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CRAPTER 1

Business Activities

Every business establishes its goals of operation when it started. Normally, the purpose of
a business is to make profit for investors through the goods and services provided. A company
that creates and adds value to the owner’ s profit is called a profit seeking enterprise.In con-
trast ,companies that provide goods and services to help people rather than profit are called non-
profitmaking enterprises.The difference between for-profits and not -for -profits is in how those
profits are handled. Profits must be held and/or invested back into the organization.In this
book, we mainly talk about the profit seeking organization.

In this chapter, we will talk about few things when you’ re thinking of starting your busi-
ness, such as the business structure of the company, who participate in the company’ s man-

agement and the business activities of the company.

1.1 Types of Business Structure of Organization

If you’ re getting started in your business ventures, one of the first things you might be
thinking about is how to structure your business. Will you be going solo or will you form a part-
nership? There are a number of types that you can choose from when starting or expanding your
business.

There are three common business forms of an organization.
1.1.1 Sole Proprietorship

Sole proprietorship is the simplest type of business to establish. For example, a store or a
taxi owned by a single person. There is no distinction between the business and you, the owner.
You’ re entitled to all profits and are responsible for all your business’s debts, losses and lia-

bilities.
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1.1.2 Partnership

A Partnership is an association of people who carry on a business as partners and distribute
income or losses between themselves.

(1) A general partnership is an agreement, expressed or implied, between two or more
persons who join together to carry on a business venture for profit. Each partner contributes
money , property, labor, or skill; each shares in the profits and losses of the business; and
each has unlimited personal liability for the debts of the business.

(2) Limited partnerships limit the personal liability of individual partners for the debts of
the business according to the amount they have invested.

Because partnerships involve more than one person in the decision making process,it’ s
important to discuss a wide variety of issues up front and develop a legal partnership agreement.
They’ re not legally required, but they’ re encouraged so that you know from the beginning how

you’ Il make future business decisions.
1.1.3 Corporation

A Corporation ( sometimes referred to as a C Corporation) is an independent legal entity
owned by shareholders. This means that the corporation itself—not the shareholders who own
it—is held legally liable for the actions and debts the business incurs.

There are different types of corporations, depending on how their shares are exchanged.

(1) Shares in some corporations are traded in organized equity market, such as the New
York Stock Exchange. Companies that are traded in such a market are called public corpora-
tions since shares can be bought by anyone in the public. To be traded in an exchange, compa-
nies must meet certain financial standards and must provide financial information to the public.

(2) Corporations which do not need or want to sell their shares to the general public or do
not wish to provide financial information to the public are called private corporations.

Corporations do not have to be prominent, multinational business. You could organize a lo-
cal barbershop as a corporation if you want to take the trouble.As corporations are tend to have
costly administrative fees and complex tax and legal requirements. Because of these issues, cor-
porations are generally suggested for established, larger companies with multiple employees.

When deciding on a structure for your business, choose the one that best suits your busi-
ness needs, keeping in mind that there are advantages and disadvantages for each structure. It’
s important to investigate each option carefully, as choosing your business structure is an impor-

tant decision.
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Your business structure can determine :

® the licenses you require;

® how much tax you pay;

® whether you’ re considered an employee, or the owner of the business;

® your potential personal liability;

® how much control you have over the business;

® ongoing costs and volume of paper work for your business.

It is important to note that you can change your business structure throughout the life of
your business. As your business grows and expands, you may decide to change your business

structure, or to restructure your business.

1.2 Corporate Organizational Structure

Organizational structure refers to the way that an organization arranges people and jobs so
that its work can be performed and its goals can be met. When a work group is very small and
face-to-face communication is frequent, formal structure may be unnecessary, but in a larger
organization decisions have to be made about the delegation of various tasks. Organizational
structures can look very different between small and large businesses, with small business struc-
tures generally including fewer layers of management and less employees in the organizational
chart.

Most large corporations have the basic following structure( Figure 1-1). It also shows how

accounting and finance personnel fit within most companies.
1.2.1 Board of Directors

The board of directors does not take part in the day to day activities of the company, but
supervise management as representatives of the shareholders. The board includes some members
of top management, but should also include individuals from outside the company. The board

will elect a chairperson.
1.2.2 Chief Executive Officer ( CEO)

The top manager of the company is the chief executive officer (CEO).Of course, the mil-
lions of shareholders cannot get together to decide on who to hire, so instead, they choose a
board of directors to do this for them. Below the CEO are the managers for various parts of the

company, such as finance, marketing and operations.
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Board of Directors

Chief Executive Officer
(CEO)

— ——

Chief Financial Officer
(CFO)

Vice President

Y [} Y

Controller Treasurer Internal
Auditor
Y ] L
Managerial Financial Tax
Accountant Accountant Accountant

Figure 1-1 A Typical Organization Chart

1.2.3 Chief Financial Officer ( CFO)

The chief financial officer (CFO) is in charge of all finance and accounting functions with-
in the organization and typically reports to the chief executive officer.For large companies, the

financial operations of the company are usually including controller, treasurer and internal audi-
tor.

(1) Controller

The controller is responsible for managing the accounting staff that provides managerial ac-
counting information used for internal decision making, financial accounting information for ex-
ternal reporting purposes, and tax accounting information to meet tax filing requirements. The
three accountants the controller manages are as Managerial accountant, Financial accountant
and Tax accountant.

(2) Treasurer

The treasurer is responsible for obtaining financing, projecting cash flow needs, and man-
aging cash and short -term invesiments for the organization. It reports directly to the CFO.
Banks, manufacturers, or insurance companies are the types of businesses that employ at least

one treasurer. Within large corporations, the company may keep hundreds of financial profes-
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sionals on staff, overseen by the corporate chief financial officer.

(3) Internal Auditor

An internal auditor is responsible for confirming that controls within the company are effec-
tive in ensuring accurate financial data. The internal auditor often verifies the financial informa-
tion provided by the managerial, financial, and tax accountants (all of whom report to the con-
troller and ultimately to the CFO). If conflicts arise with the CFO, an internal auditor can re-

port directly to the board of directors which consists of select board members.

1.3 Daily Business Topics in Accounting and Finance

Most people don’ t realize the importance of the accounting and finance department in
keeping a business operating without hitches and delays. That’ s probably because accountants
oversee many of the back -office functions in a business—as opposed to sales. Have you ever
seen a company’ s accounting department in action?

The following list gives you a pretty clear idea of the back -office functions that accountants

perform;
1.3.1 Payroll

The total wages and salaries earned by every employee every pay period, which are called
gross wages or gross earnings, have to be calculated. Based on detailed private information in
personnel files and earnings-to-date information, the correct amounts for income taxes and sev-
eral other deductions from gross wages have to be determined.

Payroll is a complex and critical function that the accounting department performs. Many

businesses outsource payroll functions to companies or banks that specialize in this area.
1.3.2 Cash Collections

All cash received from sales and from all other sources has to be carefully identified and
recorded , not only in the cash account but also in the appropriate account for the source of the
cash received. The accounting department makes sure that the cash is deposited in the appropri-
ate business accounts and that the business keeps an adequate amount of coin and currency on
hand for making change for customers.

Accountants balance the business’ s chequebook and control access to incoming cash re-
ceipts. In larger organizations, the treasurer may be responsible for some of these cash flow and

cash-handling functions.
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1.3.3 Cash Payments ( Disbursements)

A business writes many cheques during the course of a year. The accounting department
prepares all these cheques for the signatures of the business officers who are authorized to sign
cheques. The accounting department keeps all the supporting business documents and files to
know when the cheques should be paid, makes sure that the amount to be paid is correct, and
forwards the cheques for signature.We also have to know, in nowadays, E transfer is more and

more popular than cheque payments.
1.3.4 Procurement and Inventory

Accountants usually are responsible for keeping track of all purchase orders that have been
placed for inventory ( products to be sold by the business) and all other assets and services that
the business buys. A typical business makes many purchases during the course of a year, many
of them on credit. This area of responsibility includes keeping files on all liabilities that arise
from purchases on credit so that cash payments are processed on time.

The accounting depértmenl also keeps detailed records on all products that the business

holds for sale and, when the products are sold, records the cost of the goods sold.
1.3.5 Property Accounting

A typical business owns many different substantial long-term assets called property, plant,
and equipment—including office furniture and equipment, retail display cabinets, computers,
machinery and tools, vehicles (autos and trucks) , buildings, and land.

Except for relatively small-cost items, a business maintains detailed records of its proper-
ty, both for controlling the use of the assets and for determining the appropriate amount of de-
preciation for accounting and tax calculations. The accounting department keeps these property

records.
1.3.6 Financial Reports

Financial reports or statements are crucial for tracking the financial health of your busi-
ness. They’ re also important for setting goals, making sound business decisions and obtaining
finance.These statements record your business’ s performance, letting you analyze and identify
where you’re strong and not-so-strong in your finances. This list gives details of the three pri-
mary financial statements in the running of a business.

(1) Balance sheet: A summary of the business’s financial position at the end of the ac-



