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the Internet for entertainment purposes, or visiting Facebook. 
Some companies choose to take a flexible approach to address-
ing this issue. For example, many have instituted policies that 
allow for some personal computer use as long as the use does 
not detract significantly from the workday.

No matter what approach a business chooses to take, it must 
have policies in place to prevent company resource abuse. 
Because misuse of company resources is such a widespread 
problem, many companies, like Coca-Cola, have imple-
mented official policies delineating acceptable use of company 
resources. Coca-Cola’s policy states that company assets should 
not be used for personal gain or outside business or for anything 
illegal or unethical.20 This kind of policy is in line with that of 
many companies, particularly large ones that can easily lose mil-
lions of dollars and thousands of hours of productivity to these 
activities.

Conflict of Interest. A conflict of interest, one of the most 
common ethical issues identified by employees, exists when an 
individual must choose whether to advance the individual’s own 
personal interests or those of others. For example, a manager in 
a corporation is supposed to ensure that the company is profit-
able so that its stockholder-owners receive a return on their 
investment. In other words, the manager has a responsibility to 
investors. If she instead makes decisions that give her more power 
or money but do not help the company, then she has a conflict 
of interest—she is acting to benefit herself at the expense of her 
company and is not fulfilling her responsibilities as an employee. 
To avoid conflicts of interest, employees must be able to sepa-
rate their personal financial interests from their business dealings. 
Adam Neumann, one of the founders of WeWork, is an example 
of an executive who engaged in self-serving behavior when he was 
the CEO. Neumann leased buildings to WeWork that he had a 
personal investment in. This was a conflict of interest because 

including one who received a $90 million exit package after 
being accused of sexual misconduct. Employee protestors called 
for Google to improve transparency for sexual misconduct cases 
and demanded equal pay and opportunity for employees.17 
Although sexual harassment has legal recourse, bullying has 
little legal recourse at this time. Bullying is a widespread prob-
lem in the United States and can cause psychological damage 
that can result in health-endangering consequences to the target. 
Surveys reveal that bullying in the workplace is on the rise.18 As 
Table 2.3 indicates, bullying can use a mix of verbal, nonverbal, 
and manipulative threatening expressions to damage workplace 
productivity. One may wonder why workers tolerate such activi-
ties. The problem is that bullies often outrank their victims.

Misuse of Company Resources. Misuse of company 
resources has been identified by the Ethics Resource Center 
as a leading issue in observed misconduct in organizations. 
Issues might include spending an excessive amount of time 
on personal e-mails, submitting personal expenses on com-
pany expense reports, or using the company copier for per-
sonal use. Six Howard University employees were fired after 
they allegedly stole nearly $1 million via grants and tuition 
remission from the financial aid department.19 While serious 
resource abuse can result in firing, some abuse can have legal 
repercussions.

Employee internal theft or the misuse of the employer’s assets 
is a major loss of resources for many firms, especially retailers. 
For example, employees may hide company items in a hand-
bag, backpack, or briefcase. Customers may be overcharged 
while the employees keep the extra money. Employees may ship 
personal items using a firm’s account number. Contract mainte-
nance personnel may steal materials or office equipment. Food 
service employees may provide free drinks or food to friends 
or even customers hoping for an extra tip. Estheticians or hair 
stylists may pocket money when clients pay with cash. There are 
many other ways to steal from the company. Firms need a good 
monitoring system and employee training to prevent the theft of 
resources.

The most common way that employees abuse resources is by 
using company computers for personal use. Typical examples 
of using a computer for personal use include shopping on the 
Internet, downloading music, doing personal banking, surfing 

  1. Spreading rumors to damage others
  2. Blocking others’ communication in the workplace
  3. Flaunting status or authority to take advantage of others
  4. Discrediting others’ ideas and opinions
  5. Using e-mail to demean others
  6. Failing to communicate or return communication
  7. Insults, yelling, and shouting
	 8.	Using	terminology	to	discriminate	by	gender,	race,	or	age
  9. Using eye or body language to hurt others or their reputation
 10. Taking credit for others’ work or ideas

T A B L E  2 . 3   Actions Associated with Bullies

Upset by alleged financial aid embezzlement by Howard University 
employees, students occupied the administration building to protest the 
misuse of university resources.
Astrid Riecken For The Washington Post/Getty Images
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former automotive parts company, pleaded guilty to fraud and 
providing false data and agreed to pay $1 billion in a settlement to 
victims and car manufacturers for exploding airbags.28

Another important aspect of communications that may raise 
ethical concerns relates to product labeling. This becomes an even 
greater concern with potentially harmful products like cigarettes. 
The FDA warned three cigarette manufacturers against using 
“additive-free” or “natural” on their labeling out of concern that 
consumers would associate these terms as meaning that their 
products were healthier.29 In the advertisement, American Spirit 
labels its cigarettes as “natural” but includes a warning that its 
product is not safer than other cigarettes. However, labeling of 
other products raises ethical questions when it threatens basic 
rights, such as freedom of speech and expression. This is the 
heart of the controversy surrounding the movement to require 
warning labels on movies and videogames, rating their content, 
language, and appropriate audience age. Although people in 
the entertainment industry claim that such labeling violates 
their First Amendment right to freedom of expression, other 
consumers—particularly parents—believe that labeling is needed 
to protect children from harmful influences. Internet regulation, 
particularly regulation designed to protect children and the 
elderly, is on the forefront in consumer protection legislation. 
Because of the debate surrounding the acceptability of these 
business activities, they remain major ethical issues.

Business Relationships. The behavior of businesspersons 
toward customers, suppliers, and others in their workplace may 
also generate ethical concerns. Ethical behavior within a busi-
ness involves keeping company secrets, meeting obligations and 
responsibilities, and avoiding undue pressure that may force 
others to act unethically. Managers in particular, because of the 
authority of their position, have the opportunity to influence 
employees’ actions.

It is the responsibility of managers to create a work environ-
ment that helps the organization achieve its objectives and ful-
fill its responsibilities. However, the methods that managers 
use to enforce these responsibilities should not compromise 
employee rights. Organizational pressures may encourage a 
person to engage in activities that he or she might otherwise 
view as unethical, such as invading others’ privacy or stealing 
a competitor’s secrets. The firm may provide only vague or lax 
supervision on ethical issues, creating the opportunity for mis-
conduct. Managers who offer no ethical direction to employees 
create many opportunities for manipulation, dishonesty, and 
conflicts of interest. This happened to Wells Fargo in creating 
3.5 million fake accounts that hurt customers’ credit ratings as 
well as other misconduct that damaged customers. The Federal 
Reserve restricted the bank’s ability to grow until they could 
provide more oversight and reduce risks.30

Plagiarism—taking someone else’s work and presenting it 
as your own without mentioning the source—is another ethi-
cal issue. As a student, you may be familiar with plagiarism 
in school—for example, copying someone else’s term paper 

was coming next and then beat 
on a trash can to alert the team’s 
player at bat.26 In another exam-
ple, Philip Esformes bribed the 
University of Pennsylvania’s bas-

ketball coach to help his son get admitted to the university. This 
college admissions scandal was part of a large cheating scheme, 
dubbed Operation Varsity Blues, by more than 50 people across 
the United States who paid money to William Rick Singer, the 
organizer. Parents included celebrities Felicity Huffman and 
Lori Loughlin. Loughlin and husband Mossimo Giannulli plead 
guilty and received short-term prison sentences. Singer used 
money to fraudulently inflate college entrance exam scores 
and bribe college officials. Participants attempted to cheat the 
admissions system, giving their children an unfair advantage 
over other applicants.27

Communications. Communications is another area in which 
ethical concerns may arise. False and misleading advertising, as 
well as deceptive personal-selling tactics, anger consumers and 
can lead to the failure of a business. Truthfulness about prod-
uct safety and quality is also important to consumers. Takata, a 

The FDA has strict labeling requirements for tobacco products. 
American Spirit advertises its cigarettes as being natural with a superior 
taste but is also required to include a warning that these cigarettes are 
no safer than other cigarettes.
Source: American Spirit

plagiarism the act of 
taking someone else’s work 
and presenting it as your 
own without mentioning 
the source.
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Congress has passed several laws regulating safety in the work-
place, many of which are enforced by the Occupational Safety and 
Health Administration (OSHA). Labor unions have also made 
significant contributions to achieving safety in the workplace and 
improving wages and benefits. Most organizations now recognize 
that the safety and satisfaction of their employees are critical 
ingredients in their success, and many strive to go beyond what is 
legally expected of them. Healthy, satisfied employees also supply 
more than just labor to their employers. Employers are beginning 
to realize the importance of obtaining input from even the lowest-
level employees to help the company reach its objectives.

A major social responsibility for business is providing equal 
opportunities for all employees regardless of their sex, age, race, 
religion, or nationality. Diversity is also helpful to a firm finan-
cially. Corporations that raised the share of female executives to 
30 percent saw a 15 percent increase in profitability.49 Also, it 
has been found that when men and women managers are evenly 
matched, there is a better chance of generating stronger profits. 
Thus, many firms are trying to become more inclusive, embrac-
ing diversity.50 Yet, despite these benefits, women and minorities 
have been slighted in the past in terms of education, employ-
ment, and advancement opportunities; additionally, many of 
their needs have not been addressed by business. After a U.K. 
High Court ruling, Lloyds Banking Group was ordered to equal-
ize pension benefits for men and women. This ruling occurred 
after a dispute was filed by a female employee who pointed out 
that pensions for women were increasing at a lower rate than 
male pension plans for the company. The ruling is estimated to 
cost nearly €150 million and could result in additional costs and 
liabilities for the bank. Lloyds welcomed the ruling and claimed 
that the issue occur industrywide and should be resolved.51 
Women, who continue to bear most child-rearing responsibili-
ties, often experience conflict between those responsibilities and 
their duties as employees. Consequently, day care has become 
a major employment issue for women, and more companies are 
providing day care facilities as part of their effort to recruit and 
advance women in the workforce. A class-action lawsuit was 
filed against Avon, alleging the company discriminated against 
pregnant women.52 Many Americans today believe business has 
a social obligation to provide special opportunities for women 
and minorities to improve their standing in society.

Consumer Relations. A critical issue in business today is 
business’s responsibility to customers, who look to business to 
provide them with satisfying, safe products and to respect their 
rights as consumers. The activities that independent individuals, 
groups, and organizations undertake to protect their rights as 
consumers are known as consumerism. To achieve their objec-
tives, consumers and their advocates write letters to companies, 
lobby government agencies, make public service announcements, 
and boycott companies whose activities they deem irresponsible.

Many of the desires of those involved in the consumer move-
ment have a foundation in John F. Kennedy’s 1962 consumer 
bill of rights, which highlighted four rights. The right to safety 

Relations with Owners and 
Stockholders. Businesses 
must first be responsible to their 
owners, who are primarily con-
cerned with earning a profit or 
a return on their investment in a 

company. In a small business, this responsibility is fairly easy to 
fulfill because the owner(s) personally manages the business or 
knows the managers well. In larger businesses, particularly cor-
porations owned by thousands of stockholders, ensuring respon-
sibility becomes a more difficult task.

A business’s obligations to its owners and investors, as well as 
to the financial community at large, include maintaining proper 
accounting procedures, providing all relevant information to 
investors about the current and projected performance of the 
firm, and protecting the owners’ rights and investments. In short, 
the business must maximize the owners’ investments in the firm.

Employee Relations. Another issue of importance to a 
business is its responsibilities to employees. Without employees, 
a business cannot carry out its goals. Employees expect busi-
nesses to provide a safe workplace, pay them adequately for their 
work, and keep them informed of what is happening in their 
company. They want employers to listen to their grievances and 
treat them fairly. After increased criticism about pay and benefits 
for its warehouse workers, Amazon raised the minimum wage 
paid to U.S. workers to $15 an hour. This pay increase boosted 
the wage of 250,000 current employees and 100,000 seasonal 
employees.48

consumerism the 
activities that independent 
individuals, groups, and 
organizations undertake 
to protect their rights as 
consumers.

OSHA ordered its inspectors to crack down on employers who fail to 
file the necessary electronic paperwork to document injury reports.
Herdik Herlambang/Shutterstock
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means that a business must not knowingly sell anything that 
could result in personal injury or harm to consumers. Defective 
or dangerous products erode public confidence in the ability of 
business to serve society. They also result in expensive litigation 
that ultimately increases the cost of products for all consumers. 
The right to safety also means businesses must provide a safe 
place for consumers to shop.

The right to be informed gives consumers the freedom to review 
complete information about a product before they buy it. This 
means that detailed information about risks and instructions for 
use are to be printed on labels and packages. The right to choose 
ensures that consumers have access to a variety of goods and 
services at competitive prices. The assurance of both satisfac-
tory quality and service at a fair price is also a part of the con-
sumer’s right to choose. The right to be heard assures consumers 
that their interests will receive full and sympathetic consider-
ation when the government formulates policy. It also ensures 
the fair treatment of consumers who voice complaints about a 
purchased product.

The role of the Federal Trade Commission’s Bureau of 
Consumer Protection exists to protect consumers against unfair, 
deceptive, or fraudulent practices. The bureau, which enforces 
a variety of consumer protection laws, is divided into five divi-
sions. The Division of Enforcement monitors legal compliance 
and investigates violations of laws, including unfulfilled holiday 
delivery promises by online shopping sites, employment oppor-
tunities fraud, scholarship scams, misleading advertising for 
health care products, and more.

Sustainability Issues. Most people probably associate the 
term environment with nature, including wildlife, trees, oceans, 
and mountains. Until the 20th century, people generally thought 
of the environment solely in terms of how these resources could 
be harnessed to satisfy their needs for food, shelter, transporta-
tion, and recreation. As the earth’s population swelled through-
out the 20th century, however, humans began to use more and 
more of these resources and, with technological advancements, 

sustainability  
conducting activities in 
a way that allows for the 
long-term well-being of 
the natural environment, 
including all biological 
entities; involves 
the assessment and 
improvement of business 
strategies, economic 
sectors, work practices, 
technologies, and lifestyles 
so that they maintain 
the health of the natural 
environment.

The Federal Trade Commission’s Bureau of Consumer Protection 
protects consumers against unfair, deceptive, or fraudulent practices.
Mark Van Scyoc/Shutterstock

to do so with ever-greater effi-
ciency. Although these conditions 
have resulted in a much-improved 
standard of living, they come with 
a cost. Plant and animal species, 
along with wildlife habitats, are 
disappearing at an accelerated 
rate. For example, the bumblebee 
population has suffered almost 
90 percent decline in the past 20 
years. Bees are important to polli-
nating most fruits and vegetables. 
The bumblebee was placed on the 
endangered species list and its hab-
itats were protected.53

Although the scope of the word sustainability is broad, in this 
book we discuss the term from a strategic business perspective. 
Thus, we define sustainability as conducting activities in such 
a way as to provide for the long-term well-being of the natural 
environment, including all biological entities. Sustainability 
involves the interaction among nature and individuals, organiza-
tions, and business strategies and includes the assessment and 
improvement of business strategies, economic sectors, work 
practices, technologies, and lifestyles so that they maintain the 
health of the natural environment. In recent years, business has 
played a significant role in adapting, using, and maintaining the 
quality of sustainability.

Environmental protection emerged as a major issue in the 20th 
century in the face of increasing evidence that pollution, uncon-
trolled use of natural resources, and population growth were 
putting increasing pressure on the long-term sustainability of 
these resources. In recent years, companies have been increas-
ingly incorporating these issues into their overall business strat-
egies. Some nonprofit organizations have stepped forward to 
provide leadership in gaining the cooperation of diverse groups 
in responsible environmental activities.

In the following sections, we examine some of the most signifi-
cant sustainability and environmental health issues facing busi-
ness and society today, including pollution and alternative energy.

Pollution.
A major issue in the area of environmental responsibility is 
pollution. Water pollution results from dumping toxic chemi-
cals and raw sewage into rivers and oceans, oil spills, and the 
burial of industrial waste in the ground where it may filter into 
underground water supplies. Fertilizers and insecticides used in 
farming and grounds maintenance also run off into water sup-
plies with each rainfall. Water pollution problems are especially 
notable in heavily industrialized areas. Society is demanding 
that water supplies be clean and healthful to reduce the poten-
tial danger from these substances.

Air pollution is usually the result of smoke and other pollutants 
emitted by manufacturing facilities, as well as carbon monoxide 
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Business law refers to the rules and regulations that gov-
ern the conduct of business. Problems in this area come 
from the failure to keep promises, misunderstandings, dis-
agreements about expectations, or, in some cases, attempts 
to take advantage of others. The regulatory environment 
offers a framework and enforcement system in order to pro-

vide a fair playing field for all businesses. The regulatory environment is created based on 
inputs from competitors, customers, employees, special interest groups, and the public’s 
elected representatives. Lobbying by pressure groups who try to influence legislation often 
shapes the legal and regulatory environment.

SOURCES OF LAW
Laws are classified as either criminal or civil. Criminal law not only prohibits a specific kind 
of action, such as unfair competition or mail fraud, but also imposes a fine or imprisonment 
as punishment for violating the law. A violation of a criminal law is thus called a crime. Civil 
law defines all the laws not classified as criminal, and it specifies the rights and duties of 
individuals and organizations (including businesses). Violations of civil law may result in 
fines but not imprisonment. The primary difference between criminal and civil law is that 
criminal laws are enforced by the state or nation, whereas civil laws are enforced through 
the court system by individuals or organizations.

Criminal and civil laws are derived from four sources: the Constitution (constitutional law), 
precedents established by judges (common law), federal and state statutes (statutory law), 
and federal and state administrative agencies (administrative law). Federal administrative 
agencies established by Congress control and influence business by enforcing laws and reg-
ulations to encourage competition and protect consumers, workers, and the environment. 
The Supreme Court is the ultimate authority on legal and regulatory decisions for appropri-
ate conduct in business.

COURTS AND THE RESOLUTION 
OF DISPUTES
The primary method of resolving conflicts and business disputes is through lawsuits, where 
one individual or organization takes another to court using civil laws. The legal system, 
therefore, provides a forum for businesspeople to resolve disputes based on our legal foun-
dations. The courts may decide when harm or damage results from the actions of others.

appendixchapter 2 

the legal and regulatory 
environment

][ “Business law refers to the rules and regulations that govern the 
conduct of business.”
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Because lawsuits are so frequent in the world of business, it is 
important to understand more about the court system where 
such disputes are resolved. Both financial restitution and spe-
cific actions to undo wrongdoing can result from going before 
a court to resolve a conflict. All decisions made in the courts 
are based on criminal and civil laws derived from the legal and 
regulatory system.

A businessperson may win a lawsuit in court and receive a 
judgment, or court order, requiring the loser of the suit to pay 
monetary damages. However, this does not guarantee the vic-
tor will be able to collect those damages. If the loser of the suit 
lacks the financial resources to pay the judgment—for example, 
if the loser is a bankrupt business—the winner of the suit may 
not be able to collect the award. Most business lawsuits involve 
a request for a sum of money, but some lawsuits request that 
a court specifically order a person or organization to do or to 
refrain from doing a certain act.

The Court System
Jurisdiction is the legal power of a court, through a judge, to 
interpret and apply the law and make a binding decision in a par-
ticular case. In some instances, other courts will not enforce the 
decision of a prior court because it lacked jurisdiction. Federal 
courts are granted jurisdiction by the Constitution or by Congress. 
State legislatures and constitutions determine which state courts 
hear certain types of cases. Courts of general jurisdiction hear 
all types of cases; those of limited jurisdiction hear only specific 
types of cases. The Federal Bankruptcy Court, for example, hears 
only cases involving bankruptcy. There is some combination of 
limited and general jurisdiction courts in every state.

In a trial court (whether in a court of general or limited juris-
diction and whether in the state or the federal system), two tasks 
must be completed. First, the court (acting through the judge or 
a jury) must determine the facts of the case. In other words, if 
there is conflicting evidence, the judge or jury must decide who 
to believe. Second, the judge must decide which law or set of 
laws is pertinent to the case and must then apply those laws to 
resolve the dispute.

An appellate court, on the other hand, deals solely with 
appeals relating to the interpretation of law. Thus, when you 
hear about a case being appealed, it is not retried, but rather 
reevaluated. Appellate judges do not hear witnesses but instead 
base their decisions on a written transcript of the original trial. 
Moreover, appellate courts do not draw factual conclusions; the 
appellate judge is limited to deciding whether the trial judge 
made a mistake in interpreting the law that probably affected 
the outcome of the trial. If the trial judge made no mistake (or 
if mistakes would not have changed the result of the trial), the 
appellate court will let the trial court’s decision stand. If the 
appellate court finds a mistake, it usually sends the case back to 
the trial court so that the mistake can be corrected. Correction 
may involve the granting of a new trial. On occasion, appellate 
courts modify the verdict of the trial court without sending the 
case back to the trial court.

Alternative Dispute 
Resolution Methods
Although the main remedy for 
business disputes is a lawsuit, 
other dispute resolution methods 
are becoming popular. The sched-
ules of state and federal trial courts 
are often crowded; long delays 
between the filing of a case and the 
trial date are common. Further, 
complex cases can become quite 
expensive to pursue. As a result, 
many businesspeople are turning 
to alternative methods of resolving 
business arguments: mediation and 
arbitration, the mini-trial, and liti-
gation in a private court.

Mediation is a form of negotia-
tion to resolve a dispute by bring-
ing in one or more third-party 
mediators, usually chosen by the 
disputing parties, to help reach a 
settlement. The mediator suggests 
different ways to resolve a dispute 
between the parties. The media-
tor’s resolution is nonbinding—that 
is, the parties do not have to accept 
the mediator’s suggestions; they 
are strictly voluntary.

Arbitration involves submission 
of a dispute to one or more third-
party arbitrators, usually chosen 
by the disputing parties, whose 
decision is final. Arbitration differs 
from mediation in that an arbitra-
tor’s decision must be followed, 
whereas a mediator merely offers 

When workers and management cannot come to an agreement, 
workers may choose to picket and go on strike. Going on strike is usually 
reserved as a last resort if mediation and arbitration fail.
Tannen Maury/EPA/Shutterstock

business law the rules 
and regulations that govern 
the conduct of business.

lawsuit where one 
individual or organization 
takes another to court 
using civil laws.

jurisdiction the legal 
power of a court, through a 
judge, to interpret and apply 
the law and make a binding 
decision in a particular case.

trial court when a court 
(acting through the judge or 
jury) must determine the facts 
of the case, decide which 
law or set of laws is pertinent 
to the case, and apply those 
laws to resolve the dispute.

appellate court a 
court that deals solely with 
appeals relating to the 
interpretation of law.

mediation a method 
of outside resolution of 
labor and management 
differences in which the 
third party’s role is to 
suggest or propose a 
solution to the problem.

arbitration settlement 
of a labor/management 
dispute by a third party 
whose solution is legally 
binding and enforceable.
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suggestions and facilitates negotia-
tions. Cases may be submitted to 
arbitration because a contract—
such as a labor contract—requires 
it or because the parties agree 
to do so. Some consumers are 
barred from taking claims to court 
by agreements drafted by banks, 
brokers, health plans, and others. 
Instead, they are required to take 
complaints to mandatory arbitra-
tion. Arbitration can be an attrac-
tive alternative to a lawsuit because 
it is often cheaper and quicker, and 
the parties frequently can choose 
arbitrators who are knowledgeable 
about the particular area of busi-
ness at issue.

A method of dispute resolution 
that may become increasingly 
important in settling complex dis-
putes is the mini-trial, in which 
both parties agree to present a 
summarized version of their case 
to an independent third party. 
That person then advises them of 
his or her impression of the prob-
able outcome if the case were to 

be tried. Representatives of both sides then attempt to negoti-
ate a settlement based on the advisor’s recommendations. For 
example, employees in a large corporation who believe they 
have muscular or skeletal stress injuries caused by the strain 
of repetitive motion in using a computer could agree to a mini-
trial to address a dispute related to damages. Although the mini-
trial itself does not resolve the dispute, it can help the parties 

resolve the case before going to court. Because the mini-trial is 
not subject to formal court rules, it can save companies a great 
deal of money, allowing them to recognize the weaknesses in a 
particular case.

In some areas of the country, disputes can be submitted to a 
private nongovernmental court for resolution. In a sense, a 
 private court system is similar to arbitration in that an inde-
pendent third party resolves the case after hearing both sides 
of the story. Trials in private courts may be either informal or 
highly formal, depending on the people involved. Businesses 
typically agree to have their disputes decided in private courts 
to save time and money.

REGULATORY 
ADMINISTRATIVE AGENCIES
Federal and state administrative agencies (listed in Table A.1) 
also have some judicial powers. Many administrative agencies, 
such as the Federal Trade Commission, decide disputes that 
involve their regulations. In such disputes, the resolution pro-
cess is usually called a “hearing” rather than a trial. In these 
cases, an administrative law judge decides all issues.

Federal regulatory agencies influence many business activities 
and cover product liability, safety, and the regulation or deregu-
lation of public utilities. Usually, these bodies have the power 
to enforce specific laws, such as the Federal Trade Commission 
Act, and have some discretion in establishing operating rules 
and regulations to guide certain types of industry practices. 
Because of this discretion and overlapping areas of responsibil-
ity, confusion or conflict regarding which agencies have jurisdic-
tion over which activities is common.

Of all the federal regulatory units, the Federal Trade 
Commission (FTC) most influences business activities 
related to questionable practices that create disputes between 
businesses and their customers. Although the FTC regulates 
a variety of business practices, it allocates a large portion of 
resources to curbing false advertising, misleading pricing, and 
deceptive packaging and labeling. When it receives a com-
plaint or otherwise has reason to believe that a firm is violat-
ing a law, the FTC issues a complaint stating that the business 
is in violation.

If a company continues the questionable practice, the FTC 
can issue a cease-and-desist order, which is an order for the 
business to stop doing whatever has caused the complaint. In 
such cases, the charged firm can appeal to the federal courts 
to have the order rescinded. However, the FTC can seek civil 
penalties in court—up to a maximum penalty of $10,000 a day 
for each infraction—if a cease-and-desist order is violated. In its 
battle against unfair pricing, the FTC has issued consent decrees 
alleging that corporate attempts to engage in price fixing or 
invitations to competitors to collude are violations even when 

The Federal Trade Commission regulates business activities related to 
questionable practices in order to protect consumers.
Source: Carol M. Highsmith Archive, Library of Congress, Prints and Photographs Division

mini-trial a situation in 
which both parties agree 
to present a summarized 
version of their case to an 
independent third party; 
the third party advises them 
of his or her impression of 
the probable outcome if the 
case were to be tried.

private court 
system similar to 
arbitration in that an 
independent third party 
resolves the case after 
hearing both sides of the 
story.

Federal Trade 
Commission 
(FTC) the federal 
regulatory unit that most 
influences business 
activities related to 
questionable practices that 
create disputes between 
businesses and their 
customers.
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Pizza delivery car loses control of the vehicle and damages prop-
erty or injures a person. In the case of the delivery car accident, 
the injured persons might sue the driver and the owner of the 
 company—Domino’s in this case—for damages resulting from 
the accident.

Fraud is a purposefully unlawful act to deceive or manipulate 
in order to damage others. Thus, in some cases, fraud may also 
represent a violation of criminal law. Health care fraud has 
become a major issue in the courts.

An important aspect of tort law involves product liability—
businesses’ legal responsibility for any negligence in the design, 
production, sale, and consumption of products. Product liability 
laws have evolved from both common and statutory law. Some 
states have expanded the concept of product liability to include 
injuries by products whether or not the producer is proven neg-
ligent. Under this strict product liability, a consumer who files 
suit because of an injury has to prove only that the product was 
defective, that the defect caused the injury, and that the defect 
made the product unreasonably dangerous. For example, a carv-
ing knife is expected to be sharp and is not considered defective 
if you cut your finger using it. But an electric knife could be con-
sidered defective and unreasonably dangerous if it continued to 
operate after being switched off.

Reforming tort law, particularly in regard to product liability, 
has become a hot political issue as businesses look for relief 
from huge judgments in lawsuits. Although many lawsuits are 
warranted—few would disagree that a wrong has occurred when 
a patient dies because of negligence during a medical procedure 
or when a child is seriously injured by a defective toy and that 
the families deserve some compensation—many suits are not. 
Because of multimillion-dollar judgments, companies are trying 
to minimize their liability, and sometimes they pass on the costs 
of the damage awards to their customers in the form of higher 
prices. Some states have passed laws limiting damage awards 
and some tort reform is occurring at the federal level. Table A.2 
lists the state courts systems the U.S. Chamber of Commerce’s 
Institute for Legal Reform has identified as being “friendli-
est” and “least friendly” to business in terms of juries’ fairness, 
judges’ competence and impartiality, and other factors.

The Law of Contracts
Virtually every business transaction is carried out by means 
of a contract, a mutual agreement between two or more par-
ties that can be enforced in a court if one party chooses not 
to comply with the terms of the contract. If you rent an apart-
ment or house, for example, your lease is a contract. If you have 
borrowed money under a student loan program, you have a 

IMPORTANT ELEMENTS 
OF BUSINESS LAW
To avoid violating criminal and civil laws, as well as discourag-
ing lawsuits from consumers, employees, suppliers, and others, 
businesspeople need to be familiar with laws that address busi-
ness practices.

The Uniform Commercial Code
At one time, states had their own specific laws governing vari-
ous business practices, and transacting business across state 
lines was difficult because of the variation in the laws from state 
to state. To simplify commerce, every state—except Louisiana—
has enacted the Uniform Commercial Code (Louisiana has 
enacted portions of the code). The Uniform Commercial 
Code (UCC) is a set of statutory laws covering several busi-
ness law topics. Article II of the Uniform Commercial Code, 
which is discussed in the following paragraphs, has a significant 
impact on business.

Sales Agreements. Article II of the Uniform Commercial 
Code covers sales agreements for goods and services such as 
installation but does not cover the sale of stocks and bonds, 
personal services, or real estate. Among its many provisions, 
Article II stipulates that a sales agreement can be enforced even 
though it does not specify the selling price or the time or place 
of delivery. It also requires that a buyer pay a reasonable price 
for goods at the time of delivery if the buyer and seller have not 
reached an agreement on price. Specifically, Article II addresses 
the rights of buyers and sellers, transfers of ownership, warran-
ties, and the legal placement of risk during manufacture and 
delivery.

Article II also deals with express and implied warranties. An 
express warranty stipulates the specific terms the seller will 
honor. Many automobile manufacturers, for example, provide 
three-year or 36,000-mile warranties on their vehicles, during 
which period they will fix any and all defects specified in the 
warranty. An implied warranty is imposed on the producer 
or seller by law, although it may not be a written document 
provided at the time of sale. Under Article II, a consumer may 
assume that the product for sale has a clear title (in other words, 
that it is not stolen) and that the product will serve the purpose 
for which it was made and sold as well as function as advertised.

The Law of Torts and Fraud
A tort is a private or civil wrong other than a breach of con-
tract. For example, a tort can result if the driver of a Domino’s 

Uniform Commercial 
Code (UCC) set of 
statutory laws covering 
several business law topics.

express warranty  
stipulates the specific terms 
the seller will honor.

implied warranty  
imposed on the producer 
or seller by law, although 
it may not be a written 
document provided at the 
time of sale.

tort a private or civil 
wrong other than breach of 
contract.

fraud a purposefully 
unlawful act to deceive 
or manipulate in order to 
damage others.
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inventory, and clothing. Intangible property consists of rights 
and duties; its existence may be represented by a document or 
by some other tangible item. For example, accounts receivable, 
stock in a corporation, goodwill, and trademarks are all examples 
of intangible personal property. Intellectual property refers to 
property, such as musical works, artwork, books, and computer 
software, that is generated by a person’s creative activities.

Copyrights, patents, and trademarks provide protection to the 
owners of property by giving them the exclusive right to use 
it. Copyrights protect the ownership rights on material (often 
intellectual property) such as books, music, videos, photos, and 
computer software. The creators of such works, or their heirs, 
generally have exclusive rights to the published or unpublished 
works for the creator’s lifetime, plus 50 years. Patents give inven-
tors exclusive rights to their invention for 20 years. The most 
intense competition for patents is in the pharmaceutical indus-
try. Most patents take a minimum of 18 months to secure.

A trademark is a brand (name, mark, or symbol) that is regis-
tered with the U.S. Patent and Trademark Office and is thus 
legally protected from use by any other firm. Among the sym-
bols that have been so protected are McDonald’s golden arches. 
It is estimated that large multinational firms may have as many 
as 15,000 conflicts related to trademarks. Companies are dili-
gent about protecting their trademarks both to avoid confusion 
in consumers’ minds and because a term that becomes part of 

An agency relationship is created 
by the mutual agreement of the 
principal and the agent. It is usu-
ally not necessary that such an 
agreement be in writing, although 
putting it in writing is certainly 
advisable. An agency relationship 
continues as long as both the prin-
cipal and the agent so desire. It 
can be terminated by mutual agree-
ment, by fulfillment of the purpose 
of the agency, by the refusal of 
either party to continue in the rela-
tionship, or by the death of either 
the principal or the agent. In most 
cases, a principal grants author-
ity to the agent through a formal 
power of attorney, which is a legal 
document authorizing a person to 
act as someone else’s agent. The 

power of attorney can be used for any agency relationship, and 
its use is not limited to lawyers. For instance, in real estate trans-
actions, often a lawyer or real estate agent is given power of 
attorney with the authority to purchase real estate for the buyer. 
Accounting firms often give employees agency relationships in 
making financial transactions.

Christian Louboutin has received intellectual property protection for its 
signature red sole shoes. This type of protection is known as trade dress.
denisfilm/123RF

Both officers and directors of corporations are fiduciaries, or 
people of trust, who use due care and loyalty as an agent in making 
decisions on behalf of the organization. This relationship creates 
a duty of care, also called duty of diligence, to make informed 
decisions. These agents of the corporation are not held responsible 
for negative outcomes if they are informed and diligent in their 
decisions. The duty of loyalty means that all decisions should 
be in the interests of the corporation and its stakeholders. After 
Wells Fargo was found to be engaging in widespread misconduct, 
a new board chair and several new board members were brought 
in to improve risk management and oversight.1

The Law of Property
Property law is extremely broad in scope because it covers the 
ownership and transfer of all kinds of real, personal, and intel-
lectual property. Real property consists of real estate and every-
thing permanently attached to it; personal property basically is 
everything else. Personal property can be further subdivided into 
tangible and intangible property. Tangible property refers to items 
that have a physical existence, such as automobiles, business 

agent the one in an 
agency relationship who 
acts on behalf of the 
principal to accomplish the 
task.

real property consists 
of real estate and 
everything permanently 
attached to it.

personal property all 
other property that is not 
real property.

intellectual 
property refers to 
property, such as musical 
works, artwork, books, and 
computer software, that is 
generated by a person’s 
creative activities.

COPYRIGHTS, PATENTS, AND TRADEMARKS PROVIDE 
PROTECTION TO THE OWNERS OF PROPERTY BY GIVING THEM 

THE EXCLUSIVE RIGHT TO USE IT.
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1. Develop standards and procedures to reduce the propensity for criminal conduct.
2. Designate a high-level compliance manager or ethics officer to oversee the compliance program.
3. Avoid delegating authority to people known to have a propensity to engage in misconduct.
4.	Communicate	standards	and	procedures	to	employees,	other	agents,	and	independent	contractors	through	training	programs	and	publications.
5. Establish systems to monitor and audit misconduct and to allow employees and agents to report criminal activity.
6. Enforce standards and punishments consistently across all employees in the organization.
7. Respond immediately to misconduct and take reasonable steps to prevent further criminal conduct.

T A B L E  A . 5   Seven Steps to Compliance

Finally, the board is required to oversee the discovery of risks 
and to design, implement, and modify approaches to deal with 
those risks.

If an organization’s culture and policies reward or provide 
opportunities to engage in misconduct through lack of mana-
gerial concern or failure to comply with the seven minimum 
requirements of the FSGO (provided in Table A.5), then the 
organization may incur not only penalties but also the loss of 
customer trust, public confidence, and other intangible assets. 
For this reason, organizations cannot succeed solely through 
a legalistic approach to compliance with the sentencing guide-
lines; top management must cultivate high ethical standards 
that will serve as barriers to illegal conduct. The organization 
must want to be a good citizen and recognize the importance 
of compliance to successful workplace activities and relation-
ships. In fact, the top concern of corporate lawyers is ethics and 
compliance. Implementing ethics and compliance ranks higher 
than any other concern, possibly due to the pressures placed on 
companies by the passage of Sarbanes-Oxley, the Dodd-Frank 
Act, and the Federal Sentencing Guidelines.9

The federal guidelines also require businesses to develop pro-
grams that can detect—and that will deter employees from 
engaging in—misconduct. To be considered effective, such 
compliance programs must include disclosure of any wrong-
doing, cooperation with the government, and acceptance of 
responsibility for the misconduct. Codes of ethics, employee 
ethics training, hotlines (direct 800 phone numbers), com-
pliance directors, newsletters, brochures, and other commu-
nication methods are typical components of a compliance 
program. The ethics component, discussed in the “Business 
Ethics and Social Responsibility” chapter, acts as a buffer, 
keeping firms away from the thin line that separates unethical 
and illegal conduct.

Despite the existing legislation, a number of ethics scandals 
in the early 2000s led Congress to pass–almost unanimously—
the Sarbanes-Oxley Act, which criminalized securities 
fraud and strengthened penalties for corporate fraud. It also 
created an accounting oversight board that requires corpora-
tions to establish codes of ethics for financial reporting and to 
develop greater transparency in financial reports to investors 
and other interested parties. Additionally, the law requires 
top corporate executives to sign off on their firms’ financial 

reports, and they risk fines and 
jail sentences if they misrepresent 
their companies’ financial posi-
tion. Table A.6 summarizes the 
major provisions of the Sarbanes-
Oxley Act.

The Sarbanes-Oxley Act has created a number of concerns and 
is considered burdensome and expensive to corporations. Large 
corporations report spending more than $1.3 million each year 
to comply with the act, according to an annual survey by Proviti, 
a management consulting firm. The act has caused more than 
500 public companies a year to report problems in their account-
ing systems. Additionally, Sarbanes-Oxley failed to prevent and 
detect the widespread misconduct of financial institutions that 
led to the financial crisis.

On the other hand, there are many benefits, including greater 
accountability of top managers and boards of directors, that 
improve investor confidence and protect employees, espe-
cially their retirement plans. It is believed that the law has 
more benefits than drawbacks—with the greatest benefit 
being that boards of directors and top managers are better 
informed. Some companies such as Cisco and Pitney Bowes 
report improved efficiency and cost savings from better finan-
cial information.

In spite of the benefits Sarbanes-Oxley offers, it did not pre-
vent widespread corporate corruption from leading to the 
most recent recession. The resulting financial crisis prompted 
the Obama administration to create new regulation to reform 
Wall Street and the financial industry. In 2010, the Dodd-
Frank Wall Street Reform and Consumer Protection Act was 
passed. In addition to new regulations for financial institu-
tions, the legislation created a Consumer Financial Protection 
Bureau (CFPB) to protect consumers from complex or decep-
tive financial products.

The Dodd-Frank Act contains 16 titles meant to increase con-
sumer protection, enhance transparency and accountability in 
the financial sector, and create new financial agencies. In some 
ways, Dodd-Frank is attempting to improve upon provisions laid 
out in the Sarbanes-Oxley Act. For instance, Dodd-Frank takes 
whistleblower protection a step further by offering additional 
incentives to whistleblowers for reporting misconduct. If whistle-
blowers report misconduct that results in penalties of more than 

Sarbanes-Oxley Act  
a law that criminalized 
securities fraud and 
strengthened penalties for 
corporate fraud.
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$1 million, the whistleblower will be entitled to a percentage of 
the settlement.10 Additionally, complex financial instruments 
must now be made more transparent so that consumers will 
have a better understanding of what these instruments involve.

The act also created three new agencies: The Consumer 
Financial Protection Bureau (CFPB), the Office of Financial 
Research, and the Financial Stability Oversight Council. 

While the CFPB was created to protect consumers, the other 
two agencies work to maintain stability in the financial indus-
try so such a crisis will not recur in the future.11 Although it 
is too early to tell whether these regulations will serve to cre-
ate wide-scale positive financial reform, the Dodd-Frank Act is 
certainly leading to major changes on Wall Street and in the 
financial sector.

 1.		Requires	the	establishment	of	a	Public	Company	Accounting	Oversight	Board	in	charge	of	regulations	administered	by	the	Securities	and	Exchange	
Commission.

 2.	Requires	CEOs	and	CFOs	to	certify	that	their	companies’	financial	statements	are	true	and	without	misleading	statements.
 3. Requires that corporate boards of directors’ audit committees consist of independent members who have no material interests in the company.
 4.	Prohibits	corporations	from	making	or	offering	loans	to	officers	and	board	members.
 5.	Requires	codes	of	ethics	for	senior	financial	officers;	code	must	be	registered	with	the	SEC.
 6.		Prohibits	accounting	firms	from	providing	both	auditing	and	consulting	services	to	the	same	client	without	the	approval	of	the	client	firm’s	audit	

committee.
 7.  Requires company attorneys to report wrongdoing to top managers and, if necessary, to the board of directors; if managers and directors fail to respond 

to reports of wrongdoing, the attorney should stop representing the company.
 8.	Mandates	“whistleblower	protection”	for	persons	who	disclose	wrongdoing	to	authorities.
 9. Requires financial securities analysts to certify that their recommendations are based on objective reports.
10.  Requires mutual fund managers to disclose how they vote shareholder proxies, giving investors information about how their shares influence decisions.
11. Establishes a 10-year penalty for mail/wire fraud.
12.		Prohibits	the	two	senior	auditors	from	working	on	a	corporation’s	account	for	more	than	five	years;	other	auditors	are	prohibited	from	working	on	an	

account for more than seven years. In other words, accounting firms must rotate individual auditors from one account to another from time to time.

Source:	Pub.	L.	107-204,116	Stat.	745	(2002).

T A B L E  A . 6   Major Provisions of the Sarbanes-Oxley Act



      






