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The Nature of Business

There are a number of definitions of the English word business. Each of them carries a
related but different meaning. There are primarily two that bear upon our discussion. The
first is any activity engaged in as a means of livelihood. The second sees business as the
principal activity of one’s life. For America, business is both a means of livelihood and a
focus of one’s life, at one and the same time. Individuals and groups pursue business for
both monetary gain and for personal identification and recognition. This double focus of
business carries an understanding that business provides for the sustenance of an indi-
vidual or group of individuals while at the same time providing each with a sense of
identity. The two concepts are so intertwined as to be nearly impossible to separate from
one another. However, for our purposes, we shall focus on business as a means of liveli-
hood by viewing it as the process of taking the assets of one or more individuals and
making them available to others in the form of goods and services to produce a profit. We
will attempt to identify and define the components of this definition.

Rusiness is a process. As such, it is a series of actions, changes, or functions bringing about a

result. Many seek to divide the process into many processes in order to better understand
and manage the processes (really sub-processes) so that they can impact and control the
outcome. For now, we only need to understand that it is a process of processes and that
they can be understood both individually and as a whole.

In our consideration, business is a process that returns a profit to those involved in it in
order to sustain their livelihood. Business is primarily the production of goods and ser-
vices to produce a profit'. The nature of the profit will vary by the character of the busi-
ness undertaken. While each business will define profits somewhat differently, they all
must produce a profit to stay in business. That is the very nature of business for that is the
only way to sustain a livelihood. From this vantage point, business must sustain a profit

to provide for the livelihood of the business as well as the individuals who are dependent

| The gain or return; benefit received on a business undertaking after all operating expenses have been

met.



Part A | Introduction to Business @
I

upon the business for their livelihood.

Every good process also has controls, both internally and externally. For businesses, in-
ternal controls are provided by management, while external controls are generally pro-
vided by various regulatory agencies. For the process to work effectively, it will also
need to be feedback from the sub-processes to the control structure. The more efficient

the feedback., the better the control will provide for successful operation of the business.

RBusinesses are also systems’. Every system has inputs, processes, outputs, and outcomes. Well-
run systems also contain feedback and control mechanisms. All systems are part of larger
systems. They also impact other systems. This concept helps to explain that businesses
are not isolated entities, but impact and are impacted by other businesses. As a system,
they are circular in nature as opposed to the linear type of relationship that is assumed in
the process concept. Each of the sub-systems (sub-processes) can impact each other and
the overall system at one and the same time. This interrelationship of all of the compo-
nents causes difficulty in separating a business into sub-components and understanding
the nature of the business by analyzing the sub-components of the business. While it is
beneficial 1o analyze the components, it must be understood that full knowledge only
comes when the whole of a business is analyzed. In this book, you will look at various
components of a business. While this analysis is necessary, you need to remember that a
business is more than just those components put together. You can have all of the right

components and not have an effective business.

RBusinesses are organizations® which are similar to systems but have a different focus. While it
is theoretically possible for a business to function with only one person, it is not the norm.
Practically, all businesses involve some sort of organization to perform their functions. If
we include customers in the organization of the business, it would be nearly impossible
for a business to have only one member of the organization. We hedge on this issue
because an individual could possess the raw materials, production capabilities, and pro-
vide the end product for personal use and therefore exist as a business of one. For our

purposes, we shall assume that it is not possible.

The relationships between the members of an organization are established into formal

organizations®. Each relationship is established by one or more processes: division of

rD

A system is a collection of parts (or subsystems) integrated to accomplish an overall goal.

‘o3

An organization is a group of people intentionally organized to accomplish an overall common goal
or a set of goals.

4 Formal organization is the order and design of relationships within the business.
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labor®, departmentalization®, and delegation’. Well-constructed organizations will have
clearly defined lines of authority, channels for information flow, and means of control.
All of the resources — human, material, financial, and information — are connected to
form a unified structure. Along with those employees and other formal members that
exist in the business, there are a number of others that have an interest in the business. All
of these are referred to as stakeholders.

Stakeholders

All businesses have a variety of individuals and groups who are stakeholders?® in the
business. Each stakeholder has a slightly different interest in the business. They also
provide slightly different content to ensure the success of the business. Every business
needs to understand the stakeholders’ interest in the business. This knowledge will enable
them to attempt to meet those interests so that the business will be sustainable.

Owners have the responsibility to organize, manage, and assume the risk of starting and running a
business. In this role they provide the inducement of success for the company. Because
the majority of American businesses are small businesses that are run by a single individual,
the owner plays a major role in the ultimate success of the company. In these cases, the
owner not only takes the risks, but provides for the daily management of the business.
Not all companies have every one of these stakeholders at any given time. Most compa-
nies have them all at some time in the company life cycle. Only the major stakeholders
will be introduced but not covered in detail.

Creditors primarily provide the operating capital’. Quite generally this is in the form of cash or a loan
to start and run the business. There are a number of mechanisms used by businesses to
acquire operating capital from creditors or investors.

Employees have a vested interest in the business in part because they were hired to conduct the
business operations. They also expect to receive some sort of remuneration' for their
efforts. In return the business has an interest in the well being of the employee.

Suppliers provide the materials needed for production. In most cases, suppliers are businesses in

their own right. They, therefore, are seeking to earn a profit on their labor efforts.

Division of labor is the determining of work activities and dividing up tasks.
Departmentalization is the grouping job and employees.

5

6

7 Delegation is the assigning authority and responsibilities.

8  One who has a vested interest in the outcome of an activity.
9

The basic resources necessary to maintain a business operation.
10 Payment for labor or services to a worker.



