


3
Business Law and

Ethics
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Section 3.1
Legal Environment
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Objectives
• Describe the purpose of contracts.
• Discuss the role of the legal system in business.
• Explain workplace laws and regulations.
• Identify laws and regulations that protect 

consumers.
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Key Terms

• contract
• offer
• acceptance
• consideration
• capacity
• contract law
• breach of contract
• sales and service 

contract

• lease
• employment contract
• employer identification 

number (EIN)
• Consumer Bill of Rights
• recall
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Essential Question
How is the US government involved 
in business activities?
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Contracts
• Contract is a legally binding agreement between two 

or more people or businesses
• Contracts ensure:

– Customers understand their role and rights
– Businesses have materials and resources to operate
– All parties understand terms of agreement and 

consequences
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Contracts
• Required elements of legal contracts:

– Offer is a proposal to provide a good or service
– Acceptance means that all parties involved must agree

to the terms of the contract
– Consideration means that something of value must be

promised in return
– Intention of legal consequences requires that parties 

entering into the contract must understand that it can 
be enforced by law
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Contracts
• Capacity means that a person is legally able to enter 

into a binding agreement
• Contract law regulates how contracts are written, 

executed, and enforced
• Breach of contract is when one or more parties do 

not follow the agreed terms of a contract without 
having a legitimate reason
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Contracts
• Business contracts

– Sales and service contracts list the goods or services
provided by a business and the price the customer 
pays in exchange

– Lease is a contract to rent something
– Software license may be considered a type of lease 

because the software publisher keeps ownership of the 
software

– Partnership agreement is a contract used when two or 
more individuals create a business

– Employment contract describes the terms of 
employment between a business and an employee
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Role of the Legal System
• The government regulates certain business activities 

to reinforce honest business practices and financial 
responsibility.
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Role of the Legal System
• Regulate business activities and practices to ensure 

fair competition
• Federal Trade Commission (FTC) enforces US 

antitrust laws
• Fair pricing regulation prevent price discrimination
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Role of the Legal System
• Businesses that operate online have additional 

e-commerce guidelines and laws
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Role of the Legal System
• Many US laws regulate the financial activities of 

businesses
– Antitrust laws relate to businesses buying or investing 

in other businesses. 
– Bankruptcy laws apply to the handling of business 

debts when a business is no longer profitable
– Securities laws regulate businesses that have publicly 

traded stocks and bonds.
• Employer identification number (EIN) is assigned 

by the IRS for use when preparing federal tax forms
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Role of the Legal System
• Environmental laws and regulations apply to every 

type of business in every industry
• Environmental Protection Agency (EPA) enforces 

federal human health and environmental laws
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Workplace Laws
• US Department of Labor (DOL) enforces workplace 

laws and regulations
– Enforce fair-wage laws and work-hours laws
– Prevent discrimination and harassment in the 

workplace
– Ensure employee safety
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Workplace Laws
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Workplace Laws
• Laws regulate relationships between employees and 

employers
– Work hours and overtime pay
– Retirement income
– Medical leave
– Workplace safety

• Collective bargaining is negotiating terms with 
employers and union employees
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Workplace Laws
• Businesses are required to give all workers equal 

employment and advancement opportunities
• US Equal Employment Opportunity Commission 

(EEOC) enforces federal laws that regulate unfair 
employment practices

• Cannot discriminate due to a person’s race, ethnicity, 
religion, gender, national origin, age, disability, or 
genetic information
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Workplace Laws



Copyright Goodheart-Willcox Co., Inc.  May not be posted to a publicly accessible website.

Workplace Laws
• Businesses must protect the health and safety of 

employees in the workplace
• Occupational Safety and Health Association (OSHA) 

was established by the US Department of Labor to 
assure safe working conditions for employees
– Provides training, outreach, education, and assistance 

to businesses



Copyright Goodheart-Willcox Co., Inc.  May not be posted to a publicly accessible website.

Consumer Protection Laws
• Consumer Bill of Rights are basic expectations of 

fair treatment of consumers
– The right to safety
– The right to be informed
– The right to choose freely
– The right to be heard
– The right to satisfy basic needs
– The right to redress
– The right to consumer education
– The right to a healthy environment
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Consumer Protection Laws
• US Consumer Product Safety Commission (CPSC) is 

in charge of protecting consumers from products that 
pose unreasonable risks

• Recall is an order to remove or repair unsafe 
products in the market
– Manufacturer must fix unsafe component
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Consumer Protection Laws



Copyright Goodheart-Willcox Co., Inc.  May not be posted to a publicly accessible website.

Section 3.1 Review
1. List the required elements of a legal contract.

Offer, consideration, acceptance, and intention of 
legal consequences.

2. Identify the types of laws and regulations that apply 
to every business, regardless of type or size.
Fair competition, e-commerce, business finance, 
and environmental protection laws and regulations.

3. Which governmental agency enforces federal laws 
regarding human health and the environment?
The Environmental Protection Agency (EPA).
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Section 3.1 Review
4. What personal characteristics does the EEOC use 

to define discrimination against a job applicant or 
employee?
It is illegal to discriminate against a job applicant or 
employee because of the person’s race, ethnicity, 
religion, gender, national origin, age, disability, or 
genetic information.

5. List the eight basic consumer rights that are stated 
in the Consumer Bill of Rights.
The right to safety, to be informed, to choose freely, 
to be heard, to satisfy basic needs, to redress, to 
consumer education, and to a healthy environment.
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Section 3.2
Ethics and Social 

Responsibility
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Objectives
• Explain how businesses encourage ethical 

behavior.
• Discuss the actions businesses take to promote 

social good.
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Key Terms

• morals
• code of ethics
• code of conduct
• confidentiality
• proprietary information
• trade secret

• false advertising
• social responsibility
• corporate social 

responsibility
• corporate culture
• philanthropy
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Essential Question
In what ways do businesses 
demonstrate ethics and social 
responsibility?
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Business Ethics
• Ethics are rules of behavior based on a group’s ideas

about what is right and wrong
• Business ethics are principles that help define 

appropriate behavior in a business setting
• Integrity is the honesty of a person’s actions
• Morals are an individual’s ideas of what is right and 

wrong
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Business Ethics
• Code of ethics is a document that dictates how 

business should be conducted
• May define specific issues as inappropriate, unethical, or 

illegal
• A code of conduct is typically a handbook that 

outlines expectations of employee behavior
• Applies when at work and when employees are 

representing the company outside the workplace
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Business Ethics
• Confidentiality means that specific information about

a company or its employees is never shared, except 
with those who have clearance to receive it
– Confidentiality agreements state that employees will not

share company information outside the company
• Proprietary information is any work created by 

company employees on the job that is  owned by that 
company
– May be called a trade secret because it is confidential 

information a company needs to keep private and 
protect from theft
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Business Ethics
• Marketing messages must be written according to the 

law
• False advertising is overstating the features and 

benefits of products or making false claims about 
them

• The Federal Trade Commission (FTC) enforces laws 
that uphold truth in advertising

• Misrepresenting information can result in lawsuits, lost
customers, or employees being dismissed
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Social Responsibility 
• Social responsibility is behaving with sensitivity to 

social, environmental, and economic issues
• Corporate social responsibility includes all the 

actions taken by a business to promote social good
• Corporate culture describes how the owners and 

employees of a company think, feel, and act as a 
business

• Philanthropy is promoting the welfare of others
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Section 3.2 Review
1. What are business ethics?

Business ethics are principles that help define 
appropriate behavior in a business setting.

2. List the questions that can be used to analyze if an 
action is ethical.
Is the action legal? Will the privacy and 
confidentiality of the company be protected? Who is 
affected by these actions? Is the information 
presented factual and honest?
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Section 3.2 Review
3. What is the purpose of a confidentiality agreement?

A confidentiality agreement typically states that the 
employee will not share any company information 
with those outside the company. Confidentiality 
agreements can also prevent former employees 
from working for a competitor for a specified length 
of time.

4. Which governmental agency enforces laws that 
uphold truth in advertising?
The Federal Trade Commission (FTC).
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Section 3.2 Review
5. Explain how businesses benefit from giving back to 

the community.
Giving back to the community creates goodwill for a 
business. Providing jobs for local people helps keep 
the community employment rate stable and 
strengthens the local economy


