
Agency Authority and Termination 

Chapter 14 
 

Section 14.1 Duties and Liability in Agency Relationships 
 
What You’ll Learn 

 Identify the duties of agents to principals 

 Identify the duties of principals to agents 

 Describe the nature of contract liability in agency law 

 Explain the doctrine of respondeat superior in relation to tort liability 
 
Understanding the duties and liability of agents and principals will help you in the world of work 
 
Key Terms 

 Fiduciary relationship 

 Double representation 

 Self-dealing 

 Compensation 

 Reimbursement 

 Indemnification 

 Respondeat superior 

 Nondelegable duty 
Academic Vocabulary 

 Loyal 

 Adhere 

 Cooperation 
 
An                      relationship is a fiduciary relationship.  
 

A fiduciary relationship is a relationship based on                              . 
 

An Agent                              a principal five fiduciary duties: 
1. Obedience 

2. Good faith 

3. Loyalty 

4. Accounting 

5. judgement 

  
Obedience means an agent must                      a principal’s                 
instructions. 
An agent is               obligated to follow illegal or                    instructions, 
such as lying for a principal. 
  



Good                     means an agent must deal                     with 
other parties and not seek personal gain or commit fraud.  
  
Loyalty means agents must not work for one of the principal’s                    or make 
deals that benefit                           .  
  
Agents have a                     to account for a principal’s                 and 
keep it safe. 
If an agent                      his or her own personal money with the principal’s 
money, the entire amount                          goes to the principal. 
  
Agents have a duty to use                        judgment in                   a 
principal. 
Agents are not held liable, however, for honest                     if they have 
performed to the                    of their ability. 
  
A principal owes an agent four duties: 

 compensation 

 reimbursement 

 indemnification 

 cooperation 

  
Compensation is                         pay for a job. 
A principal must pay an agent the amount                      in a contract. If no 
amount is stated, the principal must pay the agent a                           amount. 
  
Reimbursement means the principal must pay the agent for                     money 
the agent spent on behalf of the principal, such as transportation                     . 
  
Indemnification means the principal must pay the agent for any                    the 
agent suffered on behalf of the principal, such as                      to equipment. 
  
Cooperation means a principal has an                  not to interfere with an agent and 
make it difficult or                              for an agent to carry out his or her 
duties. 
  
People are usually held                      for their                       
actions.  
When an agent acts on                           of a principal, however, it is as if the 
principal has                              .  
 
 Thus, if an agent causes any                        or injury while working for a 
principal, the                            is held liable. 



If the agent, however, acted                        his or her authority, the agent is held 
liable. 
 
                 is liable for an                       depends on two questions:   

 Are the                     in a principal-agent or proprietor-independent 
contractor relationship? 

 Does the liability concern a                    matter or a tort? 
 
 
To determine the relationship they may ask the following questions: 

 Does the hiring person make available the                    for the worker? 

 Is the worker paid                     ? 

 Is the worker employed only by the                          person? 

 Is the                         of the worker the same as the business of the 
hiring person? 

 Does the hiring person have the                        to hire or fire others 
workers? 

 Does the hiring person supervise the tasks of the worker? 

 Is                             skill needed to do the worker’s job? 
 

Contractual Liability of Principals 

 “stand in the                          of the principal” 

 Principals liable for proven injuries in contractual disputes 
 

 
Contractual Liability of Agents 

                           situations can occur in which an agent becomes liable for 
an injury to a third party.  

o The agent has made an agreement or performed tasks beyond his or her              
to do so.  

o The principal is a minor or does not have the capacity to sign a contract, yet the 
agent has not                      this fact to the third party.  

o The principal is undisclosed, and the third party cannot                     
the principal 

 
Contractual Liability of Independent Contractors 

 Independent contractors are                              agents 

 Have no                                to make agreements or conduct business  
 

 
Tort Liability of Principals 

 Vicarious Liability 

 Master-servant relationship 



 Agent acting on                                 of principal 
  

According to the legal doctrine of respondeat superior, a master (principal) is                   
for the wrongful acts of his or her servant (agent). 
14.1 Wrap Up: 

1. A relationship based on trust is called a: 

a. mutual relationship 

b. platonic relationship 

c. fiduciary relationship 

d. convenient relationship 

2. An agent can work for two competing principals at the same time. 

True or False 

3. The legal doctrine that holds a principal liable for the wrongful acts of an agent is: 

a. caveat emptor 

b.  e pluribus unum 

c.  respondeat superior 

d.  quid pro quo 

4. When an agent acts on behalf of a principal, it is as if the principal has acted. 

True or False 

5. What is a fiduciary relationship? 

6. What is the difference between reimbursement and indemnification? 

7. What is the difference between negligent hiring and negligent retention? 

 

 

Section 14.2 Termination of Agency Relationships 
 
What You’ll Learn 

 Determine when an agency relationship is terminated by operation of law 

 Explain when an agency relationship is terminated by act of the parties 

 Identify the individuals who are entitled to notice that an agency relationship has ended 
 
You need to know when an agency relationship ends so you know when your rights and duties 

end 
 
Key Terms 



 Actual notice 

 Notice by publication 
 
 

Academic Vocabulary 

 Benefit 

 Mutual 

 Irrevocable 
 
If an agency relationship is contractual, it can be terminated in the same                 
ways as any contractual relationship: 

 by operation of law 

 by the acts of the parties 

 
A court may legally end an                      relationship for several reasons:  

 the                            of the agent or principal 

 the bankruptcy of the principal 

                               of performance 

 the agent’s objective becomes illegal 

An agency relationship may                          by acts of the parties for several 
reasons: 

                        of performance 

 mutual agreement 

 the agent                            from the agency 

 the principle discharges the agent 

 
An agent can withdraw (quit) and a principal can discharge (fire) an agent at any time as long as 
it does not                              any contractual agreements. 
 
When an agency ends, the principal must                         third parties who have 
done business with the principal through the agent that it has ended.  
 
The                            can notify third parties in two ways: 

 actual notice 

 notice by publication 

 
Actual notice is formal notice given directly to third parties, usually by                     
mail.   
 

Notice by publication is notice given to the general public, usually by publication in a        .  
 
14.2 Wrap Up 
1. A court may legally end an agency relationship due to: 

a) mutual agreement of the parties 



b) withdrawal of the agent 
c) discharge of the agent 
d) impossibility of the performance 

 
2. The death of a principal does not end an agency relationship: 

True or False 
 
3. If the purpose of an agency becomes illegal, the agency is ended: 

True or False 
 
4. Agency relationships can only end when the parties have fully carried out their duties: 

True or False 
 
5. What are the two ways an agency relationship can be terminated? 

6. When is an agency relationship terminated by an act of the parties? 

7. What parties are entitled to notice that an agency has ended? 

 


