
CDB Section 10 – Business Law 

Now let's talk business law. We're in the CDB section 10, let's talk about the objectives. Number 
one, recognize the elements, requirements and limitations of contracts. Number two, to name 
the different liabilities for each entity type and regulations placed upon you as a bookkeeping 
professional. Number three, identify what agents you should recommend for various business 
issues. And then understand the Sarbanes-Oxley Act of 2002, what it regulates and why it was 
enacted. Although typically it doesn't apply to us, we're still going to cover that because there 
are things that we butt up against sometimes that's written up in that act right there. 

Now let's first talk about elements of a contract. Again, I know this stuff isn't all that sexy, but 
it's stuff that we need to know. So, the offer is the number one thing, this is a promise in 
exchange for performance by the other party. It can be for an exchange of goods or services 
instead of money. Example could be the section where you outline how much the client will pay 
you inside of your engagement letter. The second part of it is an acceptance. This is the 
unconditional agreement to the terms of the contract. An example here is the section where 
the client gives you his or her signature on the engagement letter, that's indication of 
acceptance. Then consideration, that would be the goods or services, the performance, what's 
actually going to happen, promised as an exchange for value. And so, this is an example going 
back to the engagement letter is the section where you outline the scope of the services that 
you're going to provide to them. 

Continuing on with elements of a contract. Number four, mutuality of obligation. Both parties 
must comply with their part of the offer or the contract will be invalid. As an example, going 
back, the section where you explained that you will not complete the work if your request for 
documents and or resources are not fulfilled by the client as it relates to the engagement letter. 
Competency and capacity, neither party can be minors or incapacitated, intoxicated when 
agreeing to the contract for it to be valid. So that's very important right there. And if you ever 
watched My Name is Earl, you know he could have gotten out of that marriage if he had just... 
Anyway, that's a show that I'm on. Sorry about that. 

Written instrument, only required if the contract is an explicit one and needs to be easily 
enforced, so there are such thing as legally enforceable verbal contracts. This is not meant to 
make you Matlock or an attorney or anything like that, although I did watch a lot of those 
episodes. It's just meant to give you an exposure and an overview so that you know certain 
things as it relates to what it is that we do. All agreements for bookkeeping services need to use 
a written instrument, namely the engagement letter. Those are the six elements of a contract. 

Now let's talk about liabilities. So, we're going to talk about it from the framework of different 
types of entities. For a sole proprietor, the personal assets, the misuse of company funds, loss 
from fraud, those are all up for grabs. So, if I'm a sole proprietor and I commit fraud, or let's say 
that I just make an error, then all my assets are up for grabs right there. Limited liability 
company, misuse of company funds, loss from fraud. S-corporation, shareholders' investments, 
misuse of company funds, loss from fraud. 
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These are different partnerships... These are different vulnerabilities and liabilities to each type 
of entity, partnership. General liability, same liabilities as a sole proprietor. Everything is up for 
grabs. Limited, same liabilities as a limited liability company for the limited members, but for 
the general members then there is unlimited liability. Again, this is something that when 
entities are formed, we need to assess all this stuff, your client needs to assess all this stuff with 
a qualified attorney. Not something that we need to be doing. The big thing here is that we go, 
oh you want to form a new entity? You need to go speak to an attorney because there are 
different tax implications, which we talked about. There are different liability implications. 
That's what we need to know when we talk about agents and recommending people. It's 
important that you're able... Your ears to perk up so that you know to refer them over to a 
qualified professional. 

Now let's talk about some regulations. We have bankruptcy and insolvency. Obviously bad 
words that we don't want to talk about, but it could be there. If your client needs to file for 
bankruptcy or thinks that he or she does, you need to recommend that they seek the advice of 
a business attorney, one that knows specifically about bankruptcy. These are great referral 
partners. Unfortunately, you may have to refer somebody over to them. You may not be an 
examiner for their case as it relates to bankruptcy. Audit, don't use that term ever, ever, ever. 
Never, ever, ever. Unless you're CPA licensed to perform audits and you're talking about that 
specific audit, which you are probably not on here if that's the case. Strick that word from your 
verbal dictionary. Accountant, you can only use that term if you have an accounting degree or 
you're a CPA. Every state is a little bit different on that, so be careful. You cannot use 
accountant unless you are a certified public accountant. In some states, a public accountant. 
The reports that you prepare, you as the professional bookkeeper, they are for internal 
management purposes only and need to reflect that. 

Now let's talk about agents. These are other people, things, entities that you would refer to. 
One of them being a CPA. This would be helpful for complex matters, whether that be tax or 
maybe your client needs an audit. Maybe they need IRS representation. That might be the 
person that you go to. Maybe they're purchasing an existing business. A CPA is regulated on a 
state level. There are certain national protocols and such, but those are all licensed by an 
individual state, not by a national body. 

And then there's an enrolled agent. These individuals, these agents are helpful for tax questions 
on the federal level and for non-complex tax filings. Although some EAs I know do complex tax 
filings, but just know that these are licensed; they're regulated and licensed by the Internal 
Revenue Service. There's a database of all of them that you can check to verify that they're 
actually accurate as well as for CPAs. And then finally, a business attorney that we mentioned 
earlier when we were talking about the B word. This is helpful for changing an entity type, 
setting up an entity, purchasing a business, starting a business, creating contracts, reviewing 
contracts, looking at engagement letters. The list goes on and on. 

And finally, let's round up this section talking about the old Sarbanes-Oxley Act of 2002, which 
was created as a result of all the stuff that surrounded the financial crisis of 2000, 1999, 2001. I 
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don't know why I skipped over the years like that, but Enron and WorldCom and all those fun 
places. So, what is it? It detects and prevents corporate fraud. That's the main purpose of this. 
Again, it mainly applies to public companies. It protects whistle blowers, so if I see something 
bad happening, the terms of their employment cannot be changed. Corporations cannot 
reprimand, blacklist or fire them because they blew the whistle and said, "Hey, you can't be 
doing that sort of stuff." It prevents executives from taking company loans. A CEO is held 
responsible for the financial statements regardless of who creates them. Again, this is for 
publicly traded companies. This does not mean that for your privately held entities. It enforces 
standards on corporation audits. Auditors are now regulated and licensed through the Public 
Company Accounting Oversight Board, PCAOB or something like that is what the acronym is for 
that, but I'm glad that I forgot it. 

All right, now let's talk about the business law test. We're going to prepare, understand the 
contracts agents and entity liabilities. Take a look at the Sarbanes-Oxley Act of 2002 and 
bookkeeping regulations. There's going to be some true false, mostly recall level and a few 
application-level types of questions. This is business law. You're on the next to last one. Go take 
that test and let's have a celebratory party. I guess there's no other kind of party, right? But 
let's get this one done and go to the next section. I'll see you there. 
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