
BASIC LAWS OF CONTRACT AND AGENCY 

INTRODUCTION: Broadly speaking, Law can be defined as a set of rules which are 
generally recognized as binding to regulate the activities of people in a particular 
community where there is no law, there will be anarchy. 

CLASSIFICATION OF LAW 
Law is classified into: 

1. Public Law 
2. Private Law. 

Public Law governs the relationship between the Government and individual 
members of the community and between one state and another. It includes 
constitutional Law, Administrative Law and Criminal Law. 

Private Law governs relationship between individuals. It includes Law of Contract, 
Law of Tort, Law of Trust, Law of Property, Family Law and Law of Succession. 

It must at this stage be noted that Insurance business is a contractual agreement 
and it falls under the private law. 

GENERAL PRINCIPLES OF THE LAW OF CONTRACT 
Contract is a legally binding agreement between parties. Contracts are made for 
many purposes. There contracts of insurance, contracts for the sale of goods and 
land, contracts of hire and contracts of employment and many others. 
 

CLASSIFICATION OF CONTRACTS. 
Contracts are commonly classified into: 
 

• CONTRACTS OF RECORD:  

This is a minor class of contract which includes judgment debts (i.e sums of 
money awarded by court which one person must pay to another) and 
recognizance (i.e an obligation entered into by a person who acts like a surety 
when the accused applies for bail. 

• CONTRACTS UNDER SEAL: 

This is a formal contract which is in writing, witnessed, originally seated and 
delivered. There are some contracts which must be in this form  to be valid e.g 
Specialty contract or deed. 

 



• SIMPLE CONTRACTS: 
This is an informal contract which may be in writing or orally. 
 

• EXECUTORY AND EXECUTED CONTRACTS: 
A contract is EXECUTORY when a binding agreement has been reached but 
neither party has performed his obligation. The contract is EXECUTED when 
one or both of the parties have carried out their part of their agreement. 
 

• VOID, VOIDABLE AND UNENFORCEABLE CONTRACT: 
A void contract has no binding effect on either party. It’s an expression to 
describe agreements which have no legal standing at all. 
A voidable contract is binding, but one party has the right to set it aside. 

An unenforceable contract is valid but it cannot be enforced in a court if 
one party refuses to observe the agreement. However, such a contract may 
be useful as a defense to a claim. 

FORMATION OF A CONTRACT 
The following characteristics are essentials for the formation of a valid 
contract: 
• There must be an agreement i.e offer and acceptance. 
• There must be the intention to create legal relations. 
• There must be consideration (in the case of simple). 
• The agreement must be in the form required by law (if any). 

The parties must have capacities to contract. 

TERMS OF A CONTRACT 
Terms are the detailed provisions contained in the agreement which the parties 
have made. 
Terms of a contract are classified as follows: 

• EXPRESS TERMS: These are words spoken by the parties or written down by 
them. Where the contract is in writing, the parties may be barred from 
introducing other evidence as to what was agreed. As a general rule, an 
express term will override any conflicting implied term. 

• IMPLIED TERMS: These are terms which form part of the agreement even 
though the parties never put them into words. Terms may be implied in 
fact, implied by custom or market agreement and implied in law. 
 



• STANDARD TERMS: These terms are incorporated into printing forms which 
are used in dealing with all customers or clients who seek the same type of 
goods and services. Example is the Standard Fire Insurance Policy 
document. 

• EXEMPTION CLAUSES: These are terms which reduce the liability of one 
party to another. 

• A WARRANTY: This is a term which affects the minor aspect of the 
agreement. If it is broken, the injured party has a right to claim damages 
but not to repudiate the whole contract. 

• A CONDITION: This is a term which relates to an important aspect of the 
agreement. If such a term is broken the victim has the right not only to 
claim damages but also to repudiate the whole contract. 

FACTORS WHICH AFFECT THE VALIDITY OF CONTRACTS 
These are a number of factors which may destroy the validity of a contract. These 
factors include: 

• Illegality. 
• Improper pressure: This includes duress and undue influence. 
• Mistake: This may concern subject matter of the contract or identity of the 

parties to the contract 
• Misrepresentation: This is a false statement of fact which induces the other 

party into the contract. It may be fraudulent, innocent or negligent. 
• Non disclosure of material facts. 

DISCHARGE OF A CONTRACT 
A contract may be discharged in any of the following ways: 

• PERFORMANCE: A contract is performed when each party has carried out 
his side of the bargain. 

• BREACH: A breach will not in itself terminate the contract but if sufficiently 
serious, may give the injured party the option of treating the contract as 
discharged. 

• FRUSTRATION: A contract becomes discharged when it is difficult for a 
party to the contract to fulfill their obligations due to some circumstances 
beyond their control. 

• DISCHARGE BY AGREEMENT: Since a contract is formed by agreement, it 
follows that the party can make a further agreement to release each other 
from their obligation. 



• DISCHARGE BY OPERATION OF LAW: A contract may also be discharged by 
the operation of the law itself in circumstances such as merger, material 
alteration or Bankruptcy. 

THE LAW OF AGENCY 
An agent is one who acts on behalf of another, known as the Principal 
The agency relationship involves a Principal, an agent and a third party. 

APPOINTMENT OF AGENTS 
• Express Agents. 
• Implied Agents. 
• Agency by Ratification. 
• Agency of Necessity. 

< 

AUTHORITY OF AGENT 
• EXPRESS AUTHORITY: This is where the Principal gives express instructions 

to his agent. 
• IMPLIED AUTHORITY: This is where the authority is implied from the 

conduct of the parties and the circumstance of the case. 
• APPARENT OR OSTENSIBLE AUTHORITY: This is the authority the agent 

appears to others to have, as a result of some conduct by the Principal 
intended to be acted upon by the third party. 
 

DUTIES OWED BY AGENT TO PRINCIPAL 
• To obey the instruction of the Principal. 
• To exercise due care and skill. 
• To personally perform the duties imposed on him by the agency. 
• To act in good faith towards the Principal. 
• To account for all monies collected on behalf of the Principal. 

 

DUTIES OWED BY PRINCIPAL TO AGENT 
• REMUNERATION: The agent has a right to the remuneration agreed by his 

Principal. 
• INDEMNITY: An agent has a right to claim from his principal all expenses 

incurred in the course of performing his duties. 
 
 
 
 
 



 

LIABILITY FOR BREACH OF DUTY 
• Breach by Principal: 

If a Principal fails to remunerate or indemnify his agent, the agent can take 
legal action to recover. 
If the agent is lawfully in possession of goods belonging to the principal, he 
can lien over the property.  
 
 

• Breach by Agent: 
When an agent is in breach of his obligations, the principal can take any of 
the following actions: 
- The Principal can terminate the agency 
- The Principal can take legal action against the agent to recoup his 

money. 
- The Principal can set aside the contract made by the agent on his behalf. 

TERMINATION OF AGENCY 
- Termination through mutual agreement of the parties. 
- Remuneration by Agent 
- Withdrawal of Authority by the principal. 
- Termination by operation of the law such as Bankruptcy, death or 

personal incapacity of either of the parties. 


