mainly powered 
by hurnans, animals, vater, or wind. In 1769, Scottish engineer 
and inventor James Watt patented li steam engine that intproved 
on previnus engines that had been used to pump water. Watt 
made a series of inventions that led to modern steam engines. 
At the beginning of the 1 Oth century, noncondensing stearn 
engiues de\'eloped by British engineer am] inventor Richard 
Trevilhick am! American inventur Oliver Ivans led tu the 
development of engines used to power trains and ships. 
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• 	 . 

The interna c'.son en-e, introduced in te 1880s, 
quickly led to th 	- 1 ent c 	:ie automobile, 	had 
been unfeasible when powered by larger ste 	engines. By using For more than 125 

combustion e:gines pov:erec bf' ssil fuzl-'z 	as gasc:' 	J years, water and 
oil, autoroo 	cs and tru< 	peo,c 	products 
farther a: 	....er. steam have been  

Similar engines were used in planes to make travel and the used to power 
transrt of products evc 	ore cff.ce'.t. ts helphg busi- 

expand to locatis ;jcv:sv 	their re.ch. When nese 	 c turbines that 

Jet propulsion engines (which still use fossil fuels) were devel- generate electric- 
oped, travel and product trort b'came 	fister. Laer, 

rty.Thoseenergy.  
solid fuels were developed 	send pcwerfu rcts to 
moon and unmanned rockets to faraway planets. sources had pre- 

uclear encv also has been harnessed to p:ace electric- viously been stud- 
itv 	weapons ol nass destruc:o. Nclear :'vc. which is 
enec: released by t 	splitting c: frz of a: 	nuclei, is used ied and written 

to i:r 	iuce electricity in several coun:e. But deadly radiation is a about but never 
bv-proc.:c: 	:roducing this type of energ.. 

Beicr ways are being developed to generate electricity, consistently 

such as solar and 	po..:;. Ths is a clean 	fuel 	that does harnessed. Today, 
not release pollutants into 	environment like foss 	uels do. 
Energy f. - -n the sun and wind is also a renewable resource—it turbine-powered 

will ne,- er run out or be depleted. generators 
Batteries are another form of energy. Various t:pes and 

sizes are used in even'thing 	arn vces 	.vtches to produce most 

laptop computers and mohe phot 	s. 	ec:CLveries and ofthe world's 
inventis in energv 	ive led to products that people had 

electrici. 
previouslv been unable to envision. i :ese :e,u energy supplies 
have led to more a 	bette r'roduc::i. Mdons of 'eople 
no\v 	-.vn energy-p,wered 	cvces, a:d much of th- world is 
connected one wav or another because of these inventions. 
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Materials 

Hm'n' !ave used tools for thousands 	'f '.'€'rs. Howe'er, the 
In ancienttimes, . :ems people could make and 	:ent umes 
royafty were were 1i:::: 	- 	 - r:aiIab1e materials. Mc 	used were 

known to have wood, stone, 	fbes, such a. 	os 	couid be aced 
. Irom anim.s 	.v:•.• md nlants 	::ci:.. 	hese materi:i 	could 

coveted iron more be cut, carved, and .;-: by hand toc 	::at ofter. vre made 

than gold. from stone, metal, or wood. 
Iron becrne an inipctant and va1± 1 e 	etal beca.: 

tough and 	rab1e. How:er, because lt 	:f:cuIt to n::•- 
ture, iron was scarce and expensive. As me.:orkt:: 	nol- 

other materis. 	2z allo':s 	a mixtur 	two 
or a metal :ix' 	-.':t:t a nctt:etaIlic rr.' 	i1 

The American Steel Industry 
The steel industry in the United States, which started in the tate 1850s, 
put the country on the map as a world economic leader.The abundance 
in iron ore deposits and inexpensive water transportation via the Great 
Lakes to ship the materials positioned the Midwest as the production 
center of this giant industry. 

Following the Civil War in 1865, the steet industry quickly grew due 
to the new Bessemer process of making steel and the great expansion of 
the American railroad. Between 1880 and 1900, steel production increased 
from 1.25 million tons to 10 million tons. By 1910, the United States was 
producing more than 24 million tons of steel.This increase was due in 
large part to the booming automobile industry. 

The steel industry continued to set the pace of the nation's economic 
strength well beyond World War II and reached its peak production of 141 
million tons in 1969. However, competition abroad with more efficient 
steel plants and lower labor costs began affecting the U.S. steel industry. 
By the mid-1970s, American production plummeted to 89 million tons—a 
37 percent dip. Despite that reduction, the industry continued to employ 
nearly half a million workers at very high wages. By the tate 1980s, the 
industry rebounded with 102.7 million tons produced by a reduced labor 
force of 169,000 steelworkers. Production per worker more than tripled 
during that 13-year period. 

Though not the world leader it once was, the steel industry in 
America is growing and becoming more competitive. 
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and carbon materials were developed and used in all kinds of 
products. Other metals humans use include silver, copper, alu-
minum, nicke!, platinum, tungsten, uranimt, anti chromium. 
Titanium has bccoir e well-known for its sflength and light 
weight, lt is a popuH material for sports items such as golf 
clubs and bicycies. 

Plastics also have become an integral part of our lives. 
Plasties have been used for thousands of years, hut ii wasn't 
untii the early 1.900s  that new fonns were invented, suitable 
for all kinds of uses. Among the thousands of items made with 
plastics are cars, computers, recreational equipment, houses, 
ciothing, furniture, carpets, and credit cards. Some names of 
plastics include polyurerhane, polyester, acrylic, and nylon. 

Mass Production 
Eli Whitney, inventcr of the cotton 
gin, got the idea in 1798 of using inter- 

- 

	

	changeable parts in manufacturing. By 
using inte -changeable, standard parts 

- 	
.- that had been manufactured before- 

i 	hand, it was possible to produce gonds 
. 	quicker and cheaper than with custom- 

niacie parts. 
-. 	This idea led to the use of an 

‚ 	 assembly line, which used convever 
heits to move a product along to differ- 
ent  ent stations where people assemb!ed 
inLl!vRivai parts untii the product was 

completed. This system was lirst used in 191 by American 
industriaiist Henry Ford and his partners to produce flvwheel 
magnetos, the ignition system used in one of the first automo-
biles produced, the Mode! T. 

Over the vears, production has become more efficient 
because of the use of robotic tools and computers. Robots, for 
example, can perform rnany specific tasks nore efficiently than 
humans. Computers can be used for inventory-tracking systems 
that assemble and dehiver items when they are needed. 

Before the 

mass production 

of cars, most 

Americans 

traveied by 

horses, wagons, 

or steam-powered 

trains and boats. 

Because it is 

a versatile 

and lightweight 

synthetic material, 

plastic can be 

made hard, 

flexib!e,elastic, 

arge, sma!!, thin, 

and thick. 
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Henry Ford 
Henry Ford began using stan- 

dardized interchangeable parts 
and assernbly-line techniques in 

1913, 10 years after founding 
the Ford Motor Cornpany. He 

helped popularize the technique 	‚ 

and made assembly-line work 

more appealing by offering 

higher wages. He did that to 	1 	 1 
prevent workers frorn leaving 	henry ford 
because of the monotonous 

work associated with assembly lines. lt gave hirn a 
stable workforce and helped double the cornpany's 

profits in two years. 
In 1941, Ford's assernbly-line techniques won hirn 

governrnent contracts to manufacture bomber parts 
needed for World War II. Eventually his company made 

entire planes. By the end of the war in 1945, Ford Motor 

Cornpany bad manufactured more than 8,000 planes. 

1 
: 

1913 Ford ModelT assembly line 
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Starting in the United States 
Becse of he 	shal Revolution's success in Europe, in 

the Treasurv Ale .a:rder Hamilton called 
for the same type of revokL:: in the United States. He and 
man' others w:d the United Stas. .vh iad wri its 
indenendence :i Great Britain iL 	.'. ..ars ei: - ,: cr, to 
bec:re economica : strong. 1:e. organizc. issociations 
that promoted indu:a1ization. 

Al±r".igh more 	 f 'he working roDu1a 
tion in :r United S::e. ....... ..rv:i:e 	c: cjlture at 	time, 
the Industrial Revolution spread ra 	.. :\mericans quickly 
adc•"ed 	 .' s: 	.';rk ethic, the freedom 
of ;'ople arc . ...........mc:c 	sate borders, and access 
to ahundant n 	source reserves helped, and the United 
States continuc t: 	:'an the :eans. 

'. the e'c 	ceiurv, 	e L:..S' 	-,'ie world 
cader 	..:rturng and s.::r: 	:c: .s the 
Second Inc.. .'rial Revc:on. The lJnited 	:es continues to 
he one of mc world's largest producers of goods. 

Globalization 
Globalization is a term used to descrihe an increase in interna-
tional tr:e, global communications, foreign il:stments, 
and glc 	companies. The result of globalization is a 'vold 
ecr"c'v n which the borders hetween conriries havc :jrred. 
Tlr: ;rew economy has allowe: 	itreprene:s (hu.:c5s zr.vcrs 
and management) and corporations to raise mone . . 
in rc vrld a 	:oice ac1  s" 	 ... 
ar::.vrc. Tec.::rc ,.. s..ch a 
global corporations and marke-,s:' 

Globahzation 	.vr r.:: since the 1970s, but it has 
been an economic ... ..........cc h' cci of World War II in 1945. 
At the end of the rr ................. 	estah ished po:ccs that 
encou:cccd trade ' 	. 	. s : 	:e::: c:cs .vith other countries. 

hsrsc with ................:cc cc ... .....c cs, such as niembeN of 
:on  

orporations 	.:. 	iove production to poorer coun 
.ent labor 	cnd lc\vc: t.fl- 

reduce 1'.. :ccsts. A 	:cjlt, 
v:t'c'rs in developed nations fear that thec -'III lose their ;'ci-

tions to lower-paid workers in foreign countries. For example. 

In 1851, 

America's rapid 

advancement was 

evident atthe first 

world's fair in 

London. The work 

of the Americans 

attracted so much 

attention that the 

British sent a 

committee to ttie 

United States 

to study its 

manufacturing 

techniques and 

accomplishments. 
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some of the products vou use mav have been manufactured in 
cou:::les such as C"': -..i or Vietnam. 	fty 	those same 

One goal of tvpes of prc:.ts probabiv were m::::actured in the Unitecl 
globalization 'he: 	ccmp'c 	c'ec 	::::.:rh 	plai'.s 	o other 

:es, 	.;:g so 	e: 	 ;ucts .‚:v for 
to heip people Arnericans but left some Americans without work. 
everywhere raise Further::. 	 leaders are c::::.: 

culture in tl 	c:::::s 	be endangere:;..::..:.sed 
their standards of exposure 10 	.: 	 :ornet, satellite television,  
living and to live Vet, supportes 	:: that consumers and cap.sts are benefit- 

more diversified 
ing. Glc•!a! 	ccasct 	sper 	:', ar.. 	iterna- 

. tional trz':•:.. 	: 	 .: 	 :.':c 	.::::i 	s:::nda.:s. ThE: say that 
lifestyles. This glohalization has led to greater 	csanding hetween cultures. 

has happened The evc::ig global econon:: :: 	:ubt 	:se:s challer.s 
10 econonits:, ?ollticlans, env!rc 	::..:ihsts. 	;umari ngi;s 

a certain extent, groups. 	nv exper: 	cDmp:•:E: :h'c 	:al ec:::cmy 	vith 

but some critics lndustrial Revolution hecause of tue •.'•. v: it is altering the world. 

and experts fear Brick-and-Mortar vs. Online Businesses 

that globalization The 	ernet has radicallv changed global communication and 

may be caus:ng .. 	 55 to 	 prod- 
more problems ucts anc -:; 	 's. This z1: .'s consr:. 	:: producis from 

alniost a:;.;::e in the world. 	.::le some 	duct business 
than lt IS solving. onlv ovc 	... 	ni:'." c1npanies 	se websites 	com- 

plement thei: :hre are m.::: differen:c- in oper- 
ating a brick-and-mortar business versus an online t-.:s.cs 

.. 	ind:ual or a  
staut a b: 	 ::. 	:csourcs 	time. mc:::c:; •••.: 
:sities). With a computer and an internet connection, an 

c: 	and ship prcc 	: 	 :•;•:es from a 
a3 a ;orne. A 1 thoug 	ai 	coes 

not h::e some of the sa: .... 	.:::::piexities and 
and-mortar business, the owner of an online business needs 

the sirne fac:s. 	- 	 ::xcs 

paid on goos 	nd servi....ordered:,:.:::h'r state. Often, 
this is self-reported when b - :s tue their annual tax returns. 
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Additionally, the owners of online businesses may need to con-
sider moving into larger facilities when they need more room 

for inventory and personnel. 
A hrick-anclmcrtar business is where a cornpany has a 

retail location that aliows customers to physicaliv look at mer-
chandise or discuss services they are considering purchasing. A 
brick-and-mortar location may also offer a website that show-
cases ha goods and services. Starting a business as a brick-and-
mortar location has much higher costs, including rent, higher 
inventorv levels, insurance, location build-out costs, and more 
empiovees. Often, a business mav start as an online business to 
develop a customer base and grow Profits in order to reinvest 
and move into a brick-and-mortar store. 

Bill Gates 
Ii you have a personal computer, you 

probabiy own same Microsoft software 

and hardware., which shows how hig a 

company BilI Gates has budt. Microsofts 

success has mode. Gates one of the 

most intluential people in the computer 

irdustry'-and one of the richest people 

in the world, Gates cofounded Microsoft 

with high school friend Faul Allen in 1975. 

Toctether, they heqan learning about 

computers and programming languages 

in high school. 

- 

The MITS Altair 8800 

In 1973, Gates entered Harvard 

Unversi y While there, he and Allen devel- 

oped a v. rsion of the BASIC computer 

programminq languaqe for the Altair 8800, 

one of the first personal computers, and 

lieensed the software to MITS.Then they 

formed Microsoft (theo it was Micro-soft) 

to develcp BASIC for other computer 

companies. By 1999, Microsoft dominated 

the perscnal computer business, 
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Components of Business 
lt is cornmonly recognized that 

• huiness incbades five ccmpo-
nenis or maior funetional areas. 
These five cornponents are 

‚'J ac000ntlng, ec000rnics, finince, 

iß 

BUS:EsS 	f 	management, and marketin. If 
you start your own business or 

UJ 	work for another organization, 
you will finci that these five func- 
tional areas are veiy important, 
not only to for-profit husinesses 

l)ut also onprofit organizations. If vou decide to study any 
businessjpic tu college, you wtii likuly be required to take at 
least one or two ciasses in eacii of these functional areas. 

According to lnvestopedia, accounting is "the systematic 
anci comprehensiverecordtng of financLil transactions," as 
wolias "die process of stt'nmarizing, analeztug, and reporting 
these transactions." The financial statements that are produced 
durittg the accounting process provide information about a 
business's operations, protit or loss, and cash flow. Accounting 
is orte of the key functions for almost any business it may be 
handled by a bookkeeper and an accountant at small firms or 
hv sizable accounting departments with dozens of accountants 
and administrative cnlpiovees at larger conipanies. 

Economics, iccording 10 lnvestopedia, is a social science 
"studios how individuals., businesses, goventnents, and 

nations toake choices on aliocating resources tu sattsfy their 
wants and needs." There are two main branches of econorn-
ics: Macroecntomics focuses on the economy as a vhole, and 
rnicroeconorn!cs focuses on individual consumers and busi-
nesses. Trw cconomy can be mtoacted by wars and shortages 
of important products, such as oil ancl precions metals. 
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lnvestopedia describes finance as the study of money, 
investments, and other financial instruments. lt also consists 
of financial systems, which hclude the public, private, and 
government spaces. There ae three main categories of finance: 
public finance, corporate finance, and perscnal linance. 
Financial products include stocks, insurance, retirement plans, 
and bank accounts. 

Merriam-wehster.com  defines management as « the 
conducting er supervising of something (such as a business)." 
The field of management inciudes human resorirce manage-
ment, which is concerned with employee recruitment, training, 
compensation, motivation, and even bring. Management also 
includes management (computer) information systems, which 
uses computer-related tcchnoiogies and tools 10 help rna.nagcrs 
make decisions, and organizaLonal behavior, which is hov an 
organization (either for-profit er nonprofit) interacts with other 
organizations and the type of personality er corporate culture 
it has. 

Marketing encompasses the activities of a company to 
promote the buying er selling of a product er service, accord-
ing to lnvestopedia. These activilies inciude advertising, seIl-
ing, and delivering proclucts to people. Those who work in 
marketing departments at companies try to get the attention of 
target audiences by using siogans, packaging design, celebrity 
endorsements, and general media exposwe. The four P's of 
marketing are product, place, price, and promotion. Product 
and price are self-explanatory. Place can otherwise be referred 
to as distribution, er how a product gets from production 10 

the final custonrer. lt includes wholesale ancl retail operations. 
Promotion has four elements, known as the promotional mix: 
ad'ertising, personal selling, sales promotiors, and public 
relations/puhlicity. 

Marketing people may claim that marke:ing is most 
important because you cannot have a business without being 
able to seil it. Accountants may also claim that accounting is 
most inrportant t)ecanse ellrical representation of a company 
in relationship to financial statements and taxes is necessary. 
Accnunring also keeps track of a compaiy's money. However, 
despite these claims, all five components of business are 
equally important to have a successful business. 
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Business Cycies 
Even thouh ± 	ess in c ::alist cour.::. 	±: : ... :.±.:::ce 
the lndustnai f.: :4ution oi me late 1Ss. iier 
mariv econoini: .:;s and downs. These flucwa 	 j Some cyces ast 

btsess t'cer. ony a few years 
While :±.• timing c: 	inpredictable, 

manv ec 	- st 	beie......... 	de; 	.‚. 	American while more severe 

econornist \Veslev Mitc 	ides ccl 	.:flo four down cyces 
able phases: prosperitv. .:.::. 	.::.. depress: ::: 	and recoverv 

on g:ows ana emp1ovent g 	os per. 	: uucu 	 m have lasted 

wages..: :2.1 Profils riseH-- ::wever. as the grLivth conrinues, longer than eight 
manv 	-,t z; can cause a recession o  ±.: :ss.on For example. 

- years.Theworst do pGu t;: - 7. :2- .. ...sed as 	:: 	iOfl :::::E3se. 	re 
prc.i:. .....als; 	uld .........hrtagc 	a;;d resuh financia collapse 
m Iow2.::: roduction ar ::ces. happened in 

A sreadv jocrease ::. 2:. : ........ i 	at:: : 	To prevent 
flatic -.. 	overnments otten will lalse interest :.:: s which 1929, and the 

:uses : sinessesand consumers to borrow ess:nonev 
- cc» -y was 

a resuh, both buv less. With a weaer dernar,d for products. 
inventories • ....... 	.: 2OW 22 	;: :: 2 . .......2 	:ompank  thrown into what 

isnownasthe 
to pay ±:±:s. 2. 	es t:i to  
less. Seme business: 	are ::::ed so dose tVhe: :::Jsiness Great Depression. 

activit 	slows drasucailv, sne cvcle That period lasted 
Reav -er: occurs when consur: 1 	:.:.t to buv and dernand 

:::.The g .. .mmcm F522. 	hv k:.:rng interest throughthe 

ra: 	oftering tax : :ates so heip reKtndle mc econornv 1930s and spreaa 
recoverv gai:: ::iornenwr.i, a new prosperliv 

worldwide. lt phase 
was not until 1941 

that fuh recovery 

was realized. 

AMERICAN BUsINEsS 	25 



9 



Labor Unions 
A trade union is an association of workers that bargains vith 
emplovers 	 ar. :o:kplace 
This orocess 	 :::gai::g. The goa 
a c: :act—a c:: 	:(i:ing agreemenr—that meets the 
needs of hoth 	on and the employer. II thcv 	cach 
an a2reement, 	)n might conduct a strikc  
ermE:yer to trv 	in its demands 

Unions hegan 	: c changes '::ught by the Industrial 
Re-.--.' —, - r e laie iS ad earv 900s. An incrcase in 
the:c: 	people movii:c :o cities from rural arec : 
fln. ccst 	n fac: es created a labor surplus and made 
cm::: 	::::c pendent 	heir eml vc:s uncr, 	shift to 

of compcx macbit 	rodt::::---meant 
fewer tv::ers were needed and led :: :vc 	ges, unsafe work- 
ing conditions, fewer henefits, and other 	To heip 
offct lependerv and to provk'c crnPlo:. ::h ITIC7C' rights, 
be::: wages, an :3etter workinc :cnditi::s :::ons ::cc:in to 
form. Much opposi:c:.: and many legal harriers made forming 
unions:: .::: s::::ctimes violent, stn.e. 

\ 

I 1 i 
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1.ocal Uhor unions usualiv inciude people who are e.rioved 
in th 	 s::e, or office. Or, the e::::oyees of 
ber of s::i 	1ir companies might form a single local union. 
People 	oI a large company often aro :ganized into 
orte inds:ia1 unit. In some instances, a singe arge companv 
might be organized into rnu; units. 	means workers 
•:ng differe::: ::.cs 	work, such as elc-ccians. carpe::.s, 

::...:k dnver. 	.c-;nbly-1ine ooerator. rp members 	sepa- 
rate l oc,.: 	.vith each unic.: 	 •:ficers. 

Any union member who has a dispute over pay, 
working conditions, or another item covered by the 
contract may talk to the Union representative, a union 
member who helps employees when they have 
complaints against the company. If a union member 
has personal or family problems, a union counselor 
can heip. Unions also employ business agents to 

manage Union operations. 

Un 	oft 	 •-raft and 	:iaL 
Crafr ur:. 	::::ludc 	... ': 	 :::rm a spec ad of 

such as electr:a 	:: 	:::rs. Industrial unions 
:iude .;:kers in 	e:tain industrv, such as autoworkers and 

iwore: . There 	are 	include 
v::kers. 	hrs, n::s, p:. ,. ,-  s. :h: .ittendan:. :•:s. 

and professi::: 1 athletes. 
xamples of major American labor unions curren;E': :1 

exis;' e include: 
• 1'. :rc rican Federation of Government Empiovees 
• Americar. Frieration of Te.• 
• Bakerv. Ccnectionery, Tohaco Vorkers and Grain Miliers 

lnterna:3nal Union 
• Communicanons 	of America 
• Internaticn:'.tociaion c ftidge, Structurai, Ornamental 

and Reinf::t::c :on Work::r 
• Internatic . ........Jciation of Fire Fighters 
• Interi 	 :on of Machinists and 

	

Aeros'c . 	s 
• International Brotherhood of Eiectrical Workers 
• International Brothc:ood of Tearn::s 
• Interr.anal Union of Painters ana Aiiied Trades 
• Natia: Nurses United 
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• Screen Actors Guild-American Federation of Television and 
Radio Artists 

• Sen'icc Empiovees International Union 
• United Hrothcrliood of Carpenters and Joiners of America 
• Unitod Footi and Commercial \Vorkers International Union 
• United Mine Workers of America 

In addition to selling shares of stock, cor:orations can ohtain 
capital bv issuing bonds, which are written puivses to pay a spe-
cific amaunt of rnoney at a certain date in th future. Corporations 
can also raise capital through the process of borrowing from a 
varietv of financial institurions and night consider reinvesting a 
portion of their profits back into the corporation. This may result 
in a lower dividend for the shareholders but could lead 10 a rise in 
the value of the stock. 

Before the contract expires, the union and companv represen-
tatives meet to hargain on a new contract. 11 an agreement cant be 
reached, a mediator may be called upon to heip settle the dispute. 
If a new contrici is not signed before the old one expires, union 
memhers rnight vote 10 strike—refuse to work—until a new 
contract is signcd lils gives unions a lot of power. However, 
employers sometimes call for a lockout, which means union 
mentbers arent aiiowed to work hecause they won't meet the 
companys denunds. In governinent pusilions, or thosc positions 
that affect public interest, the government might order workers 
to return to work for a lirnited time while cont:act talks resume. 
This government action protects the public front the interruption 
01 necessay services or supplies. 

Unions also try to bargain for closed shops, or Union shops, 
which means that an employce must belang 10 a Union to work 
at that particuiar company. Open shops mean that a wnrker can 
belong or not belong to a union and still work there. Unions 
believe open shop ::eaken their position; that's why they try to 
bargain for closed shops. 
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How Businesses 
Are Organized 
Bu si nesses a re general lv organized into sole proprietorships, 
partierships, corporaions, and joint ventures. The most common 
form of business ownership is individual, or sole proprietorship. 
This is a business owncd hy one person. 

The advantages of individual ownership include a person's 
ability to have direct control over a business and to be the sole 
recipient of the profits. Also, there are fewer laws regulating 
individual businesses. Disadvantages include being responsible 
for all business tlebis and expenses and finding lt .lifficult to 
expand if finances are limited. lndiviclual businesses usually 
are smail and provide either services or gonds (retail). 

A sole pmprietorship might be you starting a lavn care 
service. You would use your money to buy a lawn mower, edger, 
liedge trimmers, and other sunplies. Then you would open for 
l.usiness and seek out customers, possibly starting out in your 
neighborhood, and begin mowirig lawns as soon as you have 
tijeuts, or customers. You could start appiying the income you 
inade to pay for expenses, such as purchisinp, equipment. After 
paving for initial costs and the ongoing expense of replenishing 
supplies and maintaining your equipment, the money left over 
would be your profit. 

Portnerships usually are targer businesses than 
sole proprietorships because the partners can 
pool financial resources and use their expertise 
to divide responsibilities. 
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A partnership is an association formed by two or more 
people who operate a business lis co-owners. Two common types 
of partnerships are general' and "limited." A general partner is 
involved in the operation of a business 'ind is responsible for its 
debts. A lirnftL'd partner invests in a business, but isn't involved 
in its daily Operation. 

Take your lawn care service s an exaniple: If you and a 
friend pooled your rnoney to start thc business and shared duties, 
exnenses, and profils, then you would have a gelu?nhi partnenhip. 
If your friend is good at hedge trimming, he or she wouid be in 
charge of iliat particular service. You rnight be gond at dealing 
with people, so yen would huild your custorner base to increase 
income. The downside to partnerships is that if one partner makes 
nistakes or is irresponsible, it could damage the business and the 
partnership. For instance, if your friend is unieiiable attd doesn't 
sbow up to heip rnow a lawn, then all the work woukt fall on you, 
and you would get behind in your service to custorners. So part-
nerships need to be forrned carefully. 

You can use your Iawn care service as an example of a lirn-
ited partnership, too. If your parents helped by giving you sorne 
of the monev tu start, with expectations of being paid back and 
gaining a percentage of the profits but without doing any actual 
work, you forrned a version of a limited partnership with them. 

In joint ventures, individuals or businesses agree to 
create a single business project. For example, Acme A 
Inc. might joln with Acme B Inc. to form a joint venture 
named Acme C Inc. to produce 8 particular product that 
neither Acme A nor Acme 8 produces. 

A corporation is a legal entity recognized as a single body 
with its own powers and responsihilities that are separate frorn 
those of the individual members. As a result, a corporation is able 
to continue indefinitely even though owncrship and ernployees 
might cltange. Corporations create shares of stock that are sold to 
the initial owners and investors. But corporations are not lirnited 
to large comI.anies. Many srnall firtns and even individuals, such 
as professional athietes and enterijiners, are incorporated—that is, 
they have formed a corpuration. 
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!nvestors can easiiv buy and seil stocks through stock 
exchanges, and when they buy, they own part of the corporation 
and becorne stockholders. However, thev have limited liai;ilitv, 
or resl)onsibility—they cannot lose more 	1 'hat they have 
aiready invested if the corporation gues ora of business or is 
sued. in addition, they are paid 1 iiii]erids, or shares of the profit, 
if the corporation is successfui and stock prices rise. 

By offering stock, corparations are abi' to raise capitai for 
business expansion. As bog as peopie aro 	1 ng to buy the 
stock, the corporation has more rnoney avaiirhlc than a sole 
propriotorsldp or a )artnership. Stockholders 11 -1„v vote for the 
corporanons managiitg hody, calied the boa .d ot directors, which 
len decides who vi1i oversee the operation of the business. 

In addition to solling shares of stock, corporations can 
obtain capital by issuing bonds, which are written promises to 
pay a specific ainoun of money at a certain dato in the future. 
Corporations can also raise capital through the process of bor-
ro\ving from a variev of financial institutions and inight consider 
renvesung a portion of their profits back into the corporation. 
This mav result in a bower dividend for the shareholders but 
could bead to a risc in the value of the stock. 

Depending an how a business is organized, there are 
many variations for the types of taxation and liabilities 
that a business owner must face. Tax laws change 
frequently, so it is always in a business owner's best 
interest to consuit a professional accountant who is 
farniliar with the laws für the stete where the business 
s established. Für liabilities, it's best to turn to a Iawyer 

who is knowledgeable about business etructures. 
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Important Factors 
of Business 
There are several imp rnt factors for businesses to consider: 
.istomers, competion, :rofits, sustainahW v, roperty, 
contracts, tinancial statcments, and businu 	thics. 

Customers 
There is an old expression in business that s vs :h customer is 
alwavs right. The idea is that if husinesses ar ucceed, they 
necri u have customers to buy thtr goods or services. So busi-
nesses try to keep customers happy in hopes of cultivating repeat 
business because husinesses needacontin.uing incornc from con-
tinuing sales. That inakes custorneis the nui unportant people 
to a company. If you opened a lawn care service, you would try 
vour best to please your custorners so that they would continue 
to use your services season after season. 

Pay attention to liow you diid your family are treated when 
you go to a restaurant. If you like the service, chances are you 
will go back to that restaurant. However, if the \vaiter or waitress 
is rude, slo'x, or disinterested, you probably wont go back. 
Or, say you took your lawn mower to a shop for a midseason 
tune-up, but it wasn't ready as promised. You ptobably would 
use another companv next tirne. \Vhile the people for whorn you 
provide lawn care are your custorners, you are a customer of the 
company that fixes and maintains lawn equiprnent. 

Without customers 

and income, the 

business cannot 

pay its bills, and 

it will fail. 
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Sylvia Woods 
Sylvia Woods, who came from the cotton fields of South Carolina, 

began a restaurant that has become a soul food institution in NewYork 

City's Hartem. 

Although Woods passed away in 2012, her legacy lives on with 

family members who continue to operote the well-known eatery. Sylvias 

Restaurant was so famous that people began calling Woods the Queen 

of Soul Food. She had always loved to cook. She used old family recipes 

to develop her homemade-style food that brought her so much success. 

However, it was the way she treated her customers—with respect and 

concern—that kept customers coming back. She often sat down with 

them to visit, and greeted many by their first names. 

Woods bought her restaurant in 1962 with money that her mother 

received for selling the famity farm. What began as a small luncheonette 

with a seating capacity of 35 grew into a landmark where people from all 

walks of life—politicians, celebrities, and nearby residents—went for 

a taste of authentic Southern soul food. 

II 
Sylvia Woods (standing) and her family made 
Sylvias Restaurant in New York City the eating 
establishment tor authentic Southern soul food 
such as smothered chicken and collard greens. 

The business has 

grown to a restaurant 

that occupies most of a 

city block and seats 450. 

Sylvia's has franchises in 

several airports. Sylvia 

Woods showed what hard 

work, determination, and 

a family's love and respect 

can achieve. 
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One of the driving forces of capitalism, as in sports, is competition, Competition is a 
which means to do sornething with the goal of outperforming 
others. Competition exists in almost every aspect of business. In key force behind 

sports, those who outperforrn their competition win. In business, capitalism. lt 
the one that outperforms others usually grows and succeeds. 
Competition is based on freedom of choice and begins w1en drives companies 

businesses offer products or services, and custorners have the to do better. 
choice of buying or not buying. To attract customers, a business 
will try to offer the best product or service at the best price. That mav mean 

lf customers don't buy, the business must irnprove the prod producing a better 
uct or service, lower prices, or go out of business. If customers 

roduct für the 
buy, the business profits and is able to continue. If the business 
enjoys great success, rivals probably will ernerge because they money, provid- 
believe they can capture some of the market. Rivals may offer Ing more variety,  
similar products for better prices. So the first business must 
continue to improve, be more efficient, and consider strategies Creating a unque 
such as lowering prices. product or service, 

For example, if you mowed the average 1 ‚000-square-foot 
lawn for $25, and attracted many custorners, a neighbor rnight serving a nlche 

decide to start a lawn care service, too. For a lawn the same market, or any 
size, the neighbor—now your competitor—charges only $20. 
You may have to lower your prices or offer more services for number of 

the $25, or risk losing custorners to your neighbor. Customers elements that 
will look tor the best value and service their money can buy, 

Bot customer behavior is difficult to predict because people make a companys 

like different things. That's why they buy different cars of differ- product or service 
ent colors, and different clothes, video garnes, etc. Sorne might 

stand out from buy the most inexpensive product even if the quality is not as 
good as a more expensive product. Others want the best prod- the rest, 
uct and better service, even if it costs more. Some like a par- 
ticular brand name bu still rnight switch for a better bargain. 

Businesses often use advertising to attract customers 
to their product or service.They try to portray their 
product or service as better, cheaper, newer, improved, 
safer, fancier, and so on. While this is one way to ture 
customers away from competition, the company must 
be careful not to exaggerate too much or it coud turn 
customers off. 
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When a business opens, its goal or motive is to earn a profit. 
A motive is a reason for doing something. For example, earning 
money to live a better life is a motive for people to work. Profit-
the money left over after paying bills and wages—is an essential 
competitive feature of buying and selling in the economic System. 

The opposite of profit is loss. Loss occurs when it costs 
more to produce products or provide a service than a company 
is able to make from sales. In free enterprise, the desire to make 
profits to benefit the company er for personal gain is called the 
profit motive. 

The ability to earn profits sets the American business 
system apart from other government-controlled economic 
systems. In sorne of these societies, making profits might be 
considered wrong. But without a profit motive, businesses and 
individuals lose much of their incentive to invent and improve 
upon products and services, offer them at the best prices, and 
continue producing. Profits motivate people to improve their 
quality of life and buy products they need and want. So, when 
you read or hear that a company made a $1 million profit, keep 
in mmd that the profit benefits the people who work there, 
those who have invested in the company, and even customers 
who can feel confident buying from the company. 

Where Does Profit Come From? 
Now that you know what profit is, let's learn more about where 
it comes from. Using a fictitious automaker called American Auto 
as an example, let's find out how to determine the cost of making 
1,000 cars that were sold in the last year and how much, if any, 
profit was earned. American Auto's accountant, a person who 
keeps track of a company's financial transactions, would do this by 
preparing a pro flt-and1oss statement. This statement would show 
total income from sales, total cost to produce the cars, and the dif-
ference of the two to determine either the profit er the loss for a 
particular period. 

So let's take the role of the accountant. You determine that 
the 1,000 cars sold for $15,000 each. Thus, the incorne from 
sales was $15 million. Production costs include wages paid to 
employees who make the cars and manage the business, the 
materials used to make the cars, supplies, utilities, advertising, 
and laxes. Overhead costs include expenses not directly reiated 
to making the product, such as rent, insurance, telephone, taxes, 
heating and air conditioning, and so on. 
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Most of these costs are used up during production. Materials, 
supplies, and utilities must be bought and/or replenished as cars 
are built. Labor is a continuing cost because employees are paid 
during production. In a way, even taxes are used up because that, 
too, must be paid at scheduled times. 

Another cost is depreciation, which is the cost of wear and 
tear on tools and machines, and the cost of repairing er replacing 
them, Depreciation aliows a company to spread the cost of the 
tools and machines over the years of their usefulness. For example, 
say the company knows that all its tools er machines will last 
exactly 10 years before needing in be replaced. Each year, then, 
American Auto allocates (or sets aside) one-tenth of the original 
cost of its tools as a cost of operating. This reduces the amount 
of profit that is subject to taxation, thus increasing the profit, 
which can be distributed as dividends to stockholders. In an 
actual company, of course, each tool and machine would have 
a different lifespan. 

The accountant gathers the figures and compiles the profit-
and-loss staternent. A simplified version might look like this: 

American Auto Company 

Profitand-Loss Statement 

For Month!Day/Year to Month/Oay/Year 

Revenue 

000me froni Sr0es 	51 5,000000.00 

Expenses Mmus 
cost cd production 

Labor $6,000,000.00 

Matedak, suapLes, $500000003 
o 5 	es 

Overhead S200,000.00 

Depreciadon $300000 00 

1ota nest cd production $1150000000 
beforna taxes 

Erodt before taxes 	 $3,500,000.00 

Taxes 	 $100000000 

Net income (Profit 	 52500,00000 
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Income exceeded expenses, so the company earned a profit. 
Bot where does ehe profit go? A company's earnings belong 
to the stockholders of the comparly. That's because investors 
"loaned" the company money when they bought ehe company's 
stock. They bought the stock because they were confident the 
company would be successful and expected their loan to earn 
dividends. The company pays back investors by issuing what is 
called dividends, which are distributed from the profit. 

Profits are distributed to investors in cash or reinvested 
back into the company (to be discussed later). Stockholders 
receive shares of ehe Profit because they took a risk when they 
invested. Competleive business can be risky because it is hard to 
predict whether cuseomers will buy a company's product. Even 
longestablished companies might not earn profies every year, so 
investment in new companies poses even bigger risks. 

If American Auto were a new company, no one would know 
whether ehe public might like its cars. If ehe public does like 
ehern, ehe company will seIl lots of cars and make a profit. If 
ehe public doesn't like ehern, fewer cars will be sold ehan ehe 
number needed Co offsee ehe production costs, and ehe company 
will post a loss. As long as ehe company earns a profit, it can pay 
115 seockholders dividends. if there is a loss, stockholders might 
be paid only a small dividend, or none at all. 

lf a company can't cover its production costs, je will need to 
make cose-saving moves, such as selling off machinery, laying off 
workers, and delaying payments to suppliers. Coneinued losses 
could mean that ehe company will go out of business and the 
stockholclers will lose their investments. 

Why might investors want Co risk investing in a company 
rather than pueting ehe money in a savings account, where the 
money would earn interest and be safe? Because, afeer studying 
ehe company's profit-and-loss statements and its prospects for 
future groweh, people believe ehe company will prosper. Investors 
expect a better retum on their money than what they could expece 
Co gain elsewhere. People's willingness Co invest in companies 
can be seen as another eool to create jobs and savings for more 
investments, and Co keep American business going and growing. 
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Where Does Profit Go? 
When companies need more money to gmw, they issue (release) 
stock, or shares of ehe compains Investors can buy ehe stock, mak 
ing them among the company's owners. They will be issued stock 
certificates that specifv die number of shares they own. Say, a com 
panv issues 100 shares of stock at $10 a share. l -'10 peopte each 
buv 10 shares, each will have invested $100 in ehe business and will 
be called a stockholder, or shanrholder. A stockholder owns shares 
of the stock, which represene capital (msney) in the con1panv 

In most companies, several people am elected by ehe stock- 
holders to be on ehe hoard of direceors, which oversees ehe 
business. Because die directors am elected, they can be replaced 
if the stockholders don'e like ehe way they are running ehe com-
panv. Stockholders owning more shares have marc votes. For 
instance, lt someone owned 20 shares of ehe campanv that issued 
100 shares, that person would have twice as matty votes as a 
shareholder who owned 10 shares. 

One dutv of the board of directors is Co decide what happens 
Co company profits. One option is 10 divide ehe profit among 
shareholders according to ehe number of shares each share-
holder owns and ehen mali dividend checks to ehe sharehohters. 
However, the board of directors must take mcc consideration 
ehe company's future. Part of that consideration is to make 
ehe companv has savings to use when needed ilpartof ehe 
companv's profit can be saved, then everyone—stockholders 
and employees—will benefit. 
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• 	 nql Amt a 

This s 	certihoste fOr Ford Motor Cornpany was issued ta 
Henry F. ,-i H. thefoundersgranrlson, vho ran the conipany 
from 45 to 1319. 

First, a companv needs more monev 10 maintain ha supplv 
01 toois, vhich wear out or break. A companv will eventually 
have to replace the tools and, due 10 inflation, the replacenients 
rnight cost more than the original tools. Basically, inflation causes 
prices 10 risc. A tool that oreginaliv cost S500() rnight cost S7,000 
to replace. That meares the company vi11 need to make a larger 
envestrnent just to stav where ii is. 

But a companv wants to grow and irnprove 115 products or 
service- r else it meght lose customers. Developereg or improving 
produt - 7 -, nd services costs mone because research and new tools 
are needed. A company could issue more stoc' 10 raise moeie, 
but present stockholders rnight vant 10 Suf)f 	ie needed capetal 
because thev believe in the companYs SUCC€ 5tockholders 
suppiv the capital bv reinvesting part of the company's profit-
dividends—which allows the companv to fund increased costs. 

iE" °'e directors might decide to distribute part of the 
rolF • 	profit in cash and reinvest the rest in the cornpany, 

d increase the cornpanv's capital and each shareholder's 
irivestrllelet. Stockholders vould still get their share of the profit, 
hut some of the profit would be in cash ared the rest would he in 
added investment. 
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By giving the company access to more money to 
develop and produce better products, the stockholders 
have increased the Iiketihood of the company's future 
profitability.That would mean higher dividends and an 
increase in stockholder investments. 

Profits Make Companies Grow 

The more profit a company can make, the irore money its 
shareholders can reinvest. The more money that is reinvested 
increases the company's ability to produce better products 
or services, attract more customers, increase income from 
sales, create more positions, and make a larger profit for the 
next year. 

By being profitable, more people might be willing to invest 
in the company, which gives the company evon more capital and 
makes lt easier to borrow money, if needed. All of these things-
more reinvestment, more new investment, and more borrowing 
power—make lt easier for the company to grow and succeed. 

A profitable company helps other companies enjoy the 
same type of success. This happens because the profitable 
company is ahle to hire more people, buy more materials from 
other companies, and upgrade its equipment when necessary. 
Because lt is buying from other companies, those companies 
grow also. 

Sustainability 
In recent times, the word "sustainable" has been associated 
with two distinct meanings in business. The first, and perhaps 
original meaning, has to do with long-term viability or surviv-
ability of a business. The second, and now more common 
meaning, is about the management of lirnited natural resources. 

Sustainable Business Practices 

Because sustainable business practices have to do with the 
survivability of a business, ethical business practices should be 
considered. First, care of natural resources is important because 
if a business runs out of a resource that is essential in manufac-
turing its product, the business cannot survive. Second, care of 
employees and customers is necessary. Companies inust treat 
their employees ethically through the use of unbiased hiring 
and compensation practices, or they may find that no one will 
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be willing to work for them. Also, customers shouid never be in 
any danger by using a business's product. 

Companies also have an obligation to their investors and/ 
or owners, as weil as to government agencies and society. For-
profit companies have an obligation to their owners and inves-
tors to earn a profit. Of course, this profit should not be earned 
dt any cost but should be earned ethically and in consideration 
of natural resources, people, etc. Companies are also respon-
sible for representing thernselves accurately to government 
agencies, such as the Internal Revenue Service in the collection 
of fair taxes and the Environmental Protection Agency to avoid 
pollution as much as possible. 

Understanding Green Marketing 
We are green. This cornpany is socially responsible. That 
product is environmentally friendly. Our business efforts are 
sustainable. These concepts have become integral parts of orga-
nizational operations and marketing strategies. Sustainability, 
the most durrent and all-encompassing term, has been defined 
as an organization's effort to meet corporate objectives and con-
sumer needs in a way that demonstrates continuous improve-
ment toward minimizing negative impact 00 people and the 
natural environment. 

The term "green marketing" is a colloquial one that may 
have been coined by Jacquelyn Ottman, author of the book 
Green Marketing, in the early 1980s. The term describes a 
company's efforts to address what is more scientifically termed 
"sustainability and corporate social responsibility." The phrase 
has also been used to describe all manner of commitment (or 
lack thereof) to sustainability efforts. 

lt is true that consumers are fickle and social attitudes 
toward sustainability may take a back seat to concerns such as 
terrorism and the economy, but the practices that have already 
been integrated into industries at all levels cannot be easily 
changed if efforts to be more sustainable have been made in 
good faith. 
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Being Accountable to the Environment 
Thriving business produces waste and uses resources. Whether it's an 

oil company processing finite reserves of oil or a company that uses pack-
aging, businesses have considerable impact on the environment. 

The challenge is to reduce the impact on the environment while keep-
ing costs bw. Many businesses have resisted environmentally friendly 

practices because they believe it costs too much. But as Americans 

become more conscientious, many consumers expect companies to 

improve upon their environmentab record. For instance, product packaging 

produces waste.The challenge is to devebop bess wastefub, recyciable pack-

aging that is attractive and also less costly. 
Furthermore, businesses that use or seit large amounts of motor 

oil, cooking oil, tires, batteries, toner cartridges, and other products that 
contain hazardous materials must coiiect and properiy dispose of these 

products.The time it takes to organize the disposal, the method used, and 

the materials needed to do it are costs (expenses) these businesses must 

factor into their budgets. 

Other measures, such as reducing paper use and conserving 

electricity, save money. Any business should expbore cost-saving, 
environmentally friendly measures when planning its budget. 

Private Property and Contracts 
Among the reasons so many people come to the United States 
from other countries are ehe freedoms enjoyed by Americans, 
which include the right Co own property. 

During most of history, personal property, such as horses, 
jewelry, and ciothing, had been of minor importance in com-
parison Co land ownership. There was little regulation over ehe 
ownership, sale, transfer, and inheritance of personal property, 
although land ownership was greatly restricted by governments 
or ruling families. However, the Industrial Revolution changed 
this attitude. With the establishment of companies and revenue-
producing stocks, personal property became important. 
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Freedom vs. License 
The more success 

companies have, A U.S. citizen has the legal right to have, use, and 
dispose of assets (things of value, including property) 

themorethey in whatever legal waythe person chooses.This isa 
benefittheir basic freedom—along with freedom of religion, speech, 

communities 
and the press—granted by our Constitution.This makes 
our free enterprise system possible because each 

because thev are person is guaranteed the choice to spend, save, or 
able to create invest his or her earnings. 

more positions, 
However, the ability to exercise some aspects of 

freedom may require license to do so. For instance, 
pay betterwages, you have the freedom to pursue various occupations, 
and produce but you may need a license—permission—from your 

more products 
state to work as, for example, a teacher, electrician, 
barber, security guard, accountant, or paramedic. The 

for people to buy "freedom" you want to exercise may require permis- 
and use. All these sion from your employer or religious organization, 

things create a 
maybe even your school. 

higher standard Until recently, and even today in sorne countries, the average 

of living, person was limited by law or custorn to the amounts and kinds 
of property he or she could own, buy, inherit, seil, er give away. 
In some countries, some people also were and are lirnited to the 
kinds of work he er she couid perform. To escape these and other 
restrictions (such as religious persecution), millions of people 
have corne to the United States. Early immigrants cleared land 
for farming, started businesses, and began enjoying freedoms and 
lwwries they had not been able to enjoy before. 

The right to private property Jet loose a great productive 
power in the United States. Workers are not restricted to bw 
positions, but can advance in their careers and econornic 
positions. Workers are respected, and they are encouraged to 
invest their savings and to become more involved in choosing 
government officials. 
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Countries that practice different political philosophies 
from what is practiced in the United States have differ-
ent views regarding personal property. For instance, 
the Communist doctrine calls for public ownership of 
property and for the state (the government) to own 
the means of iridustrial production, which includes 
wealth-generating personal property. But most 
Communist societies have some private property just 
as some capitalist governments own property publicly. 

These opportunities allow most Americans to enjoy a 
higher standard of living than people in many other countries 
can. Americans enjoy modern homes, cars, utilities, good food, 
safe environments in the workplace, clean water, a good high-
way system, and public transportation. Many have savings 
accounts, investments, and health and life insurance benefits. 

A person who has the right Co own private property also has 
ehe right Co enter into contracts. A contnict is a formal or legaily 
binding agreement or promise to do, or not do, something in 
retum tor another person's doing, or not doing, something. For 
example, a contract can be signed for the sale of something. One 
person agrees with a second person to pay a certain amount for 
a product ehe second person has. The second person agrees Co 
relinquish ownership and deliver the product upon payment. 
Parties cannot enter into a contract for illegal activities. Such a 
contract is void. 

Another type of contract is a lease or rental agreement. A 
renter, tenant, or lessee signs a contract to agree to pay a certain 
amount of money each month in return for being allowed to use 
land, facilities, or equipment owned by someone else (owner). 
If the business leasing or renting doesn't pay, or if the owner 
prevents ehe use of the property, the injured party can go Co court 
and force the other Co live up Co the terms of the contract. 
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Many business contracts are formal and complicated. Other 
contracts are informal and hardly noticeable. For example, if you 
received merchandise from a store and fall to pay, the merchant 
can force you to either pay er return ehe merchandlise in good 
condition. Every business transaction, from one as simple as 
buying a snack to one as complex as a company issuing stock, is 
a contract of some type. Contracts are based on trust. Each party 
trusts the other to do what he er she has promised. 

Financial Statements 

What Are Financial Statements? 
Financial statements for businesses usually include income 
statements, balance sheets, statements of retained earnings, and 
statements of cash flows. lt is standard practice for businesses 
to present financial statements that adhere Co generally accepted 
accounting principles (GAAP) to maintain continuity of infor-
mation and presentation across international borders. Financial 
statements are often audited by government agencies, accoun-
tants, firms, and other entities to ensure accuracy and for tax, 
financing, er investing purposes. The three main financial 
statements are the balance sheet, income statement, and cash 
flow statement. 

Balance Sheet 
The balance sheet provides an overview of assets, liabilities, and 
shareholders' equity as a snapshot in time. The date at the top of 
ehe balance sheet tells you when the snapshot was taken, which 
is generaily the end of the fiscal year. The balance sheet equa-
tion is assets equal liabilities plus shareholders' equity, because 
assets are paid for with either liabilities, such as debt, er share-
holders' equity, such as retained earnings and additional paidin 
capital. Assets are listed on the balance sheet in order of liquid-
ity. Liabilities are listed in the order in which they will be paid. 
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Short-term or current liabilities are expected to be paid within the 
year, while long-term or noncurrent liabilities are debts expected 
to be paid after one year. 

Ba l ance Sheet 
Assets $ 140 , 000 

Cash $ 	7, 000 

Accounts Recevabe $ 	12 , 000 

Inventory $ 	19 , 000 

Ernptttiy nnqipnienriQQG 

LiabGties 

Accounts Payabe $ 	9,250 
[)eht $ 	48,000 

TDtal Liab0ities $ 	57,250 

Sharehoders' Equity 

Equ4y Capt& $ 	100,000 

Shareholders' Ect  192 	50 
Total Liabilities and 

~;hi ~-eholders'EqLii 	, ty S_  259,900 

ncome Statement 
Unlike the balance sheet, the income statement covers a range 
of turne, which is a year for annual financial staternents and a 
quarter for quarterly financial staternents. The incorne statement 
provides an overview of revenues, expenses, net incorne, and 
earnings. lt usually provides two to three years or quarters of 
data for comparison. 

ncorne Statement 
Revenue 	 $ 225,000 

Cost of Goods Sold (COGS) S 76,000 

Gross Profit 8 149,000 

8 xpe nses 

Salaries and Benefits S 23,000 

Rent and Overhead $ 10,000 

Depreciation and $ 14,000 

Amortization 
Interest $ 3,250 

Total Expenses $ 50,250 

Earnings BetoreTax $ 98,750 

Taxes $ 1,500 

Net Earnings $ 97,250 
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Cash FIow Statement 

The cash flow statement merges the balance sheet and the 
income statement. Due to accounting conventions, net income 
can fall out of alignment with cash flow. The cash flow statement 
reconciles the income statement with the balance sheet in three 
major business activities: operating, investing, and financing. 
Operating activities include cash fiows made from regular busi-
ness operations. Investing activities include cash fiows due to the 
buying and selling of assets such as real estate and ecluipment. 
Financing activities include cash flows from debt and equity. This 
is where analysts can also find the amount of dividends paid 
and/or the dollar value of shares the company has repurchased. 

Cash FIow Statement 
Operating Cash flow 

Cash Receipts From Sales 	 $ 140,000 

Cash Paid for Expenses 	 $ 30,000 

Cash From Operations 	 $ 110,000 

Investing Cash FIow 

Sale of Property and Equipment 	$ 40,000 

Purchase of Property and Equipment $ 32,500 

Cash From Investing 	 $ 7,500 

Financing Cash Row 
Borrowing Cash From Bank 	 $ 30,000 

Payment on Loans 	 $ 70,000 

Cash From Financing 	 $ (40,000) 

Net Increase in Cash 	 $ 77,500 
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Business Ethics 
l:ivesedia defina 	bue 	ethc as 	he suiv of appro 

anc pra:rces regardng potentaiv 
sbe:ts ndng crjx'rate go:ernat::e. nsier of the SCOUt Law 

:radng. hriherv, 	scr: 	rrcra:e soda A SUt is 
and kiLc:3v 	pites 

Ehcs ck noz appv 	lv to these hiUh-Ievel areas, however OUIy 	he 

most basc, ehics are srpIv a sei of mosal trtncipes hat Scout Law, as 
gudes cnes hehavor. On an nhviduai ieve. these 	cples 
oud nude hanestv. ntetv. and :eaoect fos 3thers. For evesythg eise 1 

zorora:on. these prinipes couli bcluae corpora:e cipliane. Scouting, heps 
envronmental n:otecr:m, and the 	lt treats lts emu!ovees. 
Business eth;cs apI; te e rone. whetner tnev von< le: you ta become 

therseves er a huge gbbal companv a responsib e 
La;vs govem maitv asers o 	nlng a htsiness. hut - oesonEver 

business enucs are n:t rest abeur t,amvmg tie !a\\. Ethical 
emplovees and h alnesses seek to ehmlna:e c 	iflizts of irnerest bsinessperson 
and :mw dc whar 	righ:. 

lt :s mn aiwavs easv te dc ihe righ: thing. hut ollcwmg the 
Sc:u: Oath arid S:aui Lvvl! serve vnu stworttrt. 

thrn. 	riendy 

ana courteous. 
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Nowadavs 

 

Am--  - 	iiri rnre buine wah aedit 	and 
dehh cards and wn:J es cah. 

Using credi tc ::ne purchases and makr.g nrnmtt pavments 
an excelent wav te estahksh gxd credit razing. Haviag a 

cred rating is impanant becaue lt hews tta ropie can tra: 
In financia maners Checks eredir cards. dehit cards. ic'aa, 

and man-a-,-es ans the mcstcommon k'rms of creik 
her van open a checking account at abank and depcsit 

monev in it, von receive a bock of checks \Vhen von 'av for 
rnediing hvcheck. von si the check and incinde the proper 

dokar amonnt akmg with die name of the person or s:ness 
von ans paving. \Vhen that person or b 	ess deposirs die 
check at a b7.-.k. that bank Is ailoive. 	sfer die amorn 
rnonev 

 
.hat iswritren an die check ::n vc dank acconn 

die nersons or business's account. 
A checkis a form of cash becsue nspresems an a:n 

of monev vou actualiv nos.sess. But lt :s saler dran cssh because 
oniv die person or business ic whom von rvrke die check cmi 
cash lt and collect die nionev. When von writea check, most 
husineases wdl want to see some idenrificanon to rnake sure die 
check belangs to yen. Also. von must haie enough monev in 
veur bank accourn so cover die amount wrinen en die check, if 
not. the bank will charge vou a fee cailed an overdraft chargei. 
and will return die check so die cerson er business. who might 

Ergevcct a returnedcheck fee. 
Ii von dont have eoough monev veur account so cever 

die amount of tue check. von have wrdren a bad Check. Some 
checking accounis oder overdraft pnrteztion. so zItat ii von dont 
have ihe tr nevzoccver die che'zk. die bank auteniazicai!v leans 

die amonnt needed to nov die cem" rr siness. Banks 
iirge itnerest 1cr thar service. nut 	: 	paul bock in 

melv znaztner. lt won't cnn as rnuch 	::: so lot ;vridng 
a naa cneck 
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lntentionally writing a bad check and failing to make 
good on it is considered theft. If the person or business 
that received the bad check files charges, you Will have 
to pay the amount of the check plus additional fees. 
Failure to pay can result in arrest. 

A charge account with a store or other business lets you 
pay at a later date tor merchandise or services purchased now. 
Using a credit card from a store or business shows that you 
have a charge account there. Other credit cards issued by banks 
and credit card companies can be used in any store that accepts 
them. Often, they are accepted worldwide. 

Credit cards are swiped through a machine or, lt they are 
chip-enabled, inserted into a chip reader, which notifies the bank 
or credit card company of your purchases. Normally, you have a 
credit line, which means you are allowed to charge up to a certain 
amount. If you go over that limit, your purchases might be denied 
by the store or the bank or credit card company. On a monthly 
basis, you will receive a bill tor the total amount of charges 
you made. 

Debit cards are a cross between checks and credit cards. 
Like checks, debit cards draw on money you actually have in 
your checking account. As such, you have to keep good records 
on your spending. However, as cards, they can be used almost 
anywhere that accepts credit cards, including foreign countries, 
and they are convenient for use at ATM and tor making 
online purchases. 

If you pay off only part of your credit card balance, you 
will be charged interest on the part you didn't pay, and 

it will be added to your next monthly payment. 

An instailment purchase is a type of credit used usually when 
buying an expensive item such as a car, washer and dryer, or 
television. You sign an installment purchase agreement with the 
business, promising Co pay a certain amount of money each month 
or week until ehe bill is paid in full. The seiler adds a service or 
interest charge to the price of ehe item Co aliow for this extended 
payment privilege. Sornetimes je is cheaper to get a loan through a 
bank that charges a lower interest rate; you can pay off the seiler 
all at once and make your monthly payments Co the bank. 
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On some large purchases, 
you might have to offer collateral 
to the seiler. This means that, to 
complete the deal, you sign over 
to the seiler or lender the owner-
ship of property or goods that 

1 	 you own. This protects the seiler 

' 	 \ 	er lender in case you fall 
- 	 - 	 to repay the loan. If Yen don't 

tothe lender. Ifyou dorepaythe 

4 . 	

loan, you retain ownership of 
your collateral. 

~bim IM A mortgage is a type of col-
lateral loan. If you are unable to 
pay the full price for a heuse, a 
bank or mortgage company might 
lend you all er part of the rnoney 
in return for your signing a mort- 
gage contract. This contract gives 

the bank er mortgage company ownership of the house until 
yeu have repaid the ioan according to the terms of the contract. 
The bank er mortgage company will charge yen interest on the 
amount of the loan during the life of the contract. 

The federal governrnent also makes available Ioans to 
students for scheel and to individuals buying homes. The 
gevernment has strict laws about who can eifer leans and 
the terrns under which they can lend. These laws pretect both 
the lenciers and borrowers. 

Banks rely on lending, er offering credit, to earn prefits. 
Banks previde checking and savings accounts and, besides 
leaning money to individuals, lean rnoney to businesses to pay 
fer large purchases. Lending money to businesses heips thern 
grow and benefits the entire cernmunity. 

Money deposited in national banks is insured by the 
Federal Deposit Insurance Corporation (FDIC), a 
government agency created under the Banking Act of 
1933 to insure deposits in case a bank fails.The cover-
age limit for most deposit accounts is $250,000. 

54 	AMERICAN BUSINESS 



The money that banks lend is the money being held for 
their depositors. When you deposit money in a checking or 
savings account, the bank guarantees that you can have lt back 
when you want it. But while it is at the bank, the bank will lend 
the money to other people or businesses and collect interest from 
them. This interest is one way the bank produces income so 
that it can pay its expenses and pay you interest on your savings 
account. The bank's profits will go 10 its shareholders. 

The United States has a central bank called the Federal 
Reserve System. Established by the Federal Reserve Act of 1913, 
the Federal Reserve helps keep the country's financial system 
stable. Without regulation, our economy would grow unevenly 
and experience wide and frequent swings between economic 
depression and prosperity. 

The Federal Reserve Board is best known for its influence 
on interest rates. lt can loosen money supplies by lowering 
interest rates, thus rnaking loans more appealing, or it can 
tighten the money supply by raising interest rates. Thus, it 
1anages the amount of money available at any one time in 

the tinited States financial system. The Federal Reserve can 
influence money supplies in other ways, too, such as buying 
U.S. government securities (stock) or changing the percentage 
of deposits that must be maintained on reserve at the Federal 
Reserve banks. 

You can see that the government can play a big role in 
1mw a bank might conduct business and how much it might 
charge for loans. While banks have long offered other services, 
such as safe deposit vaults where valuables, such as documents 
and jewels, can be stored safely and privately, they also have 
expanded services to include individual retirement accounts 
and stock investments. 
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ITS irni 	II 
Before monev became the medium of exchange, people 
exchanged goods and services for other goods and services. 
This type of transaction is called the barter system. Although 
this system is still used in some countries and in some 
instances in the United States, most people receive money 
for the goods and services thev provide. Coods and services 
am priced according to the standard ci value thae money 
represents, such as ehe dollar in the United States. 

When prices continually increase for various reasons, the 
value, or purchasing powerr, of money is reduced. This is called 
inflation. For example, in ehe 1970s, a new car migbe have sold 
tor $5,000. Todav, a riew car might sei! for $20,000 or much 
more. That means the dollar is not worth as much as lt was in 
1970. For example, if a produce doubles in price, then ehe value 
of ehe dollar has been reduced in half. 

There am several causes of intlation. One is called demand-
pull. That's when total demand exceeds existing supplies, and peo 
ple am wilhing to pay more for the limited amount of goods. That's 
why a popular electronic game system costs more when first 
introduced es the public, and the price drops after a while. Fozting 
price increases also causes increases in operating and financing 
costs and ehe cost ci materials. DemandpuIl ::ation increases 
wages, too, because workers warze es maintal: :ieir buying power. 

Another expianation is called costpus: :een businesses 
raise prices Co cover total expenses and Co preserve profit mar-
gins. Again, workers will want marc money Co heip maintain 
their purchasing power. II these factsrs continue, die wage-price 
spiral continues. Deflation occurs when these spiral effects am 
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revessed. Another type of co 	i:tainm OCLUIS wen a 
single business or a few bu:e*: c ttrol a particular product 
er industrv. Prices ran incr: as a reuIt of the policies and 
decisions of these groups. When a single business controls a 
product or industry, II is called a rnonopolv. U.S. antitrust laws 
help prevent monopolies from forming. 

Comparison Shopping in 1992 and 2019 
This chart shows what some common items and necessities cost in 
1992 and their cost in 2019 

vorn 	 Costin 1992 Costin 2019 

J 	Bacon, 1 tb. 	 $187 	$5.29 

(2  Gaso)ine, 1 gaflon 	$1.20 	$150 
regular unleaded 

(9 White bread, 1 lb. loaf 	74 cents 	$109 

Grcund chucr, 1 fb. 	 $1.91 	$4.69 

we ceberg tettuce, 1 head 	66 cerits 	$1.29 

58 	AMERICAN SUS1NESS 



ocdurs 	cc:;aers 
ect prices to increase. As a result, a high demand 	goods 

d services will continue because people believe 	purchasing A cartehs a 
:wer  is heiter in the present than lt will ha in ths 	:re. type cl monopoty 
id workers will demand higher wages so the 	: oset the 

expected increase in prices. When the rate cl inftan treases OflZd by 

each year by,  10 percent or more, it can darnage a countrv's groupsthat seil 
economy. Prices rise laster than wages, ehe standard of living 
rnight drop, people might quit buving as much, and a recession the 	°° tVPt 

ordepressiin n'.:: c:: 01 product. 

The goal is Co 

The inflation rate is measured by a device called an 
index, which compares present prices against past 
prices.Three well-known ones are the Consumer Price 

G e k cl or 

Index, which measures monthly changes in the prices thtproduct 

of commonly used goods and services; the Standard by fixing prires 
and Poor's 500 Index®,  which keeps tabs on top U.S. 
corporations; and the Producer Price Index, which 

& 1 hmmng 

measures the average change over time in selling conipetition by 

prices by domestic producers of goods and services smallerfirms. 
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U.S. Department 
of Labor 

The Department of Labor (DOL) was established by President 
William Taft so March 4, 1913, The DOL 15 a fecieral agency-
whose mission is to foster, promote, and develop the welfare of 
the wage earriers, Job seekers, and retirees of the United States: 
improve working conditions; advance opportunities tor profit-
able emplovment; and assure work-reiated henefits and rights," 
according to 115 website. With the changing work environment, 
including the use of technology, the agency must create labor 
laws 15 create a safer and fair workplace for both the emplovee 
and the employer. Although the agencv has enforced thousands of 
regulations, the following are among the most notable. 

Fair Labor Standards Act (FLSA) 
The Fair Labor Standards Art (FLSA) prescrihes standards tor 
wages and overtime pav, which affect most private and public 
emplovment. The art is adrninistered hv the Wage and Hour 
Division, lt requires emplovers to pav covered ernplovees who 
are not otherwise exempt at least the federal minimum wage and 
overtime pay, of 1½ limes the regular rate of pa For nonagricul-
tural operations, lt restricts the hours that children under age 16 
can work and forbids the employment of children under age 18 in 
certain jobs deemed too dangerous. For agricultural operations, it 
prohibits the emplovment of chiidren under age 16 during school 
hours and in certain lobs deemed los dangerous. 

OccupTonaI Safety and HealthAct (OSHAct) 
The Occupat:na Safetv and Health (OSH) Act is adrninistered 
by the Occupanonai Safetv and Health Administration (OSHA). 
Safety and health conditions in most private industries are regulat-
ed by,  OSHA or OSHA-approved state programs, which also cover 
public sector emplovers. Employers covered by the OSH Act must 
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comply with ehe regu aüons and ehe safety and healtle standards 
put [orth by,  OSHA. Employers also have a general duty under the 
OSH Art Co provide their employees wiCh work and a workplace 
free from recognized, serious hazards. OSHA enforces ehe art 
through workolare inspertions and znvestig.wion Cnmplianr'e  

nce - o 2r cc - rative programs 	a o avaik'le. 

Family and Medical Leave Art (FMLA) 
iministered by the Wage and Hour Division, the Familv and 

diral Leave Act (FMLA) requires employers with 50 or more 
e iplovees Co give up Co 12 weeks of unpaid, job-proterted leave 
Co eligible employees for the birth or adoption of a child or for 

serious illness of ehe emplovee or a spouse, child, er parent. 

Employee Retirement Income Secwity Art (ERISA) 
e ii:npiovee Retirement Income Security Act (ERISA) rege- 

emplovers that eifer pension er welfare benefit plans 
for their employees. Tide 1 of ERISA is admiiustered hy the 
r iployee Benefits Serurity Administration and imposes a wide 

ge of requiremenes on these responsible for pension and 
elfare benefit plans and on others havtng dealings wtth these 
eis. The 	rovisions preernpt many similar state laws, linder 
le IV. ceii 	 and plan administrators muse fund 
insurance - 	Co protert rertain kinds of retirement ben- 

ts, wiCh prei ins paid ei the federal goveramene's Pension 
..enefit Guaranty Corporaeion, 
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Ttroughout history, people have tried 10 protect themselves 
against trouble, famine, and disease by offering gifts to gods 
‚id einer spirits. In modern limes, there are more proven ways 
10 avoid trouble. People ran now buv insurance 10 help reduce 
finanrial losses from fire, theft, injury, some of the risks fared 
in evervday life, and death. 

People buy insuranre rontracts—policies—frorn a variety 
of sources. In industrialized rountries, most ever one has some 
type of insurance. Some laws require rar owners 10 buy' insurance 
before driving on public roads. Lenders, such as banks, require 
arivone seeking a loan for the purchase of a car or home Co also 
purrhase insurance for the property. 

Business partners often take out tife insurance on eoch 
other to make sure their business will succeed if one 
partner should die. 

Although insuranre rannot prevent acridents and calamities 
from happening, lt ran help reduce each person's risk of 
finanrial loss. lt does this bv appiving the law of pmbabiity- 
a mathematiral certainty that a definite number of people will 
suffer a certain kind of loss within a given time frame. 

F'or example, sav there are 1,000 homes in a neighborhood, 
each worth $120,000, Historv mighl show that an average of orte 
house per 1,000 has been destroyed bv fire nach yean making lt 
probable that orte house will again bum each year in ehe future. 
No one knows which house, and none of die horneowners ran 
afford 10 keep $120,000 cm hand just in case lt rnight be needed 
10 rebuild the housn Instead, earh of tlre 1,000 homeowners 
puls a certain amount of monev into a fire insuranre fund, lf one 
Muse burns, that fund is used to help rebuild the house. That 
was'; everyone is protected from a financial loss due to 0w, with 
the rost to each homeowuer bein8 relativel small. 
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Many companies will buy insurance on the lives 
of important employeesThey do this because 
the unexpected death of a company officer could 
force the company to change important plans for 
its futum 

trar z-es fu::! 	the same wav. Thev 
coieci fees, orprerruwns, front peopte iu might share the same 
type of risk, and then they pav out agreed-upon amounts Co those 
vho suffer that kind of loss. Premiurns are determined with 

the heip of experts called actuLzries. Actuaries appiv theories of 
probabilitv and assemble statistics about past losses to caiculate 
what future losses might be. On ehe basis of these statistics, 
rates for various types of insurance are determined along with 
the amount of money the insurance company needs Co have in 
reserve ca settle expected claims. 

Fire insurance actuaries are caiculated on factors such as the 
numher of recent fires in a communitv; ehe dollar loss from each 
fire the age of ehe thsured b!iding: the huiIdings material, such 
as wood or bric s ............................:se a fire 

.. 	:• 

[it;ortnist**i 
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The cost of premiums for insurance against theft are based 
on the value of the insurcd article or articies, its attractiveness 
to thieves, and whether something is kept in a bank vault or at 
home. Most individuals and businesses carrv insurance against 
the risk of financial losses from fire and theft. 

Ufe insurance pays a sum of money to a person's bene[iciary 
or 1-„i'7u'ficiaries (those who ha\'e been narned to receive pa'ment) 
after the person dies. Beneficiaries usually are memhers of the 
insured person's family. The premiums for life insurance again are 
deterrnined by probahility. Actuaries determine the life expectancy 
of a person. Because a younger person is expected to live longer 
than an older one and will he ahle to pay more premiums, the 
premiums for a younger person will be cheaper. 

Liability insurance protects a person or company against 
claims by someone who is inured on the person's or 
company's property, or injured as a result of rnalpractice. 
Doctors, psvchologists, and other health professionals 
purchase liobility insurance. 

Automobile insurance can cover many risks, such as 
damage from collision, fire, and theft, and accident liability. 
Most auto pohcies nciude ile:luctibles. For exclmpie, if a policy 
has a $200 deductible, the car owner would pay die first $200 
to have anything repaired from an accident, theft, or fire. The 
insurance company would pay the rest of the expense. Ilaving a 
deductible will lower the premium. The higher the deductible, 
the lower the premium will be, bot the more the person will 
pay in times of loss. 

Premiums for medical and hospital expenses are determined 
by the cost of the care that the policvholder and his or her family 
members—dependents—are like!; to need. Most policies cover 
only Certain medical and hospital expenses and limit the Iength 
of time during which such charges will be paid. A big change in 
the health-care iridustry began in the 1980s, when many people 
switched from fee-for-service plans to managed cczre services. 
Many empioyers hegan offering their empioyees rnanaged care 
plans because these plans emphasized preventive care and were 
generally less expensive. There are a variety of managed care plans 
available that offer both flexibility and savings for the employee 
and employer. 
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Most employers also are required by law to carry insurance 
to protect their employees against certairi losses from on-the-lob 

Many employers accidents, lilness, or unemploymen:. This aceident and health 

pay all or most insurancc i 	cllcd vorkers conipensition and often is handtcci 
by the ste 	ennnent rather titan an insurance companv. 

of the insurance lnjured workers are entitied to receive benefits until they recover. 
premium tor their if thcv suffer permanent disability anLi are unable to work, or 

are kiiicd while woridng, they or their depeiidents receive 
empioyees. This lifelong benefits. 
is considered an 

employee benefit. Unempioyment insurance pays a fixed amount of 

money each week for a limited time to people who 
were dismissed through no fault of their own. People 

receiving such benefits are required to seek other 
employment whiie drawirig payments. 

Many insurance companies seil several types of annutties, 
which are like savings accounts. The insured person pavs 
premiums or provides a lump sum to an annulty. In return, 
the insuratice cornpany pays the person a ftxed annuity 
(income tor a certain numher of ycaus, deperiding on the 
type of annuity the person has. Many people purchase 
annuities as a way to save tor retirement. Businesses also 
purchase annuities to pay pensions to retired employees. 

Social Security is a type of annuity program adminis-
tered by the federal government. Employees and 
employers pay equal contributions to the government, 

based on an employee's rate of pay.The government 
issues a Social Security number to each person to 

track earnings and tax payments. One can begin draw-

ing Sodal Security at age 62 but needs to be at least 
66 years oid to collect the full retirement benefit.The 
amount is based on the person's rate of pay and how 

long the person worked. A person also can collect 
benefits before retirement age if the person becomes 
disabled and can no longer work. Social Security cov -
ers most workers in the United States, as weil as their 
spouses, widows or widowers, and dependent children. 
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h :rore :ei -Urne, go -en'ent-provid& 	 -- 
ance—c 	:•..- the ederIv .:. s. 	ed:c 	fo: :I.: - :. 
been 	ani under the direciion of the U.S. Depanment 
of Heahl: :: 	::an Services 

element of American business Besides 
cakuIating probable losss, collectirv.. ::::::: ims 	rg 
caims, nsu:::.:e comp:.:s 	to earn dvid::: 

rest. wh.::. nrenin rates. Thev is - 	av 
nex hov .....a.:.::: •.: 	 tiocal and environmenta 	2iects. 
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American Business Resources 
Scouting Uterature 
• :::n 	C 	:n.sidp in rhe 
Vnio::. c enshtp in tte itrid. 
C?7t!co.:ion. i)igita! ii'chnoloIn 
Eepronerhi. Lzu. Porsonal 
h1Jtn. and Szesrard 

nlerit b::nt Dar: :;:Iets 

With your parents permission, visft 
the Boy Scouts ofAmericas official 

retail website, www.scoutshop.org, 

tor a complete listing of all merit 
badge pamphlets and other heipful 
Scouting materials and supplies. 

Books 

Arneric:r: 3ar Asso::::on ScafL 17e 
4nan Br . 	 ia.tion Loo 
Cuide tof S:no7 L*zsmess, 2r.. 
edition. Ran:.: :n House 
Refes:: :e. 2010. 

Bossid. i.arrv, and Ram Charan. 
Ecurior: TDisiieo 
T-in  gs  
Random : :.: Busins 
Books. 

Covev, Scan. Tie Hibirs o H::; 
E'cti'e 1~e: Touchstone, 20 1 4. 

cons 
Enzreneurs. MacMillan 
Reference Books, 199S. 

Hardemann. Susie Vaccaro. Stock 
Mw*er kn uedge 4 
Ten Speed Press. 

Lichtenstein. Nelson, State oft. 

expanded edition, Pdnceton 
Universitv Press. alS. 

McCort::::k,. 

 

Anita :. ... :ise. 77h !ndrsrria 
in .4rner in His 

Vm 

Na:.c;i. 	 of investors 
Corporation. itnfng in 

.: ...... :ion. South-\Vestern 
:cauonai Pi0lishing. 200'. 

Noran. Jan. l:: '-k Gste Erer 
Teils rs .42:::: *.:rin. 	ur 	Ot: 
Bnsiness ::td edition. 
Business. JA4, 

Peters. 	:mas J.. and Robert H. 
an Jr,Jn SearchExcdllenc 

Lessons Fnnn At.ncas 
Conwan ies. HarperBusiness. 2004. 

Server, Andv, ed.Ämerican En:enrsse: 
.4 Hisrors of Business in .4nerica 
J::::hsoniar. 2:oks. 2015. 

Thiel, F::::. an: Jake Mas:t». Zero 
rone:Gxes er 

Frro own 
Business, 2014. 
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-\ \tEßJCA\ 	 REsoutcts 

Organ izations anti Websites 

Betterinvesting 
RO. box 220 
Rova. Cok .NJ 48068 
Toll-Tree teiephone: $772756242 
Website: 'vvwbeeterinvesting.org 

Councit of Satter Business Bureaus 
3033 Wilson B1vd, Suite 600 
Arlington, VA 22201 
Website: www.bbb.org/council/aboutf  
council-of-beeter-businessbureaus/ 

Tnvestopedia 
Website: www.inves:op±accm 

JuniorAchievement My Way 
(Student Resources) 
'\ ebsite: wwwjarnv'xav. 

National Endowment for Financial 
Education 
131 17th St., Suite 1200 
Denver, .O 80202 
Ttiephone: 303741-6333 

: Dsite. ww w.nefe.org  

U.S. Department of Labor 
2C Constitution Ave. NW 
1.T hington DC, 20210 

T:II4ree telephone: 866-487-2365 

..osite: www.doLgov 
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