
ROLEOFPROFITINBUSINESS

TheRolesandImportanceofProfitinBusinessareasfollows:

Profitisarewardforrisk-takeninthebusiness.Businessisthewealth-creating

institutionofsociety.Everybusinessoperatesinordertoearnprofit.Themaingoalofa

businessismakingprofit.Abusinessmayhaveothergoalsbutiftheydonotmake

profitthentheywillhavetoendthebusiness.

Theimportanceofprofitcanbeexplainedwiththehelpoffollowingpoints:

1.Employmentgeneration:

Profitsleadtoaninducementtoinvestaswellastoinnovate.Astheentrepreneur

beginstoforecastmoreprofitsheundertakesmoreinvestmentwhichinturncreates

moreemployment.Thiswillgeneratemoreincomeswhichinturn,willcreatemore

demandforthegoodsinthemarket.

2.Profitisessentialforthesurvivalofbusiness:

Profitisnecessaryforthesurvivalandgrowthofbusinessenterprise.Ifthebusiness

doesnotmakeenoughprofititwillnotsurviveinthegrowingcompetitiveworld.Profit

meanssurvival.Itenablesthebusinesstogrow,helpsemployeemotivation,eases

negotiationswithbanks,attractsinvestors,andgivesclientsandcustomersa

confidenceinbusiness.Allthataddsuptosuccess.

3.Rewardforrisktaken:

Profitisarewardforrisktakeninthebusiness.Itisareturnoninvestment.Business

expectshighestprofitastheyexpectreturnontheirinvestment.Afirm investsmoney

withtheexpectationofhigherreturnsontheirinvestment.Theshareholdersexpect

higherreturnsintheform ofdividend.Banksandfinancialinstitutionsexpectbetterrate

ofinterestontheloangiventothebusinessenterprise.



4.Profitisanindicatorofefficiency:

Profitisayardstickthatteststheefficiencyofthebusinessfirm.Thesuccessofthe

businesscanbejudgedbytheextentofprofitearningcapacity.

5.Reservestomeetfuturecontingencies:

Profitcanbeusedtomeetfuturecontingencies.Thebusinessissubjecttomanyrisk

anduncertaintiessuchaschangingcustomerpreferences,increasingcompetition,

changinggovernmentpoliciesetc.Insuchcasesprofitisusedtomeetthose

unfavorablebusinessdifficulties.

6.Increasesvolumeofbusiness:

Retentionofprofitistheinternalsourceoffunds.Thisprofitcanbeusedforincreasing

thevolumeofbusinessthroughexpansionanddiversification.Theportionofprofitisre

-investedinthebusinessforfurtherdevelopment.


