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Health Law and Compliance

Who in a Company Can Bind the
Company in a Contract?

Urgent message: While legal documents may define who in an urgent care is able to
legally obligate the company, such as when ordering a service or signing a contract, there
are cases where “unauthorized” individuals can still bind the company—meaning the
organization must have clear internal policies on signing authority.

ALAN A. AYERS, MBA, MAcc

facility is working on a Saturday when a toilet backs

up. It’s the weekend, so of course, he’s unable to reach
management. Frustrated that no one on the staff can
resolve the issue, he takes it upon himself to call a buddy
who owns a 24-hour plumbing service. The contractor
arrives in 10 minutes and gets it fixed in a jiffy.

However, this isn’t a plumber with whom the urgent
care has previously done business, and there’s no prior
billing arrangement. On Monday morning, the urgent
care’s administrative office receives a sizable invoice
from the plumber—including his rates and extra charges
for after-hours work.

When the CFO dismisses the charge as “unautho-
rized,” the plumber sends her a screenshot showing the
precise time and phone number from which the physi-
cian ordered the service over the weekend.

What happens now?

The plumber can begin collections proceedings and
try to get his money. However, he will have to hire a col-
lections attorney and may spend months fighting the
charges, eating up valuable time he could be spending
with paying customers.

The purpose of the article is to help urgent care own-
ers and operators understand this issue more clearly and
to provide suggestions on how to avoid this scenario.

[et’s say that a physician employed at an urgent care

Background

Parties who can sign a contract for a company are those
who’ve been given the authority to represent their com-
pany in contract negotiations. As we will discuss in

detail, this authority can be either actual authority or
apparent authority. Establishing and determining who
has the proper authority to sign contracts on behalf of
a company and bind the business to an obligation is a
critical question—as was the case with the weekend
plumber—because confusion and ambiguity with this
can result in a contract dispute and possible litigation.!

This scenario is not uncommon, as vendors and bill
collectors frequently hear that an employee wasn’t
authorized to sign an agreement. And how would a ven-
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An urgent care footprint changes hands and the document
shredding vendor stops by to establish a contract for continued
services. The new owner did not wish to continue these serv-
ices and intentionally did not assume the contract. Refusing
to take “no” for an answer, the vendor’s salesperson presented
a 3-year renewal agreement on his iPad to the urgent care’s
receptionist, explained that it was to assure continuity of serv-
ices, said he had the CEQ’s approval, and the receptionist
unwittingly signed it on behalf of the company.

The receptionist had no authority to bind the company
in any contract, particularly one presented under false
pretenses.

Several months later, the company had paid none of the
invoices, had attempted to cancel the contract, and found itself
in “collections” as the shredding company claimed the urgent
care company was in “breach.”

The urgent care company informed the vendor the recep-
tionist had no signing authority and thus there was no valid
contract. The vendor didn’t care; they said it was “signed by
an employee” and was thus valid.

The problem, perhaps, is that the contract was not cancelled
immediately when management learned about it (ie, when
the first invoices as received) and the centers continued uti-
lizing service for over 8 months, which would have reaffirmed
the “apparent authority.”

The urgent care chain eventually paid the past-due balances
and retained the services for another year before “buying out”
of it. Had the urgent care cancelled the contract immediately
upon learning about the unauthorized signatory, it perhaps
would have had a different outcome.

dor arriving at an urgent care on a Saturday afternoon
know (and confirm) that a doctor has the authority to
sign for the company? Let’s discuss.

Who Has Signing Authority?

When a business like an urgent care center is incorpo-
rated, it’s considered its own legal entity; as such, the
owner can’t simply sign her name on business contracts
on behalf of the company. Instead, this is governed by
the company’s bylaws, which will state who is an
authorized representative and may bind the company
by signing an agreement.!

What is ‘Actual Authority’ and ‘Apparent Authority’?
There are two types of authority an individual may have
in signing. Urgent care owners and managers should be
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When dealing with a business for most
day-to-day purchases, it’s not practical
for a vendor to inspect the corporate
bylaws to determine who has signature
authority. “Apparent authority” enables
a vendor to rely on appearances and
representations made that the person
signing is authorized to do so.

clear on the differences between the two.

Actual authority refers to specific powers, expressly con-
ferred by a principal (such as an urgent care owner) to
an agent (doctor, administrator, or business manager)
to act on the principal’s behalf.?

The Second Circuit has stated that actual authority
stems from “direct manifestations from the principal to
the agent.”3 However, a court may also infer actual
authority “from words or [cJonduct which the principal
has reason to know indicates to the agent that [s]he is
to do the act.”*

Apparent authority is when an agent has been given
implicit authority which can be implied through various
actions of those whom the agent represents.! In other
words, apparent authority stems from manifestations
by the principal to third parties or to the world at large.’
The specific powers of implied or apparent authority
depend on the circumstances; they are sometimes deter-
mined by the usages and customs of a trade, business,
or profession.®

Thus, if a third party enters into a contract with such
an agent operating under apparent authority, that con-
tract may still be legally binding on the principal.

It's important to understand that apparent authority
gives rise to agency by estoppel.” This means that a prin-
cipal’s representation to a third party that an agent has
authority to act on their behalf, when acted upon by
that third party by entering into a contract with the
agent, operates as an estoppel—this stops the principal
from denying the contract is legally binding.°

One court has stated that “[a]pparent authority ends
when it is no longer reasonable for the third party with
whom an agent deals to believe that the agent continues
to act with actual authority.”8

As to the acts of an agent giving rise to liability against
the principal, the principal may be held directly liable
if the agent “acts with actual authority or the principal
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Center staff can bind an urgent care
company, particularly for minor
purchases, even if not authorized by
any corporate purchasing policy. When
this occurs, a company can’t renege and
say the service “wasn’t authorized.”
Salespeople take advantage of this,
stopping by and getting a receptionist or
front office person to “sign” and then
claiming the purchase was
“authorized.”

ratifies the agent’s conduct.”’

However, it’s important to note that any apparent
authority that might otherwise exist “vanishes” with
“the third person’s knowledge, actual or constructive,
of what the agent is, or what he is not, empowered to
do for his principal.”1?

Thus, the plumber in our example wouldn’t have
much support for an apparent authority argument if he
knew his buddy (the urgent care doctor with the broken
toilet) couldn’t sign for the company.

Signing Authority Disputes
Obviously, most disputes relating to proper signing
authority arise when apparent authority is raised. Issues
concerning signing authority can be highly fact-inten-
sive. The outcome of a dispute can be dependent on a
number of factors, including but not limited to:

B An agent’s past conduct

B An agent’s job duties and title

B Whether the agreement is a consumer or business-

to-business contract

How to Avoid This Scenario
Urgent care owners and managers can avoid these dis-
putes by drafting clear corporate policies regarding sign-
ing authority.'l12 Also, if an employee is only
authorized to sign on behalf of their company in specific
circumstances, this can be incorporated into the policy.
The signing authority policy should include a list of
definitions; when an individual has authority to execute
contracts on behalf of the urgent care; details on pur-
chasing limits; the approval process for expenditures;
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Take-Home Points

« There are two kinds of authority that empower an
individual to sign contracts or represent the urgent care
operator: actual authority and apparent authority
- Actual authority refers to specific powers, expressly
conferred by a principal (such as an urgent care owner)
to an agent (doctor, administrator, or business manager)
to act on the principal's behalf

- Apparent authority is when an agent has been given
implicit authority which can be implied through various
actions of those whom the agent represents

 Apparent authority “vanishes” once a third party becomes
aware that an employee has not been empowered to act
for the principal

« Disputes relating to proper signing authority may arise
when apparent authority is raised. Outcomes of such
disputes can be dependent on several factors, including:
- An agent’s past conduct
- An agent’s job duties and title
- Whether the agreement is a consumer or business-to-

business contract

and if delegations of signature authority is permitted. A
code of ethics is also a wise addition.

Takeaway
In the case of our plumber and doctor, either the urgent
care owner would settle with the plumber; the doctor
would be given an education on actual authority and
told to pay out of his own pocket; or the plumber might
claim that the doc had apparent authority and seek
relief in the courts.

Actual authority should be provided in writing to
provide evidence of an agent’s authority and to avoid
disputes.’> m
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