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In This Unit 
You Will Find:

On the Job The federal 
government has passed a 
number of laws to protect 
employees. What kinds 
of protection are workers 
guaranteed?
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Ask

Employment Guide

As you read this unit, use this checklist to 
prepare for the unit project:

 ✓ List the laws, legislation, and acts governing 
employers and employees.

 ✓ Differentiate between federal and state labor 
laws.

 ✓ Compare advantages and disadvantages of 
each.

 ✓ Explain how laws protect employees as well 
as employers from possible litigation.

 ✓ Determine appropriate employment forms 
needed for employees to sign.

Legal Portfolio When you complete the Unit 
Thematic project, you will have created a guide of 
federal and your state’s employment laws to add 
to your portfolio.

Thematic Project Preview

Find Unit 5 study tools such as Graphic Organizers, Academic 
Skills Review, and Practice Tests at glencoe.com.

 7T001h477te Law at 
Work
In this project, you will explore 
your legal rights and responsi-
bilities in the workplace. Log on 
to glencoe.com to review the 
types of laws and information 
available. Then, continue work-
ing on your WebQuest as you 

Saving for Your Retirement

Q: I am still in high school. Why should I think about saving for retirement now?

A: The fact is, retirement always seems far off and many people never start saving 
for it, even when they get close to retirement. The amount most people receive 
in Social Security benefi ts when they retire is usually not enough to live on 
comfortably. Many companies do not offer pension plans. So, it is wise to save 
money in a retirement account. The sooner you start, the better. Suppose that 
at the age of 35 you start putting $150 per month into a retirement account 
that pays an annual interest rate of 8 percent. By the time you retire at age 65, 
you will have about $225,000 in your account. Now suppose you start putting 
the same amount of money into the same account at age 25, ten years sooner. 
By the time you retire at age 65, you will have over $525,000 in the account, or 
more than $300,000 extra.

 Language Arts/Reading Standard & Poor’s is one of the world’s main 
providers of credit ratings and fi nancial-market indices. Go to glencoe.com 
and read more about investing in retirement accounts.
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Suing Is Such Sweet Revenge
By Peter Burrows

Some in Silicon Valley can hardly contain their glee 
over the possibility of getting payback against the 
king of shareholder lawsuits. A federal probe involving 
the law fi rm Milberg Weiss Bershad & Schulman may 
ultimately pull in William Lerach, a onetime partner 
who left a year ago to start his own fi rm. No charges 
have been levied against Milberg Weiss or Lerach, but 
on June 23 Seymour Lazar, a plaintiff on multiple cases 
brought by the fi rm, was indicted by a grand jury.

The indictment, which does not mention Milberg 
Weiss or Lerach, alleges that Lazar was improperly 
paid for working with an undisclosed fi rm so it could 
quickly fi le suits. Many of the cases cited were brought 
in California courts, which were typically handled 
by Lerach’s San Diego operation. Given Lerach’s 
controversial reputation, many think he must be a key 
focus of the probe. Says one securities lawyer: “He’s a 
high-profi le guy, and he has made a lot of enemies.”

Effi cient critical reading involves being 
fl exible with speed and comprehension. There are 
several ways of reading critically, and you need to fi t a 
reading style to your needs and to the material.

Go to glencoe.com for Flex Your Reading 
activities, more information on reading strategies for 
this chapter, and guided practice in reading about 
agency contracts.

Agency and 
Employment  

13
News
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Types of Agents A store manager is a general agent, and a salesperson is a special 
agent. What is general rather than special about a general agent?
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Contracts

glencoe.com

13.1 The Agency Relationship

◆ Defi ne agency and 
explain the nature of an 
agency relationship.

◆ Explain the difference 
between an agent and a 
principal.

◆ Distinguish between 
an agent and an 
independent contractor.

◆ List the ways agency 
relationships are created.

What You’ll Learn

You need to know your rights 
and responsibilities as an 
agent if you are ever hired to 
represent someone.

Why It’s Important

Reading and completing 
the activities in this section 
will help you practice the 
following academic standards:

Social Studies (NCSS 5) 
Study interactions among 
individuals, groups, and 
institutions.

English Language Arts 
(NCTE 8) Use a variety 
of technological and 
information resources to 
gather and synthesize 
information and to 
create and communicate 
knowledge.

Academic Standards

Focus on Ideas
An agent is a person who represents someone else in business.

Before You Read
Connect Name some situations in which you were paid to do 
specifi c tasks, such as running errands, in place of someone else.

Take Notes
Create a graph like the 
one shown and use it 
to take notes as you 
read this section. Go 
to glencoe.com to fi nd 
graphic organizers and 
tips on how to improve 
your note-taking skills. 

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

• genuine • conduct • gratuitous

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• agency
• principal
• agent

• third party
• independent contractor
• agency by estoppel

Agencies Created 
by Operation of 

Law

glencoe.com

Agency by
Estoppel
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Understanding the Agency Relationship 
How many people are involved in a work relationship?

The concept of agency is an important legal foundation in the 
work world. You can be in an agency relationship whether you 
work for a company or for yourself. Agency refers to a type 
of working relationship in which one person represents 
another person in a business transaction with a third 
party. The agency relationship involves three parties:

• The principal is the person who authorizes someone 
to represent his or her interests.

• The agent is the person who has been authorized to 
do the work.

• The third party is the person with whom the agent 
does business on behalf of the principal.

Agents can sign business deals, make contracts, and perform 
many other business tasks for the principal. An agency relationship 
underlies many employer-employee situations. The cashiers at a 
supermarket are agents for their store. Salespeople in a department 
store are agents. So is a literary agent representing an author to a 
publishing company. Whether a worker is actually called an agent 
does not matter. What counts in deciding if there is an agency 
relationship are the functions people play as principals, agents, or 
third parties. 

Types of Work Relationships 
Is a lawyer a type of agent?

Principal-Agent Relationship
The principal-agent relationship is a genuine agency rela tion-

ship. The party who needs help is the principal; the party who 
provides help is the agent. Legally, agents are different from other 
types of representatives because agents can conduct business on 
behalf of a principal. When an agent acts for a principal, it is as if 
the principal has acted. Some agents, but not all, are employees. A 
real estate broker is an agent who represents a party in a contract 
involving the transfer of real property. Real estate brokers are 
agents, but they are not generally considered employees.

Not every job involves an agency relationship. There are other 
types of work relationships recognized by the law. The legal dif-
ferences between these are especially important in determining 
which party has liability when there are errors, accidents, or 
contract disputes. 

Proprietor-Independent Contractor Relationship
A proprietor is a person who hires someone to perform a task. 

An independent contractor works for a proprietor to 
perform a particular task using his or her own tools 
and deciding the best way to do the job. Proprietors and 

Vocabulary You can find 
vocabulary definitions in the Key 
Terms glossary and Academic 
Vocabulary glossary in the back of 
this book.

As You Read
Predict What does an 
agent do?
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independent contractors can be either a single individual or an 
entire company. Plumbers, gardeners, electricians, accountants, 
lawyers, designers, architects, and personal trainers are often 
independent contractors.

The proprietor-independent contractor relationship is not 
legally the same as a principal-agent relationship. The proprietor 
has no control over the independent contractor. The independent 
contractor also cannot sign contracts or handle business transac-
tions for the proprietor unless expressly authorized to do so, in 
which case the independent contractor can also be an agent for 
the proprietor.

Master-Servant Relationship
The terms master and servant are legal terms used to describe a 

type of work relationship. A master is a person who has the right 
to control the conduct of another person. The person who is 
performing the task for the master is a servant. Many employer-
employee relationships are legally considered to be master-servant 
relationships when the employer has a high degree of control 
over the employee’s time, place of work, tools and methods used, 
and output results. However, if a servant has authority to conduct 
business for the master, the servant can also be considered an agent 
for those tasks.

Bailees and Trustees
These are two special types of relationships that are discussed 

in depth elsewhere in this book. A bailee is a person who holds 
the personal property of another for a certain purpose (see 
Section 8.2). A trustee is an individual who manages a trust (see 
Section 21.2).

Agent: n One who is 
authorized to act in place of 
another. From Latin agere = 
to drive, lead, act, do.
Principal: n A person who 
has controlling authority. 
From Latin principalis = fi rst 
in importance.

Vocabulary Builder Review 
the defi nitions above, and 
fi nd three synonyms for 
the word agent and three 
synonyms for the word 
principal.

Look It Up! Check defi nitions 
in Black’s Law Dictionary or 
an online glossary. For direct 
links, go to glencoe.com to fi nd 
more vocabulary resources.

 Independent Contractors  
An independent contractor works 
for but is not an agent for a prin-
cipal. What makes an inde pendent 
contractor independent, as 
opposed to an agent?
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Creating an Agency Relationship 
Can a minor be a principal or an agent?

Agency relationships are usually formed when a principal 
and an agent agree to the arrangement. Agreement makes
the relationship consensual, meaning either party is free to 
terminate it at any time. However, if the arrangement involves 
the principal paying the agent, the agreement is contractual. 
Having a contract may prevent or limit one of the parties 
from terminating early, despite the consensual nature of 
the agreement. 

The agency agreement can be oral or written. However, under 
the Equal Dignity Rule, if contracts made by the agent to third 
parties must be in writing, then the contract that creates the agency 
relationship must also be in writing. 

Agreements Requiring Licensed Agents
Sometimes an agent represents a principal for free. This is 

called a gratuitous agent. The consensual arrangement in this 
case is not a contract and the agent can terminate at any time. 
While nearly anyone can act as a principal, all states regulate 
certain professions of agents. Lawyers, stock brokers, insurance 
agents, auctioneers, and real estate brokers must pass an 
examination and be licensed in their state before they can 
serve as agents.

Agreements Involving Minors
Even a minor can be a principal or an agent in a contractual 

agency agreement. However, because minors do not have 
contractual capacity, two situations can arise:

• A minor principal who has an adult agent—The agent may 
be liable if an injury, error, or breach of contract results 
unless the third party has been informed that the principal 
is a minor and the party still agrees to the contract.

• A minor agent representing an adult principal—A principal 
must uphold a contract made by a minor, unless it can be 
shown that the minor lacked capacity to understand the 
transaction.

 Example Jason Bently, a 17-year old, invented a software game 
and hired Sam Lacey to represent him. Lacey sold the game to 
a small publisher but neglected to tell them that Bently was a 
minor. Bently did not like the contract and refused to accept it. 
Lacey is now liable for the $1,000 the company already spent in 
designing the packaging for the game.  

Agencies Created by Operation of Law 
In certain situations, an agency relationship may be created 

automati cally by law even though the principal and agent did not 
consensually agree in advance.

Reading Check  
Explain When must a 
contract creating an agency 
relationship be in writing?
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Agency by Estoppel Sometimes a principal, through words 
or actions, may unintentionally lead a third party to believe that 
someone has authority to act as an agent on his or her behalf, 
when the person does not. Agency by estoppel is when the 
principal’s actions lead the third party to believe that the 
agent is working for the principal. When estoppel occurs, 
the law prevents the principal from denying that the person was a 
nonagent. The principal is still liable for the agent’s actions.

Example Phil Tumbry told Terry Jankura to come to his jewelry store at 
8 p.m. where someone would help her buy a ring on sale. How ever, 
Phil left his store early for a family emergency. He asked his acquain-
tance, Axel, to keep an eye on the store. Terry arrived at 8 p.m. and 
assumed that Axel was an employee. She picked out a ring and paid 
Axel $1,000. The next day, Phil called Terry and said her ring was not 
on sale and cost $500 more. Terry refused to pay it. She is within her 
rights because Phil created an agency by estoppel with Axel. 

Critical Thinking: Does the UAE law benefit the agent in the UAE too much?

When foreign companies wish to conduct busi-
ness in the United Arab Emirates (UAE), there 

are two possible ways they can do this. First, the 
company can incorporate a new company in the 
UAE or open an offi ce in the UAE. The second way 
to conduct business is by using a commercial agent.

If the foreign company chooses to use a commer-
cial agent, it must follow the law as set forth in 
the UAE Commercial Agencies Law. There are six 
main requirements under the law:

1 The agents must be nationals (citizens) of the 
UAE or companies that are wholly-owned by UAE 
nationals.

2 Both the agent and the agency agreement must be 
registered with the UAE Ministry of Economy and 
Commerce.

3 An agent must be given its own territory that 
consists of at least one emirate (state) within the 
country.

4 Agents are normally paid for any sales that occur 
in their territory whether or not they made the 
sales themselves.

5 An agent can bar the products of the company 
with which he has a distribution agreement from 
being imported if the agent is not the exclusive 
importer and distributor for that company.

6 If the agent and agency agreement are properly 
registered, the agency relationship cannot be 
ended without just cause.

In the case that an agency relationship is ended 
without just cause, or if the foreign company 
fails to renew the agency relationship, then the 
agent is en titled to compensation. Further, the 
foreign company may not be able to appoint a 
replacement agent.

Across Cultures: UAE Courts
The UAE comprise seven independent emirates under a 
federal government. There is a federal court system, but 
it only has jurisdiction over fi ve of the seven emirates. In 
each emirate there is a unique system of secular and 
Islamic courts.

 Commercial Agents in the United Arab Emirates 
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Agency by Ratifi cation Sometimes a person performs a task 
he or she was not authorized by the principal to do, such as a 
stock clerk signing for a delivery. Sometimes an agent who has the 
authority to negotiate one type of contract oversteps that authority 
and negotiates another type of contract. In such cases, the principal 
for whom the agent claimed to act may either ignore the action 
or ratify it. An act is said to be ratifi ed when a principal approves 
or accepts an agent’s unauthorized act after the fact. The principal 
becomes bound as though the agent had authority to act. If the 
principal does not ratify the act, however, the would-be agent could 
be held liable to the third party.

To ratify the act, the principal must meet certain conditions. 
First, the principal must have the capacity to ratify and know all 
the facts. Second, the act to be ratified must be legal and done on 
behalf of the principal. Finally, the ratification must apply to the 
entire act of the agent, and ratifi cation must occur before the third 
party withdraws.

Agency by Statute Sometimes a state legislature decides 
that certain situations justify automatic creation of an agency 
relationship by statute. For example, in many states the law 
requires corporations to appoint an agent within the state who can 
be served with a complaint and summons in case the corporation 
is sued. If the corporation’s appointed agent leaves the state, the 
secretary of state automatically becomes its statutory agent of 
process. The state has a special interest to protect in this case: 
making certain that its citizens have a way to sue a corporation 
that has injured them. 

who provides a service to 
someone, but who is not 
controlled, supervised, or 
directed by that person. If 
you use the services of an 
independent contractor, 
you do not have to worry 
about collecting and 
paying that person’s payroll 
taxes as you would an 
employee. Although the IRS 
has established 20 separate 
criteria to help employers 
distinguish between 
independent contractors 
and employees, the 
distinctions between one 

Self Check
1. What is agency and who 

are the parties in an 
agency relationship?

2. What is the difference 
between an agent 
and an independent 
contractor?

3. What is agency by 
ratifi cation?

Academic 
Connection
English Language Arts  
An independent contractor 
is a self-employed person 

type of worker and another 
can still be a puzzle. Go 
on the Internet or to the 
library and look up IRS 
Publication 937. Read the 
section called Employee or 
Independent Contractor?. 
Write a brief summary of 
your fi ndings.

Critical Thinking
Representation What 
are some reasons why you 
might want to hire an agent 
to represent you?

Go to glencoe.com to 
check your answers.

13.1

 After You Read
Summarize Name the 
ways in which an agency 
relationship can be 
created.

glencoe.com Chapter 13  Agency and Employment   295

http://www.glencoe.com
http://www.glencoe.com


glencoe.com

13.2 Types of Authority 
and Agents

◆ Identify the different 
types of agency 
authority.

◆ Explain the difference 
between actual and 
apparent authority.

◆ Distinguish between the 
different types of agents.

What You’ll Learn

If you ever work as an 
agent, you need to know 
the extent of your authority 
and responsibility.

Why It’s Important

Reading and completing 
the activities in this section 
will help you practice 
the following academic 
standards:

Math (NCTM PSS 2) Solve 
problems that arise in math-
ematics and in other 
contexts.

English Language Arts 
(NCTE 7) Conduct research 
on issues and in terests by 
generating ideas and 
questions, and by posing 
problems.

Academic Standards

Focus on Ideas
Agents must act within the authority they receive from 
the principal.

Before You Read
Connect Have you ever worked at a job where you were only 
allowed to perform specifi c tasks?

Take Notes
Create a graph like the 
one shown and use it 
to take notes as you 
read this section. Go 
to glencoe.com to fi nd 
graphic organizers and 
tips on how to improve 
your note-taking skills. 

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

• apparent • incidental • extent

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• actual authority
• express authority
• power of attorney
• implied authority
• apparent authority

• general agent
• special agent
• subagent
• agent’s agent

Types of 
Agency 

Authority

Actual
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Types of Agent Authority 
If you are an agent, how much authority do you have to make 
decisions on you own?

Agents conduct business and make contracts on behalf of their 
principals. In order to know what they are allowed to do, agents 
must have authority from their principals. There are two types of 
authority: actual authority and apparent authority. 

Actual Authority
Actual authority is the real power a principal gives to 

an agent. Actual authority may be specifically expressed in words 
or implied from the agreement.

Express Authority Express authority comes from the 
orders, commands, or instructions a principal explicitly 
gives an agent. The instructions may be oral or in writing. The 
wording of the instructions may be very general or very specifi c.

 Example Guinevere Kellogg was going away on a long business 
trip. She asked her friend Allen Eton to be her agent in selling her 
DVD collection. In a written document, Kellogg instructed Eton 
to accept no less than $2,000 in cash and to sell the collection to 
a person over the age of 18. These instructions made up Eton’s 
express authority as the agent for Kellogg. 

A power of attorney is any writing granting someone 
authority to act as an agent. The authority granted by a power 
of attorney comes in three forms:

• A general power of attorney gives the agent authority to act 
for the principal in a wide range of activities.

• A limited power of attorney gives the agent authority to deal 
only with the tasks named in the agreement.

• A durable power of attorney 
gives the agent the power to 
make health care decisions 
when the principal becomes 
incapacitated.

Powers of attorney end when the 
principal withdraws the authority 
or dies. 

Implied Authority Writing 
down every single act that an 
agent is allowed to perform would 
make an agency agreement long 
and complicated. The law thus 
allows actual authority to be 
understood from the expressly 
stated terms of the principal. This 
is called implied authority. 

 Implied Authority 
Authority may be implied that 
reasonably comes from the 
express author ity. What kind of 
authority might be reasonably 
implied this cashier does or does 
not have?

Vocabulary You can find 
vocabulary definitions in the Key 
Terms glossary and Academic 
Vocabulary glossary in the back of 
this book.

As You Read
Predict What is the 
difference between actual 
and apparent authority?
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Implied authority is additional authority that allows 
an agent to perform reasonable acts necessary to carry 
out the express authority. In some states, implied authority is 
known as incidental authority.

 Example From the express authority Kellogg granted Eton in 
the previous example, it would be reasonably understood that 
Eton has the authority to allow potential buyers to inspect the 
collection and to play some of the DVDs. These instructions are 
not written down but are understood as reasonable actions the 
agent may take. 

Sometimes an agent and a principal end up disagreeing about 
what powers can be implied from the express authority in an 
agreement. To resolve a dispute, the court says that implied 
authority must reasonably come from the express authority. In 
general, a court determines reasonableness by looking at the 
actions that other agents carry out in similar cases.

Apparent Authority
Apparent authority is actually not authority that an agent 

has. Apparent authority is authority that a third party 
believes an agent has while acting on behalf of the 
principal. This belief can arise from the third party’s previous 
dealings with the principal and agent in similar prior transactions. 
When apparent authority is based on previous dealings, it is known 
as customary authority. Apparent authority can also be created by 
law under agency by estoppel. If a principal gives the appearance 

Critical Thinking Why did the court rule in Mr. Nielson’s favor even though he acted beyond his authority?

Note key facts in the text below and look up words you do not understand. Restate diffi cult ideas in 
your own words. Go back and reread the text quickly to make sure you did not miss any important 
detail. Now, you are ready to formulate an opinion.

Scope of Authority Nielson was an agent of Hauser Packing. He had the authority 
to buy cattle from various suppliers. That authority, however, was severely limited. 
Christensen was a supplier who knew that Nielson was exceeding his authority. 
Christensen ignored this and sold the cattle to Nielson anyway. Hauser refused to ratify 
the deal and Christensen sued Nielson. The court ruled that Nielson could not be made 
responsible for the deal with Christensen, despite the fact that he had acted on his own 
when he exceeded his authority.
Christensen v. Nielson, 276 P. 645 (Utah)

Go to glencoe.com for more case study practice.

Christensen v. Nielson

Reading Check
Infer For what reason do 
you think the law recognizes 
apparent authority?
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to a third party that an agent has authority on his or her behalf, 
while in reality the agent does not, the principal can be required to 
uphold the contract.  

Types of Agents 
Can an agent hire another agent?

Agents can be distinguished from each other in two ways: on the 
extent of their authority to perform tasks for the principal or on 
their relationship to other agents (see Figure 13.1 on page 300).

General Agent  
A general agent is an agent who has authority to 

perform any act within the scope of a business. The manager 
of a department store, for instance, is a general agent. General agents 
are also called discretionary agents because they have the right to use 
their discretion, or judgment, in all matters involving the agency. 
General agents may decide to hire or fire employees, decide on 
salaries, purchase supplies, and add or dispose of stock.

Special Agent
A special agent, also called a limited agent, is an agent 

whose authority is restricted to accomplishing only a 
specific job or purpose. Many types of employees are considered 
limited agents. For example, the counter people at fast-food 
restaurants can take orders and collect money, but they cannot 
make purchases, sign for deliveries, or hire other employees.

Agents Who Relate to Other Agents
These terms are used to classify agents based on their relationship 

to other agents rather than to the principal.

Contract Negotiations
You are a new attorney at the fi rm Smith, Jones, & Miller. On your 
second day of work, your boss tells you that you need to go to a 
negotiation meeting that your client, Large Corp., is having with 
another company, Small, Inc. When you arrive at the meeting, you 
realize that Small, Inc. is selling 400 cars to Large Corp. and that 
Small, Inc. wants $15,000 per car. You think that this is reasonable 
and agree to the contract. After you return to the offi ce, you realize 
that Large Corp. only wanted to pay $14,000 per car and that you 
made a mistake.

Critical Thinking: Did you have apparent authority?

 Chapter 13  Agency and Employment   299



An agent can be appointed by a principal or another agent. How does an 
agent’s agent relate to an agent in terms of the principal-agent relationship?

A general agent is an 
agent who has 
authority to perform 
any act within the 
scope of a business.

Figure 13.1 Types of Agents

A special agent, also 
called a limited agent, is 
an agent whose authority 
is restricted to a spe cific 
job or purpose.

A subagent is an agent 
lawfully appointed by 
another agent.

An agent’s agent is an agent 
who is appointed by another 
agent without the prin ci pal’s 
authority to do so.

Principal-Agent

Agent-Agent
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Subagents A subagent is an agent lawfully appointed by 
another agent. For example, a principal may authorize an agent 
to appoint a subagent if the agent is too busy or faced with an 
emergency and needs someone to help or take over.  

Agent’s Agents An agent’s agent is an agent who is 
appoin ted by another agent without the principal’s 
authority to do so. The principal cannot be held liable for 
anything done by the agent’s agent. In legal terms, the agent 
actually becomes the principal in relation to the agent’s agent.

Coagents If the principal hires two or more agents, they are 
coagents. Coagents are subject to the authority of the principal unless 
the principal has authorized one agent to have power over others.

Agency Relationships and International Law 
Are agency agreements made in the United States valid in other 
countries?

Agency law in this country is based on U.S. statutes and appellate 
decisions. However, agency law can differ in other countries. If you 
want to do business in other countries, it is therefore important to 
consult with a local attorney. Some countries may limit who may 
be an agent to citizens of those countries. The concepts of implied 
and apparent authority may also be different. 

out of the total fee to the 
real estate agent making 
the sale, and the broker 
keeps the remainder. What 
is the net broker fee in 
percentage form?

 Problem 
Solving: To fi gure out the 
net broker fee, you need 
to subtract the agent fee 
from the total broker fee. To 
fi gure out what percentage 
is the total broker fee, 
divide the total fee by the 
sales amount. To write the 
decimal as a percentage, 
move the decimal point two 
places to the right and add 
a percent sign.

Self Check
1. What is the difference 

between express and 
implied authority?

2. What is a power of 
attorney?

3. What is the difference 
between a subagent and 
an agent’s agent?

Academic 
Connection
Mathematics Marcus 
bought a house for 
$180,000. The real estate 
broker received a total fee 
of $8,100 on the amount 
of sale. According to the 
brokerage agreement, the 
real estate broker pays 2.5% 

For more math 
practice, go 
to the Math 
Appendix.

Critical Thinking
Agency and the Respon-
sibilities of an Agent If 
you have ever worked for 
someone as a sales clerk, 
then you were involved in 
an agency relationship even 
if you did not know it at 
the time. What are some 
concerns that might face a 
person who has been given 
the responsibility to do 
business for somebody else? 

Go to glencoe.com to 
check your answers.

13.2

 After You Read
Summarize Identify the 
different types of agents.
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Summary

glencoe.com

 ◆ Agency is a relationship in which one person 
represents another person in a business 
transaction with a third party.

◆ A person hired to represent another person is 
the agent. The person who hires the agent is the 
principal. The person the principal and agent do 
business with is the third party.

 ◆ Agents can sign business deals, make contracts, 
and perform other business tasks for a principal.

◆ A proprietor-independent contractor relationship 
is different from a principal-agent relationship in 
that an independent contractor works for but is 
not under the control of a proprietor.

◆ Agency relationships are created by agreement or 
by operation of law.

◆ The law can create an agency relationship by 
estoppel, by ratification, or by statute.

◆ Actual authority is the real power a principal 
gives to an agent.

◆ Apparent authority is authority that a third 
party believes an agent has while acting on 
behalf of the principal.

◆ Express authority comes from the orders, 
commands, or instructions a principal 
explicitly gives an agent.

◆ Implied authority is additional authority that 
allows an agent to perform reasonable acts 
necessary to carry out the express authority.

◆ Power of attorney is a formal writing 
granting someone authority to act as an 
agent. Power of attorney can be general, 
limited, or durable.

◆ Different types of agents include general 
agents, special agents, subagents, agents’ 
agents, and coagents.

 Section 13.2 Types of Authority and AgentsSection 13.1 The Agency Relationship 

13

Vocabulary Builder

1  On a sheet of paper, use each of these terms in a sentence.

• agency by estoppel
• actual authority
• express authority
• power of attorney
• implied authority

• agency
• principal
• agent
• third party
• independent contractor

• apparent authority
• general agent
• special agent
• subagent
• agent’s agent

Key Terms

Go to glencoe.com to play a game and improve your 
legal vocabulary.

Academic Vocabulary 

• genuine
• conduct

• gratuitous
• apparent

• incidental
• extent
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Key Points Review

13

Answer the following questions. Refer to the chapter for additional reinforcement.

5  What is agency by estoppel?

6 What is the difference between actual and 
apparent authority?

7 Distinguish the types of power of attorney.

8 What are the two ways agents can be 
distinguished from one another?

2  How are agents different from other types of 
representatives?

3  What is the difference between the master-
servant and proprietor-independent contractor 
relationship?

4 What is the difference between an agency 
created by agreement and one created by law?

9   Read the following excerpts from IRS Publication 937 on the 
differences between employees and independent contractors, 
then complete problems 1 and 2.

 Training. An employee may be trained to perform services in a particular manner. 
Independent contractors ordinarily use their own methods and receive no training from 
the purchasers of their services.

Set hours of work. An employee usually has set hours of work established by an 
employer. An independent contractor generally can set his or her own work hours.

Full time required. An employee may be required to work or be available full time. 
An independent contractor can work when, how, and for whom he or she chooses.

Payments. An employee is generally paid by the hour, week, or month. An 
independent contractor is usually paid by the job or on a straight commission.

Right to fire. An employee can be fired by an employer. An independent contractor 
cannot be fired so long as he or she meets the specifications of the contract. 

A full time
B hours established by an employer
C hours he or she chooses
D part time

1. What hours is an independent contractor required to work?

2. Employees are generally paid

A whatever they want
B by the job
C on a straight commission
D by the hour, week, or month

Read test directions carefully and pay attention 
to details. 

Test-Taking Strategies
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Apply and Debate

13

 Read the following scenarios. Get together with other students in pairs or groups of 
three and take a position on each scenario. Debate your position in class with students 
taking the opposite position or prepare a written argument justifying your position.

10 Snowmobile Sale
  Sheila hired her friend Michael to sell her snowmobile, and to do “whatever it 

takes” to sell it for $1,000. He sold it, allowing the buyer to pay in three months.

You Debate  Did Michael have authority to let the buyer delay the payment?

11 When Is a Clerk Not a Clerk?
  Kyle went to a hardware store to purchase a saw. The clerk at the counter said he 

was a friend of the owner, who had gone to lunch, and asked Kyle to wait for the 
owner to return. But Kyle was in a hurry, so he paid and left. He tried to return the 
tool the next day, but the owner told him it was non-returnable.

You Debate  Should Kyle be able to return the saw?

12 Carpenter Signs for Package
  Ansar, an independent carpenter, was building a cabinet at the Williams’s home. 

Mrs. Williams left to pick up her child. The doorbell rang, so Ansar opened it and 
signed for a package delivery. Mrs. Williams returned and told him that she had 
cancelled that order and did not want the package.

You Debate  Is Ansar responsible for paying for the goods?

13 Independent Contractor
  Uma hired an independent plumber to repair her dishwasher. The plumber repaired 

the motor and did not check any of the other parts. Uma felt the plumber should 
have checked all of the mechanical parts as a part of the repair service.

You Debate  Does Uma have a right to tell the plumber how to repair the dishwasher?

14 Sales Mistake
  Mark was a new salesperson in an electronics 

store. He sold a TV to a customer and acciden tally 
gave a 35% discount. His manager told him to be 
careful next time, but did not contact the custo-
mer to correct the sale. The next day, a friend of 
the original customer came in and wanted to buy 
the same TV with the same 35% discount.

You Debate  Should the second customer be 
allowed to receive the 
same discount?
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Customer Freebies You work in a camera store. Your manager allows you to entice customers 
with two free add-ons to help make a sale. A customer of yours is ready to buy an expensive 
camera on which you will get a big commission. You offer a one-year warranty and batteries for 
free. The customer asks for a free carrying bag and you agree, just to make the sale.
◆ Is it ethical for you to offer more free items than you are allowed to make in order to make 

the sale? Explain.

Tax Preparers You have made enough money last year that you need to fi le an income tax 
return. You do not feel comfortable preparing your own tax return, so you are thinking of hiring 
a tax preparation agency to do it for you. You need to understand what your responsibilities will 
be and what the tax preparer’s liability will be when you enter into such an agreement.

13

15   Independent Contractor or Agent? During the early 1980s, Craig Allen and his 
wife formed Amedas, Inc. to sell medical goods manufactured by Designs for Vision, Inc. 
(DVI). Mr. Allen contacted a former coworker, Edward Brown, about selling DVI goods 
for Amedas. Mr. Brown entered into a sales representative agreement with Amedas.

The agreement provided that Mr. Brown was to devote full time and to promote the 
best interests of Amedas. The agreement also stated that Mr. Brown was not allowed 
to represent any other company during the life of the agreement and that Mr. Brown 
would receive a ten percent commission for his sales.

In 1985, DVI told Mr. Allen that Amedas would no longer be able to sell DVI products. 
Mr. Brown had secretly been meeting with DVI about selling DVI on his own, and DVI de-
cided to give him the exclusive sales contract. Amedas then sued Mr. Brown, claiming he 
violated his sales agreement. At issue before the court was whether Mr. Brown was an inde-
pendent contractor or agent of Amedas.

Source: Amedas, Inc. v. Brown, 505 So.2d 1091 (Fla. Ct. App. 1987)

 Amedas, Inc. v. Brown

Practice Was Mr. Brown an agent of Amedas?

Go to glencoe.com to access the Web site sponsored by the IRS on tax preparation. 
Draft a report stating the responsibilities that you and the tax preparer have.

Reading Connection
Outside Reading Go to glencoe.com for a list of outside reading suggestions about agents.
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Trump’s Angry Apprentice
By Eamon Javers

Richard T. Fields could have been a real-life fore-
runner to Donald Trump’s reality show,  The Apprentice.
From 1995 to 1999, he learned the casino business 
at The Donald’s side as a consultant, and the pair 
had visions of expanding Trump’s New Jersey-based 
gaming operation nationwide.

But this partnership has turned rockier than anything 
depicted in Trump’s TV boardroom. A cozy relationship 
has given way to a blood feud, rife with allegations 
of dishonesty. Locked in an ongoing legal battle over 
a Florida casino project, Trump and Fields have fi led 
dueling briefs that reveal the depth of their animosity. 
At stake: more than $1 billion.

Trump charges that Fields betrayed him by snatching 
away a plan to build two casinos. (Fields) charges that 
Trump is trying to get his hands on a profi table deal that 
he passed up years ago.

Who’s right in this war of words?

Effi cient critical reading involves being 
fl exible with speed and comprehension. There are 
several ways of reading critically, and you need to fi t 
a reading style to your needs and to the material.

Go to glencoe.com for Flex Your Reading activities,
more information on reading strategies for this 
chapter, and guided practice in reading about 
agency relationships.

Agency Authority 
and Termination 

14
News
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The Agency Relationship Principals trust their agents to be loyal to them, and 
agents trust their principals to compensate them fairly. What is a relationship based 
on trust called?

307



Duties and Liability in 
Agency Relationships

14.1

Focus on Ideas
Agency relationships are based on trust.

Before You Read
Connect Have you ever had to pay money out of your own 
pocket while running an errand for someone?

Take Notes
Create a graph like the 
one shown and use it 
to take notes as you 
read this section. Go 
to glencoe.com to fi nd 
graphic organizers and 
tips on how to improve 
your note-taking skills.  

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• fi duciary relationship
• double representation
• self-dealing
• compensation

• reimbursement
• indemnifi cation
• respondeat superior
• nondelegable duty

Duties in Agency Relationships
Why It’s Important

What You’ll Learn

Academic Standards

• loyal • adhere • cooperation

glencoe.com

◆ 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.

Reading and completing 
the activities in this section 
will help you practice the 
following academic standards:

Math (NCTM PSS 1) 
Build new mathematical 
knowledge through 
problem solving.

Social Studies (NCSS 9) 
Study global connections 
and interdependence.

Principal’s Duties 
to Agent

Agent’s Duties to 
Principal

Obedience
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 Agent’s Duties to the Principal 
Suppose you are an employee in charge of a project. What are 
your duties?

Principals trust their agents with their business, property, money,
and reputation. This is why an agency relationship is considered a
fiduciary relationship. A fiduciary relationship is a relationship
based on trust. The word comes from the Latin word for faith. 
A good way to remember this term is to think of the name people 
often give a faithful dog: Fido.

The law imposes five fiduciary duties that an agent owes a
principal: obedience, good faith, loyalty, an accounting, and good 
judgment. If the agent does not uphold these duties or goes beyond 
them, the agent, not the principal, is liable for any resulting injury 
such as a lawsuit from a third party. 

Obedience
Obedience means that the agent must obey all reasonable 

commands that lie within the scope of the agency agreement. 

Critical Thinking Is the situation in Israel much different from the United States?

If a foreign company wants to market products in 
Israel, it can set up one of two different types of 

relationships with a party in Israel. Which one to 
choose depends on how much control the foreign 
company wants over its representative in Israel 
and how much liability it is willing to accept.

Commercial Agent
The fi rst option is for the company to contract for 
a commercial agent in Israel. In Israel, an agent 
has the authority to act in the foreign company’s 
name and bind the company to any contract the 
agent feels is proper. However, the agent is also 
required to follow any directives given by the 
foreign company.

Under Israel’s Agency Act, the agent’s obligations 
include:

1 Loyalty

2 Promotion of the interests of the foreign company

3 Not acting as an agent for competing companies

In return, the foreign company agrees to:

1 Provide just compensation to the agent

2 Insure the agent for any liabilities

Distributor
The second option is to contract with a distributor in 
Israel to market the products. A distributor is a lot like 
an independent contractor. The distributor in Israel 
buys the product from the foreign company and then 
resells the product in Israel under the dis tributor’s 
own name. A distributor is responsible for promoting 
the product and getting liability insur ance, but is not 
barred from selling competing products.

Across Cultures: Becoming a Citizen
The Israeli government has passed the Law of Return in 
Israel. The law allows any Jew, anywhere in the world, to 
become a citizen of Israel simply by moving there. Citizenship 
is automatically granted upon arrival in Israel.

 Doing Business in Israel

As You Read
Predict Does a principal 
have to pay you for any 
expenses or losses you 
incur while working as 
an agent?
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Even a gratuitous agent must follow instructions. If an agent dis-
obeys instructions, he or she becomes liable to the principal for 
any resulting loss. However, an agent is not obligated to follow 
a principal’s instructions to do anything illegal or immoral. For 
example, if a manager tells a salesperson to lie about a product’s 
features, the agent may refuse to do so. 

Good Faith
The duty of good faith means that the agent must deal honestly 

with other parties and have no intent to seek personal advantage. 
The agent must not commit fraud. Good faith also requires the 
agent to notify the principal of all matters that involve the agency.

Loyalty
Agents must be loyal to their principal. They must not work at the 

same time for one of their principal’s competitors or for their own 
personal benefit. Double representation is when an agent 
works simultaneously for two competing principals. Self-
dealing is when agents make deals that benefit themselves 
rather than their principals.

Duty to Account
An agent who handles money for the principal must keep a 

record and account for every cent. The agent must also keep the 
principal’s money safe and separate from other people’s money, 
including his or her own. This is done using trust accounts, which 
are separate banking accounts from the agent’s personal or office 
accounts. If the agent mixes personal money with the principal’s 
money and cannot figure out whose money is whose, the entire 
amount of money belongs to the principal.

Judgment
Agents must be skillful and use good judgment when working 

for the principal. However, agents are not perfect. Even the most 
well-informed agents make mistakes from time to time. For this 
reason, agents are not held liable for honest mistakes if they have 
performed to the best of their abilities.

Principal’s Duties to the Agent 
If you are an agent, what can you do if your principal 
does not pay you?

Principals also have obligations in dealing with their agents. 
These duties are compensation, reimbursement, indemnification, 
and cooperation. If a principal does not adhere to these duties, he 
or she may be liable to the agent or the third party.

Compensation
An agent has the right to receive compensation from a principal.  

Compensation is fair payment for the job performed. The 
principal must pay the compensation agreed to in the contract. 
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If no amount is stated, the principal must 
pay a reasonable amount, determined by 
checking the usual amount paid to other 
agents in the same line of work. The duty 
of compensation does not apply if the 
agent is a gratuitous agent who works 
for free. 

Reimbursement and 
Indemnification

Agents have the right to reimbursement. 
Reimbursement is payment for 
money spent by an agent on behalf 
of a principal. Agents also have the right 
to indemnification. Indemnification 
is payment for losses suffered by 
an agent because of a principal’s 
instructions.

Cooperation
The principal gives an agent the duty to 

perform certain tasks. The principal must 
not interfere with the performance of those 
tasks. This is called cooperation. If the 
principal makes the agent’s job difficult or 
impossible, he or she has breached the duty of cooperation. 

 Example Pam Phillips hired Jason Abrams and told him that he 
had exclusive rights to sell her company’s video games online 
to all customers. But she said that to keep his job he had to sell 
$100,000 of product per quarter. Later, Abrams learned that 
Phillips had hired 15 other agents to sell the same video games 
online. This competition made it nearly impossible for Abrams to 
meet his quota. Abrams could argue successfully that Phillips had 
violated her duty to cooperate.  

Who Has Liability? 
If you are a third party and something goes wrong with a deal you 
made, who do you take to court, the agent or the principal?

In business, mistakes happen, people disagree, and sometimes 
people are hurt in accidents. When such things happen, one 
party may experience a monetary, physical, or other loss and 
want compensation for the injury. Injury is any loss that a person 
experiences, not just physical harm. Who is liable for an injury 
depends on two questions:

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

• Does the liability concern a contractual matter or a tort?

  Reimbursement Agents 
have the right to be repaid for 
spending their own money 
on a principal’s behalf. What 
factors should be considered 
regarding whether the person 
in the photo should be reim-
bursed for gas money?
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The answer to the first question is important. However, the labels 
the parties use to describe themselves do not matter. Instead, the 
court considers numerous questions to determine the actual status 
of the relationship:

• Does the hiring person make available the tools for the 
worker?

• Is the worker paid hourly?
• Does the principal set the worker’s hours?
• Is the worker employed only by the hiring person?
• Is the business of the worker the same as the business of the 

hiring person?
• Does the hiring person have the authority to hire or fire other 

workers?
• Does the hiring person supervise the tasks of the worker?
• Is little skill needed to do the worker’s job?
The more questions with “yes” answers, the more likely it is a 

principal-agent relationship. If so, liability follows the rules that 
apply to principals and agents for contracts and torts. The more 
“no” answers, the more likely a proprietor-independent contractor 
relationship exists and liability follows the rules for this type of 
relationship. 

Contractual Liability of Principals
When an agent makes a contract on behalf of a principal, it is 

just as if the principal had acted directly. The agent is said to “stand 
in the shoes of the principal.” The law thus usually holds principals 
liable for proven injuries in contractual disputes. 

Contractual Liability of Agents
Three situations can occur in which an agent becomes liable for 

an injury to a third party.
• The agent has made an agreement or performed tasks beyond 

his or her authority to do so.
• The principal is a minor or does not have the capacity to sign 

a contract, yet the agent has not disclosed this fact to the 
third party.

• The principal is undisclosed, and the third party cannot 
identify the principal.

The third situation often arises when a principal does not want 
to be identified, such as a celebrity principal. If a breach of contract 
occurs, the third party has no choice but to hold the agent liable or 
attempt to identify the principal to hold liable. However, the third 
party may not hold both of them liable.

Contractual Liability of Independent Contractors
In general, independent contractors are not agents because they 

are not authorized to make agreements or conduct business for 
the proprietor. However, if the contractor makes an agreement 

Indemnify: v To compensate 
for losses. From Latin in- = 
not  + damnum = damage: 
undamaged.
Cooperation: n Common 
effort. From Latin co- = with 
+ operari = to work: to work 
together.

Vocabulary Builder The 
Latin prefi x in- usually 
means not. List and defi ne 
fi ve words in which in- is 
used this way. For example, 
indescribable means cannot 
be described.

 Look It Up! Check defi nitions 
in Black’s Law Dictionary or 
an online glossary. For direct 
links, go to glencoe.com to 
fi nd more vocabulary 
resources.
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without the proprietor’s authority, the contractor is liable. If 
the proprietor has authorized the contractor to act as his or her 
agent, the same contractual liability rules apply as in an agency 
relationship.

 Example Mister P., a famous rock star, hired a real estate agent 
to fi nd him a home without revealing his identity. The agent 
found a house and told the seller that the buyer wanted to 
conceal his identity. After the contract was signed, however, 
Mister P. refused to buy the house. The seller can attempt to 
discover the identity of Mr. P. to sue him, or the seller can sue 
the agent. However, Mr. P. must indemnify the agent for any 
money paid out to satisfy the judgment since the agent acted on 
Mr. P.’s behalf. 

Tort Liability of Principals
All people are responsible for their own torts. However, in legal 

terms, the law holds a person who hires another person responsible 
for the torts of the hired person if the torts are committed on the 
job. This is called vicarious liability. Vicarious liability is based on 
the principle of respondeat superior (see Figure 14.1 on page 
314). Respondeat superior is a legal doctrine that holds 
that the master is responsible for the torts of his or her 
servants. The law extends the master-servant relationship to the 
agent-principal relationship because the agent is acting on behalf 
of the principal. For example, a department store may be liable if a 
security guard falsely imprisons a suspected shoplifter.

Reading Check 
Analyze Why is the 
principal usually 
responsible for contractual 
and tort liability?

Iceland Telecom, Ltd. v. Information Systems & Networks Corp.
268 F.Supp.2d 585 (D. Md. 2003)

Iceland Telecom entered into a contract with ISN Global Communications (Global) for Internet 
telecommunication services. Global ceased to exist as a company in 2001. Iceland Telecom then 
tried to sue Global’s parent company, Information Systems & Networks Corp. (ISN), for breach 
of contract. A parent company is a company that owns or controls another company (called a 
subsidiary). Iceland Telecom argued that Global was an agent of ISN and that ISN could be held 
liable for Global’s breach of contract. Iceland Telecom argued there was apparent authority between 
the two because Global had sent documents with ISN listed at the top and had told Iceland Telecom 
to contact ISN if there was a problem when Global’s offi ces were closed.

Ruling and Resolution
The United States District Court in Maryland held that Global was not an agent of ISN. For apparent 
authority to exist, Iceland Telecom must prove that ISN, not Global, misled Iceland Telecom into 
believing that Global was its agent. This was not present in the facts of the case.

Critical Thinking  Should parent companies be liable for the actions of their subsidiaries?
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 According to the doctrine of respondeat superior, a master is responsible 
for the torts of his or her servants. What is the reasoning behind this?

Figure 14.1 Respondeat Superior 

Scope of Employment As long as the 
employee is acting within the scope 
of employment, the employer is liable 
for the actions of the employee.

Liability If an employee commits 
a tort, such as negligence, while 
on the job, the employer would 
be held liable.

Master-Servant Relationship An employer 
(master) who has control over an 
employee (servant) has entered a legal 
situation that may make the employer 
liable for the torts of the employee.
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A principal may escape vicarious liability if it can be shown that 
the agent was not acting within the scope of employment. For 
instance, the principal is not responsible for a delivery agent who 
has an accident while driving on personal business.

Tort Liability of Proprietors 
A proprietor can sometimes be liable for the torts of an 

independent contractor. This is true if the proprietor’s own actions 
lead to the injury. For example, a proprietor is liable if he or she is 
negligent when checking qualifications and hires someone who 
is incompetent. This is called negligent hiring. Another doctrine 
is called negligent retention. This arises when a proprietor fails 
to fire a contractor after learning that he or she is incompetent. 
In the meantime, the contractor injures someone. In these cases, 
the proprietor is held liable for his or her own negligence, not the 
actions of the independent contractor.

A proprietor can also be open to liability if a contractor has 
been hired to perform a task that involves a nondelegable duty. 
A nondelegable duty is a duty that cannot be delegated, 
or transferred, to another party. For example, a landlord 
has a nondelegable duty to maintain a building. The landlord 
can hire an independent contractor to do repairs, but cannot 
pass on the duty and is thus still liable if someone is injured due 
to poor maintenance.  

her commission be? How 
much would it be if she 
earned 8%, and what is the 
difference between the two 
rates?

 Number and 
Operations: To fi nd the 
amount of the commission 
you would use the following 
formula:

Total Sales × Commission 
Rate (remember to change 
the percent to a fraction) = 
Commission

For more math 
practice, go to 
the Math 
Appendix.

Self Check
1. What is a fi duciary 

relationship?

2. What is the difference 
between reimbursement 
and indemnifi cation?

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

Academic 
Connection
Mathematics Ann Finke 
is a real estate agent who 
sells real estate at a 7½% 
straight commission. Last 
week her sales totaled 
$180,000. What would 

Critical Thinking
When Do You Give In? 
Suppose that your boss 
gave you $1,200 in cash 
and told you to buy a 
plasma screen television for 
his offi ce.

Now, suppose that you 
found a discount plasma 
screen television at a store 
for $1,100. Can you keep 
the difference and use the 
extra $100 as your own 
pocket money? Why or 
why not?

Go to glencoe.com to 
check your answers.

14.1

 After You Read
Summarize List the 
principal’s duties to the 
agent.
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Termination of Agency 
Relationships

14.2

Focus on Ideas
Agency relationships come to an end because the parties end 
them on their own or because the law ends them.

Before You Read
Connect Suppose you are a writer, musician, or actor with an 
agent who has not found you work in months. How can you get 
out of your contract with the agent?

Take Notes
Create a graph like the 
one shown and use it 
to take notes as you 
read this section. Go 
to glencoe.com to fi nd 
graphic organizers and 
tips on how to improve 
your note-taking skills. 

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• actual notice • notice by publication

◆ 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.

What You’ll Learn

You need to know when an 
agency relationship ends so 
you know when your rights 
and duties end.

Why It’s Important

Reading and completing 
the activities in this section 
will help you practice the 
following academic standards:

English Language Arts 
(NCTE 3) Apply a wide 
range of strategies to 
comprehend, interpret, 
evaluate, and appreciate 
texts.

Social Studies (NCSS 5) 
Study interactions among 
individuals, groups, and 
institutions.

Academic Standards

• benefi t • mutual • irrevocable 

glencoe.com

Ways to 
Terminate 
an Agency

Operation 
of Law
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Ways to Terminate an 
Agency Relationship 
If you were unhappy with an agent, how could you 
terminate your agreement?

If an agency is contractual, the usual rules that apply to 
ending contracts apply to ending agency relationships. Agency 
relationships can be terminated either by operation of law or by the 
acts of the parties. 

Termination by Operation of Law
A major change can affect the parties involved in an agency 

relationship or alter its operation. When this happens, a court may 
say that the agency relationship has ended by operation of law.

The death of the agent or the principal will end the agency 
relationship.

The bankruptcy of the principal ends an agency. This is because 
it closes down all the principal’s ordinary contracts. Bankruptcy 
also gives a trustee title to the principal’s property for the benefit 
of creditors.

Bankruptcy of the agent sometimes ends the agency. This is true 
if the agent has used his or her own funds to do the principal’s 
business. If not, there is no reason to terminate the agency because 
the agent may be able to continue doing business.

An agency can also end due to impossibility of performance. This 
happens if the necessary subject matter is destroyed. For example, 
if an agent is authorized to sell a boat for the principal, but the 
boat sinks in a storm, the loss of the boat terminates the agency. 
Performance can also become impossible if the agent or principal 
becomes incapacitated or ill.

As You Read
Predict Do agencies 
always end by agreement?

 Bankruptcy An agency 
relationship is terminated by 
bankruptcy of the principal. 
Does bankruptcy of the 
agent terminate an agency 
relationship?
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The agency is ended if the agent’s objective becomes illegal. If 
only part of the agent’s activities becomes illegal, then only that 
part of the authority ends. The authority to perform the legal 
activities is still in effect. 

Termination by Acts of the Parties
Most agency relationships end when the parties have fully 

carried out their duties. The relationship can also end by mutual 
consent. Certain acts by either party can also end the relationship.

An agency relationship ends through completion of performance 
if an agent accomplishes the specific result that the principal desired.

The principal and the agent may end the agency by mutual 
agreement at a certain time. It could be a specific date or at any 
time they want. This can be binding even if the task is not done, as 
long as it is mutual. 

The agent’s withdrawal ends an agency. An agent may withdraw 
from the agency at any time. However, if the agency is terminated 
by the agent before the specified time in the agreement or causes a 
breach of contract, the principal can sue the agent for damages.

 Reading Check
Discuss Why might a 
principal and agent agree to 
end an agency before a task 
is completed?

Critical Thinking Does restricting an agent’s business terminate an agency relationship?

Note key facts in the text below and look up words you do not understand. Restate diffi cult ideas in 
your own words. Go back and reread the text quickly to make sure you did not miss any important 
detail. Now, you are ready to formulate an opinion.

Unfair Restrictions? Morgan Associates, Inc. (Morgan) was an insurance agency spe-
cializing in motorcycle and high-risk automobile insurance. It sold insurance on behalf  
of two companies, Colonial Insurance Co. of California (Colonial) and Midwest Mutual 
Insurance Co. (Midwest).

For years Morgan sold insurance for both companies without any problems. However, 
in early 1992, Colonial told Morgan that Morgan would no longer be able to write any 
new policies for Colonial until further notice. Colonial said that Morgan’s clients were 
fi ling too many claims. Colonial told Morgan it could renew policies and Colonial would 
review the situation on a monthly basis.

In late 1992, Midwest also restricted Morgan’s ability to write new policies for the 
same rea son: its clients were fi ling too many claims. Morgan could renew current policies, 
and Midwest would continue the agency relationship in hopes that Morgan could improve 
its numbers.

 Morgan then sued Colonial and Midwest, arguing that the two companies had con-
structively terminated the agency relationship contrary to Minnesota law by restricting 
Morgan’s ability to write new policies.
Morgan Associates, Inc. v. Midwest Mutual Insurance Co., 519 N.W.2d 499 (Minn. Ct. App. 1994)

Go to  glencoe.com for more case study practice.

Morgan Associates, Inc. v. 
Midwest Mutual Insurance Co.
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The agent’s discharge can also end the agency. The principal 
may end the agency at any time by discharging, or firing, the 
agent. However, the principal may not be able to fire the agent if 
the agent has an interest in the subject matter of the agency. This 
is called irrevocable agency, meaning that the agency cannot be 
revoked until the agent is paid in full. 

Giving Notice to Third Parties
If a third party has never heard of the agency relationship, the 

principal does not need to give notice. Otherwise, a principal 
must give notice to all third parties who have done business 
with the principal through the agent or who know of the agency 
relationship. A principal who does not notify third parties may 
be liable for future acts of the agent. The type of notice given to a 
third party depends on how business relations have been carried 
out. There are two types of notices:

• Actual notice is formal notice given directly to a 
party, usually using certified mail with a receipt. 
Actual notice is required when the third party has given 
credit to the principal through the agent.

• Notice by publication is notice usually given by 
publishing a notice in a local newspaper. When 
the third party has never given credit but has done a cash 
business with the agent, or knows that other persons have 
dealt with the principal only on a cash basis through the 
agent, notice by publication is sufficient. 

them. Assume you are an 
artist or athlete contracting 
an agent to represent you. 
Write up a set of conditions 
the agent has to meet or 
you can terminate the 
contract. For example, the 
agent has to fi nd you work 
within a particular period of 
time.

Critical Thinking
Notice of Termination 
Suppose you have just 
ended the agency 
relationship with your boss. 
Your job had been to buy 
stock on credit from a wide 
variety of suppliers, 

Self Check 
1. What are the two ways 

an agency relationship 
can be terminated?

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

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

Academic 
Connection
English Language Arts 
Writers, musicians, actors, 
and athletes often hire 
talent agents to fi nd jobs 
and negotiate contracts for 

including Freshwater 
Industries, Oppenheimer, 
Inc., and Harrisburg 
Supplies. You have also 
done a consistent cash 
business with Thompson 
Inc. and with Kennedy 
Industries. You also 
intended to call on 
Georgetown Ltd. the next 
day to buy some stock. 
Nobody at Georgetown has 
ever laid eyes on you. Who 
is entitled to actual notice, 
who is entitled to notice by 
publication, and who is not 
entitled to any notice?

Go to glencoe.com to 
check your answers.

14.2

 After You Read
Summarize List the ways 
an agency relationship 
can be terminated by 
operation of law.
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 ◆ An agent’s duties to a principal include 
obedience, good faith, loyalty, an accounting, and 
good judgment and skill.

◆ Agents are liable for fulfilling fiduciary duties.

◆ Principal’s duties to an agent include 
compensation, reimbursement, indemnification, 
and cooperation.

◆  Respondeat superior is a legal doctrine that holds 
that a master is responsible for the torts of his or 
her servants.

◆ Negligent hiring occurs when a proprietor hires a 
person who is incompetent. 

◆ Negligent retention occurs when a proprietor fails 
to fire a contractor after learning that he or she is 
incompetent.

 ◆ A nondelegable duty is a duty that cannot be 
delegated, or transferred, to another party.  

• reimbursement
• indemnifi cation
• respondeat superior
• nondelegable duty

• fi duciary relationship
• double representation
• self-dealing
• compensation

• actual notice
• notice by publication

Key Terms

Academic Vocabulary 

• loyal
• adhere

 • cooperation
• benefi t

• mutual
• irrevocable

14
Summary

Vocabulary Builder

1   On a sheet of paper, use each of these terms in a sentence.

 ◆ Agency relationships can be terminated by 
operation of law or by the acts of the parties.

◆ Agency relationships can be ended by operation 
of law in the following circumstances: the 
death of the principal or the agent, bankruptcy, 
impossibility of performance, and illegality.

◆ Agency relationships can be ended by the acts 
of the parties in the following circumstances: 
completion of performance, mutual agreement, 
the agent’s withdrawal, and the agent’s discharge.

◆ Third parties who have done business with the 
principal through an agent or who knew of the 
agency relationship should receive a notice that it 
has ended.

◆ Actual notice is required when the third party has 
given credit to the principal through the agent.

◆ Notice by publication is sufficient when business 
has been done only by cash (not credit) between 
third parties and agents or principals.

Go to glencoe.com to play a game and improve your 
legal vocabulary.

Section 14.1  Duties and Liability in
Agency Relationships

Section 14.2  Termination of 
Agency Relationships
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Key Points Review

14

Answer the following questions. Refer to the chapter for additional reinforcement.

7 Does bankruptcy of the agent or the principal 
always end the agency relationship?

8 What might happen if the agency is terminated 
by the agent before the specifi ed time in the 
agreement?

9 What two types of notices can a principal send 
a third party that an agency has ended?

2   What duties does an agent owe to the principal?

3   What are the three situations in which an agent 
becomes liable for an injury to a third party.

4    What is the doctrine of respondeat superior?

5   What is a nondelegable duty?

6   When is an agency relationship terminated by 
operation of law? 

10  Read the following excerpt from Carter v. Gugliuzzi (Vt. 1998) 
on an agent’s duties to a principal and complete questions 1 and 2.

A Smith Bell Real Estate
B Ruth Bennett

1. Who is the injured party in this case?

2. What is Smith Bell Real Estate’s defense in this case?

A Smith Bell did not know about the weather conditions in the area.
B Smith Bell was not asked about the weather conditions.
C Smith Bell did not have a legal obligation to disclose knowledge about the weather conditions.
D The employee’s knowledge about weather conditions was obtained outside the scope of 

employment.

Ana Barreto and Flavia Gugliuzzi asked Ruth Bennett, a real estate agent who 
worked for Smith Bell Real Estate, to sell their house in Underhill, Vermont. Diana 
Carter, a California resident, visited the house as a potential buyer. Bennett worked 
under the supervision of David Crane, an officer of Smith Bell. Crane knew, but 
did not disclose to Bennett or Carter, the house was subject to frequent and severe 
winds, that a window had blown in years earlier, and that other houses in the area 
had suffered wind damage. Crane knew of this because he lived in the area. Carter 
bought the house. Several months later, high winds blew in a number of windows 
and damaged the property. Carter filed a suit in a Vermont state court against Smith 
Bell and others, alleging fraud. She argued in part that Crane’s knowledge of the 
winds was imputable to Smith Bell. Smith Bell responded that Crane’s knowledge was 
obtained outside the scope of employment.

 When an essay question tells you to contrast, it is 
telling you to point out the differences between 
two or more things.

Test-Taking Strategies

C Diana Carter
D David Crane 
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Read the following scenarios. Get together with other students in pairs or groups of 
three and take a position on each scenario. Debate your position in class with students 
taking the opposite position or prepare a written argument justifying your position.

11   Sharing Unexpected Expenses
  Jackie, a jewelry artist, was attending a one-day fair in another city. She told two 

other jewelry makers that she would sell their work at the fair in exchange for a 
commission, but she wanted them to share her gas and travel expenses too. After 
the fair was over, Jackie was tired and decided to stay in a motel for $109.

You Debate  Can Jackie ask the other artists to share in the cost of the hotel?

12   Multiple Clients
  Isaiah hired a public relations company to promote his new business venture. 

Unknown to Isaiah, the company already represented one of his competitors, who 
asked not to be revealed.

You Debate  Is the public relations company obligated to tell Isaiah that it also 
represents his competitor?

13   Tennis Pro with a Broken Arm
  Shinea hired Franklin, a right-handed tennis pro, to teach at her tennis camp.  

Unfortunately, Franklin broke his right arm before the camp started. Frank insisted 
to Shinea that he could still teach tennis using his left arm.

You Debate  Can Shinea discharge Frank because of his incapacitation to teach tennis?

14   Delivery Accident
  Jorge is a senior in high school. He also works delivering pizzas using his personal 

car. While delivering a pizza one day, Jorge visited at a friend’s house. While 
parking, he hit another car and damaged it. He continued to deliver the pizza.

You Debate  Is the employer responsible for the 
damage Jorge caused the other car?

15   Stock Market Crash
  Rena Pellas transferred $100,000 to her stockbroker, 

Bill Andrews. With Pellas’s permission, Andrews 
invested the money in risky stocks. The portfolio 
soon rose to $140,000. However, the stock 
suddenly fell, and Andrews could not react fast 
enough to prevent his client from losing $50,000.

You Debate  Can Andrews be held liable for 
Pellas’s loss?

14

Apply and Debate
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Log on to glencoe.com to access the Web site Findlaw and search how to fi le a 
suit in small claims court or methods to reach an out-of-court settlement.

Reading Connection
Outside Reading Go to glencoe.com for a list of outside reading suggestions about 
liability in an agency relationship.

14

16   What Is Implied Agency? On April 25, 1997, Julius Prioleau applied for 
auto insurance with Nationwide Mutual Insurance Company for himself and 
his wife, Paula. Ms. Prioleau was not with Mr. Prioleau at the time. While at the 
insurance agent’s offi ce, Mr. Prioleau declined to purchase additional uninsured and 
underinsured automobile coverage and signed a form stating his decision. 

On February 3, 1998, Ms. Prioleau was involved in an automobile accident. She 
suffered bodily injuries in the accident and made a claim against the other driver. The 
other insurance company paid Ms. Prioleau the amount allowed under that driver’s 
policy, but it did not cover all of her medical expenses. Ms. Prioleau then made a 
claim with Nationwide for underinsured motorist insurance. Nationwide claimed that 
she did not have underinsured coverage because her husband, acting as her agent, 
had declined it. Ms. Prioleau argued that she did not decline the coverage, and her 
husband could not make that decision for her.

Source: National Mutual Insurance Co. v. Prioleau, 597 S.E.2d 165 (S.C. Ct. App. 2004) 

 Nationwide Mutual Insurance Co. 
v. Prioleau

Practice Was Julius Prioleau the agent of Paula Prioleau?

17

18

 Small Claims Isaiah breeds AKC Yorkshire Terrier dogs. He asks Terra if she would sell his 
new litter of seven puppies at the rate of $600 per puppy. Terra sells all seven together for 
$600. Isaiah then threatens to sue her.

Hiring a Friend You are the manager of a clothing store. You must hire a new buyer 
who gets to go to New York and Paris to select inventory for your store. There are fi ve 
candidates, including your friend. She has less experience than the others. However, since 
you know her, you believe she can learn the business quickly.
◆ Would it be ethical for you to hire your friend? Explain your reasons.
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This Would Be a Very Painful Divorce
By Aaron Bernstein

If organized labor goes through an ugly divorce, an 
outcome that seems to be gathering steam, expect 
divisive spats over everything from politics to money 
to new members. For now, AFL-CIO President John J. 
Sweeney has a majority of union leaders backing him 
for reelection at the federation’s convention in late July. 
But dissident unions, which recently formed a group 
called Change to Win Coalition, are threatening to pull 
out of the AFL-CIO if the federation fails to undertake 
major reforms and reelects Sweeney.

In the past few months the possibility of a breakup 
has pushed antagonisms sky-high, and tensions will only 
worsen if anyone actually decamps. Even if the coalition, 
led by Service Employees International Union (SEIU) 
President Andy Stern, breaks off into a rival federation, 
both groups will have plenty of incentive to avoid open 
warfare. But it’s also possible that the maneuvering could 
degenerate into tit-for-tat retaliation, causing nasty rifts.

Effi cient critical reading involves being 
fl exible with speed and comprehension. There are 
several ways of reading critically, and you need to fi t a 
reading style to your needs and to the material.

Go to glencoe.com for Flex Your Reading 
activities, more information on reading strategies for 
this chapter, and guided practice in reading about 
labor unions.

Employment Law 15
News

glencoe.com324   Unit 5  The Law and the Workplace

http://www.glencoe.com
http://www.glencoe.com


Equal Opportunity It is against the law to discriminate against someone on the basis 
of race or gender. What other forms of discrimination are illegal?

325



Contracts

glencoe.com

15.1 Employment Agreements 

Focus on Ideas
Employers and employees are free to end the employment 
relationship any time they choose.

Before You Read
Connect Has anyone in your family ever belonged to or dealt 
with a labor union?

Take Notes
Create a graph like the one shown and use it to take notes 
as you read this section. Go to glencoe.com to fi nd graphic 
organizers and tips on how to improve your note-taking skills. 

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

• exception • corruption • solicit

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• employment-at-will
• union
• implied contract

• public policy tort
• implied covenant
• collective bargaining

Employment-at-Will

◆ Discuss the employer-
employee relationship.

◆ Defi ne employment-at-
will.

◆ Name the exceptions to 
employment-at-will.

◆ Explain the collective 
bargaining process.

◆ Describe the laws that 
regulate labor unions.

What You’ll Learn

Understanding employment-
at-will and wrongful discharge 
will help you protect your 
rights as an employee.

Why It’s Important

Reading and completing the 
activities in this section will 
help you practice the follow-
ing academic standards:

Social Studies (NCSS 2) 
Study the ways human 
beings view themselves in 
and over time.

English Language Arts 
(NCTE 7) Conduct research 
on issues and interests by 
generating ideas and 
questions, and by posing 
problems.

Academic Standards Outside 
Situations

Union

Exceptions

➘ ➘
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Employment-at-Will 
Can you be fired from a job for no reason?

Most employees in the United States work in states that follow 
a rule called employment-at-will. Employment-at-will means 
that an employer or employee can end an employment 
relationship at any time, for any reason or for no reason, 
with or without notice. The doctrine is based on the principle 
that each party should be free to end employment at any time 
without penalty. Still, some employees fall outside of this rule. 
Some also benefit from certain exceptions that the courts have 
created recently. 

Situations outside Employment-at-Will
Certain situations fall outside the rule of employment-at-will. These 

situations include unionized employees, employees with individual 
employment contracts, and protected classes of employees.

Unionized Employees  A union is an organization 
of employees formed to promote the welfare of its 
members. Employers cannot hire or fi re union members at will, 
because employees who are members of labor unions have specifi c 
procedures built into their employment agreements. Union 
members are guaranteed certain wages, conditions, and benefi ts, 
but they are not free to negotiate 
their own contracts.

Employees with Individual 
Employment Contracts  Some 
employees, such as sports stars and 
entertainment fi gures, negotiate 
their own individual employment 
contracts.

Some businesses and educational 
institutions also establish contracts 
for certain classes for employees, 
such as senior officers in a company 
or faculty members at a college.

Employment contracts can benefit 
employees, but they can also prevent 
people from leaving a job when they 
want and working for whomever 
they want. 

Situations Outside Employment-at-Will 
Employment-at-will does not apply to 
entertainers, sports fi gures, and executives 
who negotiate their own indi vidual 
employment contracts. What other types of 
employees are not subject to employment-
at-will?

Vocabulary You can find 
vocabulary definitions in the Key 
Terms glossary and Academic 
Vocabulary glossary in the back of 
this book.

As You Read
Predict Can you be fi red 
from a job for no reason?
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Protected Classes of Employees  Groups such as women, 
racial minorities, people with disabilities, and veterans are often 
referred to as protected classes. Protected classes of employees 
cannot be fi red for a reason based on their race, color, creed, 
national origin, or gender. The law also protects workers from 
being fi red based solely on their age.

Exceptions to Employment-at-Will 
Despite the protections noted above, many workers remain 

at-will employees in most situations. Ending employment 
relationships under employment-at-will can lead to injustice. 
As a result, many courts now challenge employment-at-will by 
ruling against the company or the firm which has discharged an 
employee. However, to challenge a firing in an at-will state, an 
employee must base his or her argument on one of the following 
grounds: promissory estoppel, implied contract, public policy tort, 
or implied covenant. Lawsuits that challenge employment-at-will 
are called wrongful discharge or unjust dismissal suits.

Promissory Estoppel  Promissory estoppel bars an employer 
from taking back certain types of promises. To build a solid case on 
promissory estoppel, a terminated employee must show four elements:

• The employer made a promise that the employee reasonably 
expected to rely on.

• The employee actually relied on the promise and changed his 
or her position as a result.

• The employee would not have acted as he or she did, if the 
employer had not made the promise.

• The employee was harmed (usually in a financial way) by the 
employer’s refusal to honor the promise.

If all of these elements exist, then the court may prevent the 
employer from denying responsibility for the loss suffered by the 
employee as a result of that reliance.

Implied Contract Another exception to employment-at-will 
is when an implied contract exists. An implied contract is a 
contract that exists when an employer has said, written, 
or done something to lead an employee to reasonably 
believe that he or she is not an at-will employee. When 
determining whether an employer has created an implied contract, 
the court can look at all of the facts involving the employment 
relationship, not just the oral promises made by the employer.

Public Policy Tort  Public policy holds that no one should be 
allowed to do anything that harms the public. Public policy tort is 
a legal theory that permits a discharged employee to bring 
a wrongful discharge lawsuit against a former employer 
based on the argument that the fi ring somehow hurts the 
public at large. Many states now permit a fi red em ployee to recover 
compensatory and punitive damages in public policy tort if he or she 
can prove that the fi ring violated public policy. 

Reading Check
Discuss How might 
fi ring an employee violate 
public policy? 
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Implied Covenant  Implied covenant is a legal argument 
that holds that any employment relationship is based on 
an implied promise that the employer and the employee 
will be fair and honest with one another. Unlike an 
implied contract, an implied covenant exists simply because the 
employment relationship exists. If a state has adopted the implied 
covenant rule, then both the employer and the employee have the 
duty to treat one another with honesty and fair play.

Unionized Employees 
What laws protect you if you are a member of a labor union?

In the past, employees were at the will of their employers on an 
individual basis. During the Industrial Revolution, workers banded 
together into labor unions to demand better working conditions. 

Critical Thinking Who benefits from collective bargaining agreements?

Poland is an ex-communist country in Central 
Europe. During the 1980s, there was 

labor turmoil in the country that led to the 
establishment of Solidarity, an independent trade 
union. Solidarity eventually gained political force 
and caused a change in the Polish government. 
Following the fall of communism in Poland, many 
new laws were passed, including a law governing 
the resolution of collective bargaining disputes.

The law was passed on May 23, 1991, and then 
later amended after the passage of Poland’s 
new constitution in 1997. Following are some 
important points of the law. 

Article 1 Employees’ collective disputes with 
an employer or employers can concern working 
conditions, wages, or social benefi ts.

Article 3 In a place of work in which more than 
one union organization is active, any of them 
can represent the employees’ interests in the 
collective dispute.

In a place of work in which no trade union is 
active, a union organization that the employees 
ask to represent their collective interests can 
conduct a collective dispute in the name of the 
employees.

Article 7 A collective dispute exists from the 
date it is announced by the unit representing the 
employees’ interests to the employer.

The employer has not less than three days to 
remedy the situation.

Article 10 If the employer does not adequately 
respond to the employees’ demands, the issue 
goes into mediation.

Article 15 If mediation fails, the employees have 
the right to strike as a means of last resort.

Article 18 Participation in a strike is by choice.

Article 23 During a strike, employees are entitled 
to all benefi ts from their jobs, except wages.

Across Cultures: Lech Walesa
Lech Walesa was an instrumental leader in the Solidarity 
movement. In the 1970s and 1980s he worked for creating 
and maintaining rights for workers in Poland. Eventually, 
after Solidarity gained power in the Polish Congress, Lech 
Walesa was elected President of Poland.

 Collective Bargaining in Poland
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Governments felt unions were destructive to the economic system 
and banned most of them as illegal conspiracies. During the Great 
Depression in the 1930s, however, the government began to 
recognize unions and allow them to negotiate their own contracts 
through collective bargaining. Collective bargaining is a 
process in which union and management representatives 
get together to work out issues such as wages, working 
conditions, and hiring and firing policies. 

The Norris-LaGuardia Act (1932) 
This act is one of the first federal laws in support of employees 

joining unions. It outlaws yellow dog contracts, which are con-
tracts workers are forced to sign in which they agree not to join a 
union as a condition of employment. The act also bars the federal 
courts from issuing orders preventing labor strikes. Strikes are 
organized work stoppages.

The Wagner Act (1935) 
This Wagner Act requires employers to negotiate wages, hours, 

and conditions of employment with unions. It created the 
National Labor Relations Board (NLRB) to hear complaints about 
unfair labor practices. However, the courts have ruled that, de-
spite the act, execu tives still have the ability to control decisions 
that are not considered true conditions of employment such as 
plant closures.

 Collective Bargaining 
Unionized employees negotiate 
their employment contracts with 
company lawyers in collective 
bargaining sessions. What kinds of 
employment issues are worked out 
in these sessions?
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The Taft-Hartley Act (1947) 
As the unions grew more powerful in the 1930s and 1940s, this act 

amended the Wagner Act. Officially known as the Labor-Management 
Relations Act, it requires unions to give a 60-day notice before calling 
a strike. It prohibits strikes that endanger the nation’s health or safety, 
such as air traffic controllers, and allows the president to go to court to 
stop a strike for 80 days. The act also prohibits labor unions from 
featherbedding, or requiring employers to hire more employees to a 
job than are actually needed. 

The Landrum-Griffin Act (1959) 
The Landrum-Griffin Act also amended the Wagner Act and 

is aimed at halting corruption in unions. Unions must have 
a constitution and bylaws which they must register with the 
Secretary of Labor. They must also submit yearly reports on their 
financial condition, including sources of revenue and loans to 
union members. Unions must also have a members’ bill of rights.

Forming or Dissolving a Union 
Employees today may still create unions. The usual process is to 

contact one of the large national unions, such as the AFL/CIO. The 
organizers must then try to solicit workers within the company. At 
least 30 percent of the workers must agree to contact the National 
Labor Relationshions Board (NLRB) to organize a full vote to form 
a union. In a secret ballot, a majority of the workers must approve 
the union. The NLRB will then certify it as an official union which 
the employer must recognize. A similar process must be followed if 
employees want to dissolve an existing labor union. 

to protect their interests, 
set working standards, 
and help each other get 
jobs. The modern labor 
movement begins with the 
Industrial Revolution in the 
late 18th and early 19th 
centuries, when thousands 
of people went to work 
in factories that offered 
extremely poor pay and 
working conditions. Workers 
organized into unions to 
demand conditions such as 
fair pay and working hours. 

Self Check
1. What is employment-

at-will?

2. What are the exceptions 
to employment-at-will?

3. What is collective 
bargaining?

Academic 
Connection
Social Studies The history 
of labor unions can be 
traced back to Medieval 
Europe, when artisans and 
craftsmen formed guilds 

Go on the Internet or to 
the library and do some 
research on the history 
of labor. Create a time 
line showing some of the 
milestones in labor history.

Critical Thinking
Pros and Cons Is it better 
to be an employee-at-will or 
a member of a labor union? 
What are the advantages 
and disadvantages of each?

Go to glencoe.com to 
check your answers.

15.1

 After You Read
Summarize What are 
the situations outside 
employment-at-will?
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Contracts

glencoe.com

15.2 Employee Rights

◆ Explain how the law 
protects employee health 
and safety.

◆ Describe the laws that 
guarantee fair wages and 
benefi ts.

◆ Identify the laws that 
prohibit different forms 
of discrimination.

◆ Defi ne disparate 
treatment and disparate 
impact.

What You’ll Learn

Understanding employment 
law will help you to protect 
your rights to safety, privacy, 
and fair pay as a worker.

Why It’s Important

Reading and completing 
the activities in this section 
will help you practice the 
following academic standards:

Social Studies (NCSS 6) 
Study how people create 
and change structures 
of power, authority, and 
governance.

English Language Arts 
(NCTE 4) Adjust the use of 
spoken, written, and visual 
language to communicate 
effectively with a variety of 
audiences and for different 
purposes.

Academic Standards

Focus on Ideas
Once you have a basic understanding of the rights and 
benefi ts that are due to workers on the job today, you will be 
better equipped to deal with problems in the workplace.

Before You Read
Connect Maybe you have family members who had to leave 
a job because they were laid off, injured, or retired. If so, were 
they entitled to any benefi ts?

Take Notes
Create a graph like the one shown and use it to take notes 
as you read this section. Go to glencoe.com to fi nd graphic 
organizers and tips on how to improve your note-taking skills. 

 Academic Vocabulary
You will fi nd these words in your readings and in your tests. Look 
them up in a dictionary and familiarize yourself with them.

• voluntary • random • waiver

 Key Terms
You will learn these legal words and expressions in this chapter. 
You can also fi nd these terms in Black’s Law Dictionary or in an 
online legal dictionary.

• Occupational Safety and 
Health Administration 
(OSHA)

• equal pay rule
• pension plan
• Social Security

• unemployment 
compensation

• workers’ compensation
• discrimination
• disparate treatment
• disparate impact

Laws Protecting Employees

Health and 
Safety

Health and 
Safety

PrivacyWages and 
Benefi ts

Equal 
Opportunity
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As You Read
Predict What kind of 
assistance can you get if 
you lose your job?

Health and Safety 
What laws protect your health and safety on the job?

In the beginning of the Industrial Revolution, employers had 
little regard for their workers’ safety and quality of life. Since then, 
the government has passed numerous laws to regulate employment 
conditions and to protect employees. Employee rights can be 
divided into four areas:

• right to health and safety protections
• right to fair wages and benefits
• right to privacy
• right to equal opportunity in the workplace
Two major federal government acts protect the health and safety 

of workers. 

The Occupational Safety and Health Act 
This act set up the Occupational Safety and Health 

Administration (OSHA), the federal government agency 
that regulates health and safety standards for companies 
in the United States. To make sure employers follow the rules, 
OSHA does the following:

• inspects workplaces at random
• investigates written employee complaints, workplace deaths, 

and disasters
• protects employees from being fired for filing complaints
• levies fines for rule violations 

The Environmental Policy Act 
In 1969, Congress passed the National 

Environmental Policy Act, which established the 
Environmental Protection Agency (EPA). The 
purpose of the EPA is to set up a national policy 
for fighting pollution, and to protect the environ-
ment and human health from exposure to 
hazardous chemicals and waste. The EPA 
encourages voluntary compliance by busi-
nesses. It also supports the efforts of state and 
local governments to carry out enforcement 
actions in their own territory. When such efforts 
do not work, the EPA can act against companies 
that pollute the environment.

Fair Wages and Benefits 
What wages and benefits are you guaranteed 
when you work?

The government has long been concerned 
about the conditions under which employees 
perform their jobs. The government responded 

 Employee Benefi ts  
Employee benefi ts include Social 
Security and disability insurance, 
but can also include health and 
life insurance. What other kinds 
of benefi ts may be available to 
employees?

Vocabulary You can find 
vocabulary definitions in the Key 
Terms glossary and Academic 
Vocabulary glossary in the back of 
this book.
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to many of the hardships suffered by workers during the Great 
Depression by passing several laws to regulate wages, hours, and 
benefits.

The Fair Labor Standards Act 
The Fair Labor Standards Act, also known as the Wage and Hour 

Law, requires certain employers, such as hospitals, retail businesses, 
restaurants, and schools, to pay their workers a minimum hourly 
wage and time-and-a-half for all work over 40 hours per week. 
The Fair Labor Standards Act also regulates the employment of 
minors. The act covers employees who produce goods for interstate 
commerce. Professional employees, administrators, and executives 
are not covered by this act.

Equal Pay Act
The Equal Pay Act is an amendment to the Fair Labor Standards 

Act. It established the equal pay rule. The equal pay rule is a 
standard that states that employers working in interstate 
commerce must pay women the same rate of pay as men 

Critical Thinking Do OSHA regulations apply to non-employees?

Note key facts in the text below and look up words you do not understand. Restate diffi cult ideas in 
your own words. Go back and reread the text quickly to make sure you did not miss any important 
detail. Now, you are ready to formulate an opinion.

Liable for Injuries? Martin Canape was a delivery person for Brookhart’s Wholesale 
Lumber. In 1991, David Peterson ordered a load of shingles for a building project he was 
completing. Mr. Canape was sent to deliver the load of shingles.

At the work site, Mr. Canape and his crew began to unload the shingles and place 
them on the unfi nished roof. As he was walking across the roof, Mr. Canape stepped on 
a piece of loose plywood. The plywood was covering a hole in the roof and Mr. Canape 
fell 17 feet through the hole and landed on the concrete fl oor below. As a result of the 
accident, Mr. Canape suffered spine injury and had to have his spine fused together.

Mr. Canape then sued Mr. Peterson for compensation from the accident. Mr. Canape 
brought the claim under negligence per se, arguing that because Mr. Peterson was violating 
sections of the Occupational Safety and Health Act (OSHA), he was automatically liable 
for any injuries that occur.

OSHA is a set of safety statutes meant to protect employees during the course of their 
employment. The OSHA regulations require that openings must be guarded by a railing 
or cover. Mr. Peterson argued that OSHA regulations do not protect non-employees, and 
therefore, would not be applicable to Mr. Canape’s case.
Canape v. Peterson, 897 P.2d 762 (Colo. 1995)

Go to glencoe.com for more case study practice.

Canape v. Peterson
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holding the same type of job. The equal pay rule covers hourly 
workers, executives, administrators, professional employees, and 
outside salespeople who receive a salary and/or a commission.

The Employment Retirement Income Security Act 
The Employment Retirement Income Security Act (ERISA) 

prevents the abuse of employee pension plans. A pension plan 
is a program established by an employer or a union to 
provide income to employees after they retire. Pensions 
are typically based on an employee’s salary and length of service. 
ERISA came about because some employers failed to invest the 
employee retirement funds wisely or used the money for their 
own business expenses. The act thus requires employers to place 
employee pension contributions in a trust fund outside of the 
employer’s control. It also imposes a duty of good faith on pension 
fund managers. Employees must receive regular reports about their 
retirement benefits.

The Family and Medical Leave Act 
Under the Family and Medical Leave Act, an employee of a 

company with at least 50 employees is entitled to 12 weeks of 
unpaid leave during any 12-month period to care for a new child 
or a relative with a serious medical condition. The employee is 
entitled to return to his or her previous job or an equivalent job 
with the same pay and benefits. To be eligible, the employee must 
have at least one year of service with the company.

The Social Security Act 
Social Security is a government program that provides 

continuing income to workers and their dependents when 
their earnings stop or are reduced because of retirement, 
disability, or death. The Social Security Act and its amendments 
set up a social insurance program funded by contributions from both 
employers and employees. People become eligible to receive Social 
Security benefits by working for a certain time period or by being a 
dependent of a person who meets that requirement.

Unemployment Compensation 
Unemployment compensation is a system of govern-

ment payments to people who are out of work and 
looking for a job. The program is funded by having employers 
pay payroll taxes or insurance premiums. Under the Federal 
Unemployment Tax Act, each state operates its own system, subject 
to conditions imposed by the federal government. Each state 
determines the tax rate employers must pay and the amount an 
unemployed worker can receive. Unemployed workers must apply 
at state employment offices. They may be disqualified if they refuse 
to accept a suitable job, if their unemployment is due to a labor 
strike, if they were discharged for misconduct, or if they voluntarily 
quit a job without good cause. 
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Workers’ Compensation 
Workers’ compensation is an insurance program that 

provides income for workers who are injured on the 
job or develop a disability or disease as a result of their 
job. Loss of income due to accidents, illness, or death on the job 
became a serious problem with the introduction of machines to 
industry. Faced with this situation, several state legislatures passed 
laws in the early 1900s creating workers’ compensation programs. 
By 1959 all 50 states had programs in place.

Workers’ compensation laws vary by state. In many states, 
employers pay into a state’s workers’ compensation fund through 
payroll taxes. In Texas, workers’ compensation law was first enacted 
in 1913, and the Texas Workers’ Compensation Program evolved 
over time to address a variety of workplace needs. The Texas 
Workers’ Compensation Act of 1989 was adopted to consolidate 
and strengthen workplace health and safety programs, improve 
benefits and benefits delivery, assist in resolving claim disputes, 
ensure compliance with workers’ compensation laws, and develop 
medical fee and treatment guidelines to help control medical costs. 
Texas has also established the Texas Workforce Commission (TWC), 
the state agency that provides workforce development services to 
employers and job seekers in Texas. Employers are offered 
recruiting, retention, training, and outplacement services, as well as 
labor market statistics. Job seekers are provided with access to job 
search tools, training programs, and career development 
information, among other job-related resources. For a general 
review of basic employee rights, see Figure 15.1.

Employee Privacy Rights 
Do you have a right to privacy in the workplace?

Three areas of privacy law have become important in recent years:
• guaranteeing privacy for governmental employees
• testing employees for drug use
• using polygraph (lie detector) tests in the hiring and firing of 

employees

The Federal Privacy Act 
The Federal Privacy Act protects the privacy of government 

workers, but not workers in the private sector. It gives government 
employees the right to know what is in their employment files, to 
restrict access to their files, and to fix any mistake they might find 
in their files.

The Drug-Free Workplace Act 
The Drug-Free Workplace Act, which applies to companies that 

have contracts with the federal government, aims to create a drug-
free work environment. Drug testing is not required, but if a drug 
test is given improperly, it can violate the Fourth Amendment 
to the United States Constitution, which prohibits unreasonable 

Research Title VII
Title VII of the Civil Rights 
Act is a federal law that 
prohibits discrimination in 
the workplace. Log on to  
glencoe.com to begin 
your WebQuest project. 
Look up what this law 
specifically covers.

List and explain each section 
in your WebQuest folder.
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 Figure 15.1 Employee Rights

 The federal  government has passed laws guaranteeing employees 
certain rights. Can employers make employees take a polygraph test?

Under Title VII of the Civil Rights 
Act of 1964, an employer cannot 
ask a job applicant about his or 
her religion, race, or marital status 
during a job interview.

The Age Discrimination in Employment 
Act prohibits an employer from dis-
criminating against any person aged 
40 or older in hiring, firing, promotion, 
or other aspects of employment.

The Equal Pay Act requires employers 
to pay women the same rate of pay as 
men for doing the same type of job.

The Americans with Disabilities Act 
forbids discrimination on the 
basis of a disability.

 Chapter 15  Employment Law   337



search and seizure. Some states have passed statutes that regulate 
drug testing in the private sector. 

The Employee Polygraph Protection Act 
The Employee Polygraph Protection Act bars employers from using 

lie detector tests for the screening of employment applicants. It also 
prohibits the random testing of employees. There are, however, 
several exceptions. It does not apply to businesses involved in security 
or the handling of controlled substances. Drug firms and private 
investigation companies are also permitted to use polygraph tests. 

Equal Employment Opportunity 
What can you do if you think you have been 
discriminated against?

Since the 1960s, the federal government has passed six major 
acts to ensure fairness and ethical behavior in employment and 
to prevent discrimination. Discrimination is the unequal 
treatment of individuals based on sex, age, race, 
nationality, or religion.

The Civil Rights Act of 1964 
Title VII of the Civil Rights Act of 1964 prohibits discrimination 

in employment based on race, color, religion, sex, or national 
origin. The attempt to recruit, hire, and promote workers based on 
these characteristics is referred to as affirmative action.

Under Title VII, a job interviewer cannot ask applicants questions 
about their religion, race, age, or marital status. Employees who 
believe they have been discriminated against can file a complaint 

 EEOC The EEOC has a 
Web site that offers job infor-
mation and resources for 
teenagers. What kinds of 
resources are available on 
the site?
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Reading Check 
Explain Why did the 
government think it 
was necessary to create 
protected classes of 
workers?

Bona fi de: adj Latin for good 
faith. 
Quid pro quo: n Latin for 
something for something.

Vocabulary Builder Many 
European languages are 
romance languages, or 
languages based on the 
Roman language of Latin. 
In Latin, bonus means good 
and fi des mean faith. In 
class, name words in other 
languages you know that 
mean good or faith.

Look It Up! Check defi nitions 
in Black’s Law Dictionary or 
an online glossary. For direct 
links, go to glencoe.com to 
fi nd more vocabulary 
resources.

with the Equal Employment Opportunity Commission (EEOC) 
or seek a private remedy in court. The EEOC can seek a court 
injunction or sue the employer for damages. 

Disparate Treatment  Disparate treatment is when 
an employer intentionally discriminates against an 
individual or a group of individuals belonging to a 
protected class. For instance, an employer who holds a general 
policy against hiring female engineers or male nurses would be 
practicing this type of discrimination. 

A defense employers can use against the charge of disparate 
treatment is a bona fide occupational qualification, or BFOQ. A 
bona fide occupational qualification is a job requirement that might 
seem discriminatory but which is actually a good faith requirement 
to perform a particular job. For example, requiring that applicants 
for a job modeling women’s clothing be female is a bona fide 
occupational qualification. The BFOQ defense can never be used to 
justify discrimination based on race.

Disparate Impact  Disparate impact is when an 
employer has an employment policy that appears neutral 
on the surface but has an unfair impact on members 
of a protected class. For example, an employer who requires 
applicants to be over six feet tall is discriminating by disparate 
impact. The height requirement seems neutral on the surface, but 
has an unfair impact on women.

A defense against disparate impact is business necessity. Business 
necessity is a job requirement based on actual skills needed by an 
employee to perform a specific job. For example, it is acceptable for 
a hospital to require that all applicants for a job as a surgeon have a 
medical degree.

The Civil Rights Act of 1991 
The Civil Rights Act of 1991 was enacted by Congress to 

strengthen the doctrine of disparate impact. The law requires 
employers to prove business necessity in disparate impact cases. 
It requires employers to prove that the qualifications for hiring 
or promoting employees are directly related to the specific job 
involved in a court case. It also allows plaintiffs who have been 
discriminated against to recover not only back pay owed to them, 
but compensatory and punitive damages.

The Pregnancy Discrimination Act 
The Pregnancy Discrimination Act makes it unlawful to 

discriminate against a woman because of pregnancy or childbirth. 
An employer cannot create an employee benefits package that 
discriminates against women who are pregnant. 

The Immigration Reform Act 
The Immigration Reform Act makes employers responsible for veri-

fying the identity and employment eligibility of all employees. It applies 
to U.S. citizens, permanent residents, and nonimmigrant visa holders. 
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All job applicants must present original documents and, if hired, 
they must sign an employment eligibility verification form in front 
of a supervisor or human resources officer.

The Age Discrimination in Employment Act 
The Age Discrimination in Employment Act (ADEA) applies 

only to employment agencies, employers with 20 or more 
employees, and labor unions with more than 25 members. The 
act forbids discriminating against any person aged 40 or older 
in hiring, firing, or other employment decisions. The law does 
not apply if age is a true job qualification, such as modeling 
children’s clothing. The ADEA was amended by Congress in 1990 
to forbid discrimination against older employees with regard to 
their retirement and pension plans. The amendment, known as 
the Older Workers’ Benefit Protection Plan Act (OWBPPA), gives 
workers a legal way to remedy a situation in which they have 
been cheated or coerced into surrendering their ADEA rights by 
signing a waiver.

Americans with Disabilities Act 
The Americans with Disabilities Act of 1990 (ADA) forbids 

discrimina tion on the basis of a disability if the disabled indi-
vidual can do the essential functions of a job. Employers cannot 
discriminate against those with disabilities when screening or 
hiring, granting promo tions, offering pay raises, or offering on-
the-job-training oppor tunities. Both direct and indirect forms of 
discrimination are outlawed. Indirect discrimination occurs when 
an employer makes a hiring decision based on a qualification that 
is not related to job perfor mance but has the effect of eliminating 
disabled individuals.

Contract Negotiations 
You are an attorney for a nationwide chain of weight-loss clinics for 
men. Your company provides counseling to men and encourages 
them to eat in a healthier manner and to exercise regularly. Clients 
visit your clinics weekly where they are weighed and undergo personal 
counseling for 30 minutes. After performing a random survey of 
1,000 men, you determine that men are more comfortable with male 
workers and counselors in your clinics, and that more men would 
become clients if they were assured that a male would assist them in 
their weight loss. Right now your company has approximately 45% 
female workers.

Critical Thinking: Can you replace the women 
with men?
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Sexual Harassment 
There are also laws covering sexual harassment in the workplace. 

Sexual harassment can occur either through a quid pro quo activity 
or through the creation of a hostile working environment. Quid 
pro quo sexual discrimination occurs when one worker demands 
sexual favors from another worker in exchange for something 
employment related, such as a raise or a promotion. A hostile 
working environment exists when a pattern of severe and pervasive 
sexually demeaning behavior has altered the workplace, making it a 
distressing, humiliating, or hostile place. Such demeaning behavior 
could include sexually explicit comments, jokes, photographs, 
cartoons, posters, or gestures. 

International Employment Law 
What rights do you have when you work in another country?

Most U.S. employment laws do not apply to employment in 
other countries, even if you work for an American company 
overseas. For example, minimum wage laws will be different. 
Protections against discrimination may not exist in other 
countries. Some countries, however, have better pension and 
compensation programs, and more legal guarantees of job 
security. In Europe, for example, it can be extremely difficult to 
fire a employee. 

To avoid such problems, 
many companies have 
created their own code of 
ethics to set standards of 
conduct for both employers 
and employees in the 
workplace. Assume the 
classroom is a business, with 
the teacher as employer and 
students as employees. Get 
together in a group with 
other students and write 
a code of ethics for the 
classroom. Issues can range 
from classroom conditions 
to the behavior of students 
and teacher. For assistance, 
go online and look up the 

Self Check
1. What four areas can 

employment conditions 
be divided into?

2. For what reasons can 
you be disqualifi ed from 
receiving unemployment 
compensation?

3. What are the objectives 
of the Civil Rights Act? 

Academic 
Connection  
English Language Arts 
Businesses that violate the 
law are subject to fi nes, 
lawsuits, and additional 
government regulations. 

code of ethics for a well-
known company such as 
Ben and Jerry’s or Microsoft.

Critical Thinking
Meet the New Boss  
Suppose you learn that your 
friend, June (aged 42), was 
passed up for a promotion 
where you work in favor of 
a younger (aged 27) and 
much less qualifi ed male 
candidate who also happens 
to be the boss’s nephew. 
Do you have any advice 
to give June under these 
circumstances? Explain.

Go to glencoe.com to 
check your answers.

15.2

 After You Read
Summarize What wage 
and benefi t rights are held 
by workers?
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Summary
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Vocabulary Builder

15

◆ According to the doctrine of employment-at-will, 
employers and employees are free to end the 
employment relationship at any time without 
penalty.

◆ Situations that fall outside employment-at-will 
include unionized employees, employees with 
individual employment contracts, and protected 
classes of employees.

◆ Wrongful discharge exceptions to employment-
at-will include implied contract, promissory 
estoppel, and public policy tort.

◆ Implied covenant is a legal argument that holds 
that any employment relationship is based 
on an implied promise that the employer and 
the employee will be fair and honest with one 
another.

◆ Legislation that regulates union activities includes 
the Norris-LaGuardia Act, the Wagner Act, the 
Taft-Hartley Act, and the Landrum-Griffin Act.

◆ Legislation that regulates employment conditions 
includes the Occupational Safety and Health Act, 
the Fair Labor Standards Act, the Equal Pay Act, 
and the Immigration Reform and Control Act.

◆ Worker benefits include Social Security, 
unemployment compensation, workers’ 
compensation, and pension protection.

◆ Legislation that regulates employee rights 
includes Title VII of the Civil Rights Act, 
the Americans with Disabilities Act, the Age 
Discrimination in Employment Act, and the 
Family and Medical Leave Act.

◆ Disparate treatment is when an employer 
intentionally discriminates against an individual 
or a group.

◆ Disparate impact is when an employer has an 
employment policy that appears neutral on the 
surface but has an unfair impact on the members 
of one or more of the protected classes.

Section 15.2 Employee RightsSection 15.1 Employment Agreements

1  On a sheet of paper, use each of these terms in a sentence.

• collective bargaining
• Occupational Safety and Health 

Administration (OSHA)
• equal pay rule
• pension plan

• employment-at-will
• union
• implied contract
• public policy tort
• implied covenant

• Social Security
• unemployment compensation
• workers’ compensation
• discrimination
• disparate treatment
• disparate impact

Key Terms

Academic Vocabulary 

• exception
• corruption

• solicit
• voluntary

• random
• waiver

Go to glencoe.com to play a game and improve your 
legal vocabulary.
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Key Points Review

15

Answer the following questions. Refer to the chapter for additional reinforcement.

6 What law bans discrimination based on age?

7 What requirements were instituted by the Fair 
Labor Standards Act?

8 What is the equal pay rule?

9 What is the difference between disparate 
treatment and disparate impact?

2  What is the general rule of employment that 
guides hiring and fi ring in the U.S. today?

3  What types of employees can negotiate their 
own individual employment contracts?

4 What are the major provisions of the Wagner Act?

5  What classes of employees are protected by the 
Civil Rights Act?

10  Read the following information about the Occupational 
Safety and Health Act and complete questions 1 and 2.

The Occupational Safety and Health Act of 1970 assigns OSHA two functions: 
setting standards and conducting inspections to ensure that employers provide safe 
and healthful workplaces. OSHA standards may require that employers adopt certain 
practices, means, methods, or processes reasonably necessary and appropriate to 
protect workers on the job. Employers must become familiar with the applicable 
standards and eliminate hazards.

Compliance may include ensuring that employees have been provided with, have 
been effectively trained on, and use personal protective equipment when required 
for safety or health. Where specific standards do not exist, employers must comply 
with the Act’s “general duty” clause [Section 5(a)(1)], which requires each employer 
to “furnish . . . a place of employment which is free from recognized hazards that are 
causing or are likely to cause death or serious physical harm to his employees.”

A to furnish employees with information about their jobs
B to ensure employees are provided and trained to use protective equipment
C give general employee training sessions to keep trends and policies current
D fi re any employees who do not comply with OSHA regulations

1. The Occupational Safety and Health Act of 1970 requires employers:

2. OSHA ensures employer compliance by:

A providing posters, training, and informational sessions for employers and employees
B having three regulatory functions to set standards and oversee guidelines of employers
C requiring a place of employment free from recognized hazards that could harm employees
D providing safety equipment and training to employees to meet regulations

Rely on your fi rst impression. The fi rst answer that 
comes to mind is often correct.

Test-Taking Strategies
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Apply and Debate

15

Read the following scenarios. Get together with other students in pairs or groups of 
three and take a position on each scenario. Debate your position in class with students 
taking the opposite position or prepare a written argument justifying your position.

11 Promises, Promises
  Rose’s company sent her to London to open a new store. They promised her a posi tion 

as manager of their Boston store if she spent two years in London. When Rose moved 
to Boston after two years, the company was having fi nancial problems. They closed the 
Boston store within three weeks of her arrival and Rose was terminated.

You Debate  Can Rose sue for wrongful discharge based on the promise made to her?

12 Personal vs. Company Time
  Johnson Manufacturing had a strict company policy forbidding personnel to use offi ce 

computers for personal business. They dismissed Eliot Menson, a 3-year employee, 
after discovering that he used his computer to trade stocks during his lunch hour.

You Debate  Was Eliot wrongfully terminated? What if Eliot had been writing a novel?

13 Men’s Fitness Center
  Archer & Bower Architects received a contract to design two fi tness centers —a men’s 

and a women’s—in a new housing tract. The company insists that it must hire a male 
architect to work on the men’s center and a female to work on the women’s center.

You Debate  Can the company make a case for bona fi de job qualifi cations?

14 Roofer Accident
  Franco works as a roofer. His employer normally supplies safety harnesses to all roofers. 

One day, Franco and his co-worker Mario could fi nd only one harness in the truck. The 
boss asked Franco to wait on the ground until one was obtained. Mario needed help, 
so Franco went up on the roof. He slipped and fell, breaking his leg.

You Debate  Can Franco sue his company for negligence in addition to workers’ comp?

15  Young and Hip
  Ashley, age 44, an advertising executive with 

12 years experience, applied to become Senior 
Director at her fi rm’s new offi ce in Seattle. The 
job was given to a fl ashy 33-year old woman who 
had seven years experience. The fi rm claimed 
their clients wanted someone “young and hip.”

You Debate  Should Ashley sue for age 
discrimination?
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Safety Standards Serena works in the stockroom of a sports clothing company. Her 
co-worker, Kim, has decided to take the forklift for a ride. Serena knows that heat, noise, 
and intoxication can lead to work-related accidents, but is not sure Kim is violating safety 
standards.
◆ Does Kim have a careless attitude toward workplace safety? Should Serena report Kim to 

their supervisor?

Emergency Preparedness OSHA health and safety standards call for employers to 
create written employee emergency action plans. Sarah’s supervisor tells her the company 
needs to update its emergency action plan and asks Sarah to research OSHA’s requirements.

15

16   Fair Offer? Dorothy Bearley worked 22 hours a week as a bookkeeper for Friendly 
Ice Cream Corporation (Friendly’s) in Dunmore, PA, and 18 hours a week for the 
Friendly’s district that covered Dunmore. This amounted to full-time employment. 
She also worked a few hours a week as a hostess in the Dunmore restaurant. On July 
5, 2000, Ms. Bearley informed her boss that she needed to undergo toe surgery. Her 
boss granted her medical leave, but informed her that while she was gone, Friendly’s 
bookkeeping functions were going to be automated.

Upon returning to work in August, Ms. Bearley discovered that much of her job 
had been automated and her bookkeeping hours reduced. Friendly’s offered Ms. 
Bearley 22 hours bookkeeping, 13 hours food preparation, and three hours hostessing. 
Ms. Bearley rejected the offer and sued Friendly’s, claiming it had violated the Family 
Medical Leave Act by not reinstating her to a position equal to her previous one.

Source: Bearley v. Friendly Ice Cream Corp., 322 F.Supp.2d 563 (M.D. Pa. 2004)

Bearley v. Friendly Ice Cream Corp.

Practice Was Friendly’s offer acceptable under the law?

Go to glencoe.com to access the Web site sponsored by the U.S. Department of 
Labor and research OSHA standards for emergency action plans. Prepare a table 
that lists the minimum elements of an emergency action plan.

Reading Connection
Outside Reading Go to glencoe.com for a list of outside reading suggestions about 
employment law.
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Judith Silver
CEO, CoolLawyer.com Legal Forms

What do you do at work?

 “I look at the online marketplace to identify what makes 
CoolLawyer.com unique compared to other legal forms companies, 
figure out how to best sell my product, and understand my customer 
base. I also spend time doing search engine marketing, writing 
articles that are posted on the Web to help my search engine 
standing (to reach more customers), monitoring my marketing 
efforts and updating them, and conducting interviews for publicity 
to enhance my Web site.”

What skills are most important to you?

“The most important is the ability to follow 
through and solve problems in the way I believe 
to be best, regardless of what others might say 
is the most important thing in being a successful 
entrepreneur. This doesn’t mean you don’t ask and 
listen to advice from others, but ultimately, you are 
the key to understanding your business and you are 
your business.”
What training do you recommend?

“Get as much experience as possible in regards to 
problem solving in the area in which you want to 
work. I understand my business and other aspects of 
my career well because I have handled every aspect 
of the business at one time or another. It’s important 
to learn a position and a career from the ground level 
and up. Learning from others is just never the same 
as learning from your own hands-on experience.”
What is your key to success?

“There are so many—persistence, creativity, curiosity, 
common sense. This profession requires that you con-
stantly learn new technology and gain business infor-
mation to move your business forward. It’s amazing 
what you can learn from simple things like talking to 
customers and helping them. Often you’ll discover 
entirely new lines of business or ways that you never 
thought of to improve your business.”

5

Academic Skills
 • Manage numerous sets of information at 

one time

 • Ability to shift focus while staying on task

Education and Training
A bachelor’s degree in business adminis-

t ration, fi nance, and marketing, plus the 

following high school and college courses:

 • Business, contracts, and consumer law

 • English language arts (rhetoric and 

composition)

 • E-commerce

 • International business

 • Marketing

 • Technology/media arts

 • U.S. government

 • Social Studies

Critical Thinking
Why is technology essential for small 

business owners? What are some software 

programs entrepreneurs might use to 

manage their companies?

Go to glencoe.com to fi nd legal careers resources.
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The Price of a Dream Marcus meets Jackie, a talent agent for Hackman & Broad 
Agents, who tells him he could be a model. Jackie says he could probably make $1,000 
an hour. A few days later, Marcus pays her a $500 consultation fee to discuss his career 
and the agency’s offerings. At this point, Marcus still has not signed a contract. Marcus 
also needs to pay an additional $1,500 for a portfolio of photographs to show prospective
clients. A few weeks later, Jackie calls to tell Marcus his portfolio is ready for pick-up, 
but that unfortunately the agency has closed due to bankruptcy.

Assignments
Research Research employee rights in the modeling and talent industry.

Write Consider the situation above and write an expository essay about laws that 
protect employees. Describe how and why Marcus should have investigated the talent 
agency before acting on a verbal agreement. Include a list of warning signs of a non-
reputable talent manager or agent, and the factors for choosing the right representative.

 Writing Tips Authors organize their writing in a specifi c way for a specifi c 
purpose. These patterns of organization are called text structures. When 
writing an expository essay, it is important to address these common types of 
text structures: 

✓ Comparison and contrast shows 
how things are the same and 
different.

✓ Cause and effect shows how 
events are related.

✓ Problem and solution describes a 
problem and offers solutions.

✓ Chronological order presents 
events in time order.

Essay Test Strategies Preview the test question by slowly reading through 
all its parts and pieces. In the directions, underline the questions that your 
essay needs to answer. In the paper’s margin, create a rough outline of the 
information you want to be sure to include in the essay. Use the outline as 
a checklist while working your way through the writing.

Go to glencoe.com to fi nd more writing resources.

5
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5
Employment Guide

For this project, you will use what you have learned to prepare an employment 
guide of federal and state employment laws to add to your portfolio. This 
project is to be done individually.

Here is a checklist of skills that you will need to complete this project. Your 
teacher will consider these skills when evaluating your work.

Step 1: Preparation

➊ Write a proposal for the area of employment law you plan to research.

➋ Use all you have learned in this unit, at the library, or on the Internet as tools.

➌ Complete this project in a format acceptable for portfolio addition.

Evaluation Rubric

Academic Skills

1. Online and library research 1. 10 points

2. Reading for information 2. 10 points

3. Note-taking 3. 5 points

4. Estimation and computation of facts/fi gures you discover 4. 10 points

5. English composition to summarize fi ndings 5. 15 points

Legal Skills

6. Researching employment laws 6. 15 points

7. Knowledge of federal versus state labor laws 7. 15 points

8. Analysis of essential legislative acts governing employers and 
employees

8. 15 points

9. Use of technology 9. 5 points

Total 100 Points

For more resources and for grading rubrics, go to glencoe.com.
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Step 2: Procedure

 ➊ Review the text in this unit and make a list of the laws that relate to your area of interest, 
such as discrimination or unions. Ask anyone you know who is employed or employees in 
your community how they have been affected by this legislation. Go to glencoe.com to fi nd 
additional help and resources.

➋ List all the employment terms you might include in your document that pertain to your area of 
research.

➌ Write an informational guide about the legal terms and documents that an employer and employee 
must abide by for employment placement. Use the Internet to research and download labor forms 
(e.g., work permit) and other important documents. Make enough copies so your classmates can 
review and annotate your guide.

➍ Describe an advertisement for an employment opportunity. Present your guide and see if your 
classmates can use it as a primer to apply for the job.

Step 3: Create an Analysis Report
As a class, compare the employment guides presented. Compare and contrast the 
information presented in each and look for common themes or areas covered. See if 
any of the guides stand out and if so what makes the information presented easier to 
understand. After comparing the guides, answer the following questions:

➊ How many and what areas of laws were presented?

➋ Did the guides presented include all the necessary information needed to apply for a job?

➌ If not, what should have been added to make the information easier to use?

➍ How was your guide similar to and different from the other guides presented?

Select a business you are interested in 
learning more about. Look up statistics 
on employment opportunities, salary 
range, and future expectations for that 
business. How do these statistics affect 
your chosen career path? Summarize 
your fi ndings for the class. Go to 
glencoe.com to fi nd resources.

 Equal Employment
Situation Your aunt (event judge) owns 
a maid service called Maid for You. She has 
owned the service, which specializes in 
house cleaning, for over ten years. During 

the entire company history all of the cleaners have 
been female. Your aunt recently advertised for new 
cleaners to fi ll vacancies. For the fi rst time, a well-
qualifi ed man has applied for a position. Your aunt 
wonders if her clients will accept a man as a cleaner. 
She is unsure about how to handle the situation 
and asks you for your advice. 

Activity You are to explain to your aunt the 
legal aspects of equal employment legislation 
and the impact it could have on her business.

For more Competitive Event preparation, performance 
tips, and evaluation rubricks, go to glencoe.com.

Unit 5  The Law and the Workplace   349

http://www.glencoe.com
http://www.glencoe.com
http://www.glencoe.com
http://www.glencoe.com


5

Jackson v. Birmingham Board of Education
U.S. Supreme Court 544 U.S. 167 ____ (2005)

Read Critically As you read the case, ask yourself the following questions:

1. Who did Mr. Jackson fi le a sex discrimination claim for?
2. Under what law did Mr. Jackson bring his claim?
3. Why did the Eleventh Circuit rule against Mr. Jackson?
4. What did the U.S. Supreme Court hold about retaliation?

Assignment When you are done, write a short summary of the situation. Include the court’s 
decision and a couple of sentences about why or how the court reached its decision.

Mr. Jackson was retained as a teacher, but 
was no longer a coach and did not receive 
the supplemental pay he did as a coach.
Lawsuit Commencement After the 
Birmingham School District terminated 
Mr. Jackson’s coaching duties, he fi led a 
lawsuit in U.S. District Court against the 
school district. Mr. Jackson alleged that the 
Birmingham School District had violated 
Title IX of the Education Amendments 
by retaliating against him for protesting 
the discrimination against the girls’ 
basketball team.

Opinion  U.S. Eleventh Circuit 
Court of Appeal Proceedings The 
U.S. Court of Appeals for the Eleventh 
Circuit held that Title IX does not include 
a provision where Mr. Jackson could bring 
a claim for retaliation, since there is no 
private cause of retaliation available under 
Title IX. The Court also held that even if 
Title IX prohibited retaliation, Mr. Jackson 
would not be entitled to relief because he is 

Facts  New Coaching Job Roderick 
Jackson was an employee of the Birmingham 
Alabama School District for more than 10 
years. He was hired in 1993 to be a physical 
education teacher and girls’ basketball coach. 
In 1999, Mr. Jackson transferred within the 
district to Ensley High School. When he 
started, he discovered that the girls’ teams 
at Ensley were not receiving equal funding 
and equal access to the athletic equipment 
and facilities. Because of the inequalities, 
Mr. Jackson discovered he was unable to do 
his job as the girls’ basketball team’s coach.
Sex Discrimination Complaint In 
December of 2000, Mr. Jackson began to 
complain to his supervisors about the 
unequal treatment of the girls’ basketball 
team. However, his supervisors did not 
respond to his claims and the school district 
failed to remedy the situation. Instead, 
Mr. Jackson began to receive negative work 
evaluations and ultimately was removed 
as the girls’ basketball coach in May 2001. 
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sex when it is an intentional response to a 
sex discrimination complaint.
School District’s Argument The 
Birmingham School Board argued that if 
Congress wished to include retaliation in 
Title IX, then it would have included it as it 
did in the Civil Rights Acts. However, the 
causes of action under the Civil Rights Acts 
are explicit, whereas the courts have inferred 
all the causes of action under Title IX. Under 
Title IX Congress prohibited all forms of 
discrimi na tion in education and the courts 
have, there fore, allowed that broad 
prohibition to apply to a broad number of 
actions. Discrimi nation is a term that covers a 
wide range of inten tional unequal treatment 
and the Court will ensure that the action is 
not allowed in the educational system by 
allowing a broad number of causes of action.

Holding  The Court’s Decision The 
Supreme Court held that retaliation is an 
actionable cause under Title IX. Further, 
retaliation can occur not only against per-
sons bringing sex discrimination claims for 
themselves, but also for people who bring 
sex discrimination claims on be half of third 
parties. The actions of the Birmingham 
School District could amount to 
retaliation and Mr. Jackson is permitted 
to bring his cause of action before a 
jury to make that determination.

not within the class of persons protected by 
the statute, nor is he an actual victim of sex 
discrimination himself.
Title IX Title IX was passed in 1972 as part 
of the Education Amendments. It states as 
follows:

20 U.S.C. §1681 (Title IX)
(a) Prohibition against discrimination; 

exceptions 
No person in the United States shall, on the 

basis of sex, be excluded from participation 
in, be denied the benefi ts of, or be subjected to 
discrimination under any education program or 
activity receiving Federal fi nancial assistance.

(c) “Educational institutio n” defi ned

An educational institution means any 
public or private preschool, elementary, 
or secondary school, or any institution of 
vocational, professional, or higher education, 
except that in an educational institution 
composed of more than one school, college, 
or department which are administratively 
separate units, such term means each such 
school, college, or department. 
In 1979, in Cannon v. University of 

Chicago, the Supreme Court held that 
Title IX includes a private right of action. 
Private citizens have the right to bring 
a claim against the offending party, to 
enforce the prohibition on intentional sex 
discrimination. Later, in 1992, in Franklin 
v. Gwinnett County Public Schools, the 
Supreme Court held private parties can 
seek monetary damages for intentional 
violations of Title IX. In all the cases, the 
Court relied on the text of Title IX, which 
except for a few narrow exceptions prohibits 
discrimination on the basis of sex.
Retaliation The court then looked at retal-
ia tion. Like private causes of action, Title IX 
does not speak directly to the issue of retalia-
tion. In previous cases, the Supreme Court 
has held that retaliation is, by defi  ni tion, an 
intentional act. It is also a form of dis crimi-
nation, since the complaining person is 
subjected to differential treatment. Further, 
retaliation is discrimination on the basis of 

Go to glencoe.com to fi nd guided activities about 
case strategy and presentation.

The National High School Mock Trial Association 
organizes competitions at the local, regional, and 
national levels where teams of high school or college 
students prepare and argue fi ctional legal cases before 
practicing attorneys and judges. Mock Trial team 
members are each assigned a role as either an attorney 
or witness. Each team must develop a courtroom 
strategy, legal arguments, and a presentation style.
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