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1 Introduction
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Every business story begins with people trying to work together. Sometimes it’s two friends starting a bakery out of a shared dream. Sometimes it’s a sprawling corporation with thousands of shareholders scattered across the world. In every case, the moment people decide to join forces for a shared economic purpose, the law steps quietly onto the stage. It shapes who has the power to act, who bears the risk when things go wrong, whose promises matter, and whose choices bind the rest of the group. Yet few people—students, lawyers, or business owners—ever stop to ask the deeper questions: What actually turns a simple handshake into a legal partnership? Why is a corporation treated as a person separate from the humans who built it? How can someone be responsible for a contract they never signed, or for a wrong they didn’t personally commit? Why are some business owners shielded from liability while others stand fully exposed? And what happens when someone misuses the very structure meant to protect them?

These questions are not just technical puzzles. They go to the heart of how we organize economic life. They reveal a world full of hidden assumptions—about authority, trust, responsibility, and fairness—that shapes nearly every transaction in modern society. This book is your guide to that world. It is designed to make these rules not only understandable, but genuinely interesting, alive with stories and examples that show how the law responds when ambition, conflict, cooperation, and risk collide.

The book is especially useful in three settings. First, it is designed as a complete study companion for the NextGen Uniform Bar Exam. The structure of the text mirrors the exam’s scope topic by topic, making it an ideal resource for bar preparation. It is equally well suited for preparing for a typical law school final exam in Business Associations. The goal is clarity: to present each doctrine in a way that makes exam questions feel less like riddles and more like logical extensions of ideas you already understand. Second, the book can serve as an accessible introduction at the beginning of a Business Associations course or even at the start of law school itself. Many students find the subject challenging because it introduces unfamiliar vocabulary and unfamiliar relationships all at once—agency, partnerships, corporations, fiduciary duties, derivative suits, and more. This book gives you a framework before you encounter the technical details, so that when you dive deeper in class, the terrain already feels familiar. And third, this book is written for people with no legal background at all. If you are simply curious about how businesses are structured, why liability works the way it does, how partnerships differ from corporations or LLCs, or why courts sometimes “pierce” the veil of limited liability, this text is meant for you. It assumes no prior training, uses clear explanations, and builds each concept step by step.

Whether you are studying for an exam, preparing for a semester, or reading out of personal interest, you will find that business law is not just a set of rules—it is a story about how people shape their economic relationships, and how the law helps those relationships succeed or falter. Each chapter invites you to explore the moments when trust is tested, when responsibility shifts, when authority expands or collapses, and when the law must step in to resolve confusion or conflict. As you move through the chapters, you will discover how the pieces fit together: how agency lays the foundation for authority, how vicarious liability assigns responsibility, how partnerships and corporations channel power, how fiduciary duties maintain integrity, how litigation enforces accountability, and how liability rules define the boundary between the individual and the enterprise.

The questions we start with—who can act, who must answer, who gets to decide, and who bears the cost—become clearer with each chapter. By the end of the book, you will not only understand the rules but see how they operate in real life, how they rise to meet predictable conflicts, and how they quietly guide the behavior of millions of businesses every day. The law of business associations may at first seem abstract, but it is in fact the legal infrastructure of cooperation. And once you understand it, the business world looks different: more structured, more logical, and more deeply shaped by human choices than it first appears.

Welcome to the study of business associations. Let’s begin.
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2 Agency and Authority
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Agency law begins with the idea that one person can act for another in a way that changes the world around them. This simple idea has shaped business, government, and daily life for centuries. It allows large organizations to function and lets ordinary people delegate important tasks. But it also creates danger, because when a principal hands authority to an agent, even in small ways, the principal may be bound by what the agent does. A thoughtless promise, a misleading title, or a careless silence can tie a principal to a contract or expose them to liability they never imagined. The stories in agency law are filled with agents who exceeded their instructions, principals who failed to protect themselves, and third parties who acted on appearances that later turned out to be false. Understanding how these stories unfold is essential for mastering agency law and recognizing how it controls so many interactions in business.

Creation of Agency Relationship

EVERY AGENCY RELATIONSHIP begins with three elements. First, the principal must manifest that the agent will act on the principal’s behalf. Second, the agent must accept the assignment. Third, the principal must have the right to control the agent’s actions. These elements do not require formal documents or official titles. They can arise from a handshake, a casual arrangement, or a role someone steps into without realizing the consequences. What matters is the meeting of minds between principal and agent and the presence of control. Control is the heart of agency. If the principal cannot direct the agent’s actions, then the relationship is not an agency relationship, no matter how close the parties may be.

Sometimes agencies arise from unexpected places. A professor teaching a business organizations class does not create an agency relationship with her students because she does not authorize them to act on her behalf and they do not agree to do so. When that same professor hires a student as a research assistant, the analysis changes, but only slightly. In most universities, the research assistant is an employee of the institution, not of the professor. This means both the professor and the assistant are agents of the university. In that situation, the professor remains a superior co-agent with the right to direct the assistant’s work, while the student is a subordinate co-agent. But neither acts as the principal of the other, because the university, not the professor, created the employment relationship.

In business settings, creation of agency is often clearer. When a company hires a salesperson, appoints a manager, or designates someone to represent it at a closing, those roles are usually accompanied by authority. Even so, courts do not look at the title alone. They look for manifestations from the principal and acceptance by the agent. This requirement ensures that agency cannot be created accidentally in situations where the parties have no intention of creating a binding relationship. At the same time, courts understand that manifestations can be subtle, and acceptance can be implied through behavior. It is this flexibility that allows agency law to fit so many situations.

Authority of the Agent to Bind the Principal

ONCE AN AGENCY RELATIONSHIP exists, the next question is the scope of the agent’s authority. Authority determines when a principal is bound to a contract or legal obligation created by the agent. The law divides authority into two main categories: actual authority and apparent authority. Actual authority focuses on what the principal actually gave the agent, while apparent authority focuses on what third parties reasonably believe the agent possesses based on the principal’s conduct.

Actual Authority

ACTUAL AUTHORITY ARISES from the exchanges between the principal and the agent. It exists when the principal tells the agent what they may do, either directly or implicitly. Express actual authority occurs when the principal uses words giving the agent permission to act. If a landscaping company owner tells an employee, “Go to the nursery and buy plants for the Johnson job,” that is express authority. Implied actual authority arises from what is reasonably necessary to carry out the assigned task. If the same employee must charge the plants to the company’s account or arrange transportation to deliver them, those actions may fall within implied authority.

Actual authority can be broad or narrow. It can be revoked, limited, or expanded at any time by the principal. In Elting v. Elting, the partners had adopted a partnership agreement that placed limits on their actual authority. One partner, Kerwin, entered into risky commodity contracts that caused losses of more than two million dollars. The other partners argued he lacked actual authority because the partnership agreement required majority approval for such transactions. The court agreed that he lacked actual authority. This illustrates how internal agreements and instructions define the actual authority of agents, especially in the partnership context, where each partner is otherwise presumed to have authority in the ordinary course of business. Actual authority depends on the principal’s manifestations, and here those manifestations were found in the partnership agreement itself.

Apparent Authority

APPARENT AUTHORITY focuses on what third parties reasonably believe. A principal may be bound by an agent’s actions even when the agent had no actual authority, if the principal made manifestations that caused the third party to believe the agent was authorized. In other words, the appearance of authority can become as powerful as authority itself. This doctrine reflects fairness toward third parties who act in reliance on the principal’s conduct.

In H.H. Taylor v. Ramsay–Gerding Construction, a ChemRex territory manager visited a construction site, spoke with customers, and discussed warranty information. ChemRex gave him the title “territory manager,” allowed him to process warranties, and placed him in direct contact with customers. When he promised that a stucco system was “bulletproof” and carried a five-year warranty, he exceeded his actual authority. But the court found that he had apparent authority, because ChemRex’s own actions created the reasonable belief that he could speak about warranties. The company had clothed him with the appearance of authority. Because the customer relied on that appearance, ChemRex became bound to the promise even though it had never approved such a warranty.

A more down-to-earth example appears in the hypotheticals involving Scissorhands Landscaping. When Ryder, a new employee, arrived at a nursery driving a truck painted with “Scissorhands Landscaping,” the nursery reasonably believed she had authority to charge plants to the company account. The employer had told her she was not authorized to charge anything, but the company’s own manifestation—the branded truck—created the appearance of authority. Even though Ryder lacked actual authority, the company could still be bound. This illustrates how apparent authority can arise when a principal creates circumstances that cause others to believe the agent is authorized.

Apparent authority can also vanish. If a principal clearly notifies third parties that an agent lacks authority, or if the third party knows of the limitation, then apparent authority cannot exist. In one variation of the Scissorhands hypothetical, the nursery called to ask whether Ryder had authority to charge items. Scissorhands listened to the voicemail but failed to return the call. This silence raised the issue of estoppel, a related doctrine, but also showed how apparent authority can persist when the principal does not clarify the limits on an agent’s power. When the principal fails to act in the face of uncertainty, the law may protect third parties who rely on what they see.

Fiduciary Duties of Agents to Principals

AGENCY LAW IS NOT ONLY about the power agents hold. It is also about the responsibilities that come with that power. Agents owe fiduciary duties to their principals. These duties ensure that agents act in the principal’s interests rather than their own and that they use the authority given to them in a trustworthy and responsible manner. Two main fiduciary duties dominate this area: the duty of care and the duty of loyalty.

Duty of Care

THE DUTY OF CARE REQUIRES an agent to act with the reasonable skill, competence, and diligence that a prudent agent would use in similar circumstances. This duty requires agents to perform their tasks carefully, avoid reckless behavior, and take reasonable steps to protect the principal’s interests. If an agent is hired because of a special skill or expertise, that higher standard becomes part of the duty of care.

In business relationships, the duty of care often appears when an agent fails to investigate important facts or proceeds with a transaction without adequate attention. For example, in Elting v. Elting, the court noted that partners should more carefully monitor partnership activities, especially when a partner engages in complex or risky transactions. Although the case turned on authority rather than breach of duty, the court’s comments reflected the ongoing expectation that agents must act with reasonable diligence in business operations.

Duty of Loyalty

THE DUTY OF LOYALTY is far more dramatic. It requires the agent to put the principal’s interests above their own in matters connected to the agency. Agents must not compete with their principals, must not use the principal’s property or information for personal benefit, and must disclose relevant information. Any secret profit or hidden opportunity can violate this duty.

The story of Foodcomm International v. Barry shows how seriously the law takes loyalty. Two senior sales representatives at Foodcomm began planning a competing business while still employed by Foodcomm. They contacted one of Foodcomm’s customers and asked whether the customer would shift its business to their new company. They even used Foodcomm’s computers and devices to prepare the new business plan. Only after securing the customer’s interest did they resign from Foodcomm. The court held that they had breached the duty of loyalty. The key point was that agents must terminate the agency relationship before pursuing competing opportunities. So long as they remain agents, their loyalty must remain with the principal. The law does not forbid dreaming about a new business, but it does forbid building one with the principal’s resources or customer list while still employed.

The duty of loyalty appears in smaller ways as well. When Ryder, in the Scissorhands scenario, charged items knowing she lacked authorization, she violated the duty of loyalty by intentionally misleading the nursery and exposing her employer to risk. Even though the legal question there involved apparent authority, her behavior illustrated how easily the duty of loyalty can be breached when an agent prioritizes convenience or personal goals over the principal’s interests.

Agent’s Duties to Third Parties

AGENTS DO NOT OWE DUTIES only to principals. They also owe duties to third parties who deal with them. One major duty is the warranty of authority. When an agent enters into a contract on behalf of a principal, the agent implicitly promises that they have authority to do so. If this turns out to be false, the agent may be personally liable for the resulting damages.

The agent’s liability to third parties depends heavily on whether the principal is disclosed, partially disclosed, or undisclosed. When the principal is disclosed, meaning the third party knows both that the agent is acting for a principal and who that principal is, the agent usually has no personal liability on the contract. The third party expects the principal to perform. When the principal is partially disclosed, meaning the third party knows the agent is acting for a principal but does not know the principal’s identity, both the principal and the agent may be liable. When the principal is undisclosed, meaning the third party does not even know a principal exists, the agent is liable in addition to the principal. These distinctions protect third parties who bargain in good faith and rely on the identity of the other party to the contract.

For example, if a salesperson signs a contract without telling the customer that they are acting for a company, the customer may hold the salesperson personally liable. If the salesperson acts for an undisclosed principal and lacks actual authority, they also breach the warranty of authority. The law uses these doctrines to balance fairness to third
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