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V. BALAKRISHNA ERADI AND SABAYASACHI MUKHARY, J1.]

) . Insurance Law= Contratt of ‘ Insurance—Droposal and “acceprance—Instired
Folk Jilling up the proposal for insurance for Rs. 50,000 on 27.12.1960 and after under-
going medical examination on the same date issues two chegues of Rs. 300, and

Rs. 220 rowards consideration by way first ptemium—The Insurance Corporation

encash the cheques on 11.1.1961 and the insured dies on 12,1.1961— Whether there
'is a coneluded contract -of Insurance—When is.the acceprance said to be c‘omplete
m rases of contract of hsnrance—Contmrr Act, Sections Xh) and 4.

- One La[e Raji Vasireddi Chandra Dhara.Prasad died intestate on 12th
January, 1951. He had filled a propoaal for insurance for Rs. 50,000 on 27th
December 1960. There was medical examination by the doctor on the life of
the deceased on 27th, December, 1960, The deceased issued two chzquss being

the consideration, towards the first premium fof Rs 300 and Rs. 220 respecti- -

vely which . were encashed by the appﬂllam on 29th December 1960 and 11th

E - Januaryu91. On 16th January, 1961, the widow of the deceased wrote to the
- appeliant intirtating the death of the deccased and demanded payment of
" Rs. 50,000 The Dwnsmnal Manager, Masulipatam Branch denied hability on
behalf of the ~appellant on 28ik January, 1961. Thereafter there was corres-
pondence hetween the parfies between - Ist February 1961 and 23rd December
1963. - On 10th Janualy 1964, the respoadents filed a suit in the Court of
Subordinite Judge,” Masuhpatam The trial court dismissed the suit holding,
F  interalia, that there was no concludad conrract, that the proposal was not

accepted by the Divisional Manager for some reasdn or the other by the time -

the deceaged had died, that neither the encashment of the two cheques created

a contract of insuraace. In appeal, the High. Caurt after ordering cerqain

VAN other additional documents set aside tae Trial Court Judgment. Hence the
appeal by the Corporation after obtaining the special leave, - .
G \‘ - o -

* Allowing the.appeal, the Court

.

.- _ insurance proposal and the evidence of record in this case, it is.clear -that the,

High Court was in- error in coming to the conclusion that there. was a con-.
“cluded contract of ‘idsurance between th: dzceased and the Life Insurance

I cCorporation. [360DE] ]
9. Though in certain human relatipnship silence 10 a proposal might

HELP ; 1. Having regar& to the clear position in law about acceptance of
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convey accéptance but in the case of insurance proposal, silence does not denote
consent and-no binding contract arises until the person to whom an offer is-
made says or does something to signify his acceptance, Mere defay in giving
an answer cannot be construed. as an acceptance, as, prima facle, acceptance
must be communicated to the offeror.  Tha general rule is-that the contract of
insurange will be concluded only whan the party to whom an offsr has been
made accepts it unconditionally and communicates his acceptance to the per-

- son-making the offer. Whether the final acceptance is that of the assured or

insurers, however, depcndq simply on the way in Whlch negotiations for an
insurance have pro;,rcssad [359H, 360A-B) E ;

3: 1. When an insurance policy bccomés effective is weli-settled by the

authoritics but'it is clear that the expression “underwrite” significs accept la- -

bility urider that. The dictionary meaning also indicates that. It is"true that
normally- the expression “‘underwrite” is used in Marine insugance but the

‘expression used in Chapter III of the Financial Powers of the Standing Orderin .-

this case specifically used the expression “funderwriting and revivals” of policies

in case of Life Insurance Gorporation and sated tbat it was the Divisional,

Manager who was Competent to uhderwrite pohcy for Rs, 50,000 and above. .
[359B D]

3 : 2. The mere receipt and retention of premium until after the deaih of
the applicant or the mere prepatation of 1he policy document is not acceptance.
Acceprance must be signifisd by some acts or acts agreed on by the parties of
from which the law raised a presumption of acceptaace. [359D~E] i

3 :'3 In the instant case, the ngh Court was in error in coming to the
following conclusions

(i} that there was not suficient pleading thai there was no concluded
contract, and pon acceptance of the proposal was not sufficient averment o»that
the Divisional Manager was the only competent authotity to accept the propo-
sal; (ii) in its view about the powers of the different authorities under Chapter
I of the Standing Ofduf 1950, dealing with the financial powers ; (iii) about -
the view that the Assistant Divisional Manager having accepted the proposal
and ('}) about the assurance given by the Field Officers that the acceptance of

the first premium would automaucally create @ coucfuded contract of insn-

rance’ [358E-H]

The Court however directed half the amount of the msumnce amount of

- Ra. 85,000 paid to the Respondents 10 be. refunded to the Corporatlon [360F-G]
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The Ju’dgmcnt of the Court‘w'a's delivered by

SABYASACHI MUKHARJI, 3. This appeal is by a certificate,

granted on 18th Sep?c;nb'ef, 1970 by the High Court of Andhra
Pradesh under Article 133(1) () of the Constitution as it stood at the
relevant time against the Judgment and decree of the. High Court

dated 16th- April,. 1970, - By the said Judgment and decree, the’

High Court ‘of Andhra Pradesh “had reversed the Judgment of the
Tearned Subordinate Judge, Masullpatam dated 19th November,
1964 dismissing the suit of the plaintiffs-respondents - against the
_appellant. Late Shri Raja Vasireddi Chandra Dhara Prashad was
-"the husband. of respondent No.. I and father of the respondents
No. 2 to 5 herein. The respondents filed -a suit in the Subordi-
riate Court of Sub-Judge being Original suit No. 2°of 1964 on 10th
January, 1964 The short facts leading to this case are : -

o One Late Raja Vasireddi Chandra Dhara Prasad (hercinafter
referred to as a ‘deceased’) died intestate on 12th January, 1961,
He had filled a proposal for insurance for Rs,.50,000 on 27th
December, 1960."There‘was medical examination by the doctor
on the life of the deceased- on 27th December, 1960. The deceased

had issued two cheques for Rs. 300 and Rs. 220 respectively in

 favour of the appellant as first premium. Cheque for Rs 300" was
" encashed by the appellant on 29th December, 1960. Cheque for

Rs. 220 was dishonoured three times and finally encashed on 1lth

Januvary, 1961. 'As mentioned hereinbefore, the deceased died on
the day followmgxe on 12th January, 1961. On 16th January,
1961, the widow of the deceased, respondent No. 1-herein, wrote
 to the appellant intimating the death of the deceased and deman-
- ded payment of Rs. 50,000. The Divisional Manager, Masulipatam

Branch, denied liability on behalf of the dppellant Corporation on

28th January, 1961. Thereaftcr there was correspondence between
_the parties between 1Ist February, 1961 to 23rd’ December, 1963
wherein the respondents-plaintiffs had claimed the payment and the
appcllant had denied hablhty for the same.

»
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- - On the 10th Jénuary, 1964, the plaintiffs filed 'the suit ‘in the
court of Subordinate Judge, Masulipatam. [t was alleged in the
plaint after setting out the facts which have been set out herein-

- before, that the medical examination report was submitted to the

.appellant-corporation by Dr. Sri C. Sambasiva Rao, Approved
Medical 'practiti'oner of the appellant in regard to the medical
.examination of the deceased. A report .described as ‘"All. the
Friend’s report” was duly sent to the appc,llant with regard to
that proposal ; and all the prellmmarles were completed. and it was
Aurther alleged that the deceased was assured and told by the. local
agent and the Field Officer of the Corporation that the payment of
the first premium would amount to the acceptance of the proposal
and advised the deceased to pay the first premium in full. It was,
further, stated that the said two cheques were encashed and the,
-appzllant had duly appropriated the amount and credited in the
.accounts towards the premium payable by the deceased. Therefore,

. it was stated that the deceased had fulfilled his part of the insurance

-contract and the appellant-Corporation by its overt acts of en- .
«cashing the cheques and crediting the amounts in its accounts

accepted the proposal of the deceased. In the premisks it was said
in the plaint that there was a concluded and valid insurance cont-
-ract between tlie- deceased and the appellant-Corporation and that
the insurance contratted commenced on 11th Janurary, 1961 being
the date of the receipt of the balance towards premium by the
Corporation. It was Turther stated in the plaint that the Office’ of
the Divisional Manager of Masulipatam was the concerned autho-
Tity to settle the claim of the plaintiffs-respondents and to pay the
amount. The contention of the Corporation that the proposal was
10t accepted and as such there was no _concluded insurance cont-
ract between the deceased and the Corporation, was untenable,
according to the plaintiffs. It was alleged that with full knowledge

. of the completion of all the preliminaries, the Corporation had-

encashed the cheques issued towards the first premium an,d;there—
fore it was the case of the plaintiffs-respondents that the encashment
of the cheques amounted in those circumstances in law to an-
.acceptance of the proposal of the deceased. It was further alleged
that the appropriation of the amounts by the Co'rpolration towards
the first premium by the deceased was only consistent with the

" .acceptance of the proposal. ‘The case of the plaintiffs further was

that in .this case the first premium was not osly received by the
«Corporation completely on 11th January, 1961 but it was alse

__gppropriared by it inits accountsand the said premizm amount
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. Was recewed by the Corporatlon without any demur or quahﬁca-
tion and that in any event the Corporatlon must be deemed to

have wawed by its.conduct the formality, if any, of sendmg co- .

. mmunication of its acceptance of the proposal. In the premises, tha
plaintiffs claimed the said amount along with interest at six per

cent per annurh from the date of refusal of payment till the date of”

 payment of the demand.

_ Written statement was filed on behalf of the appellant. In

- the said written statement, after setting out the facts, it was denied -

_.that the payment of the first premivm amounted to acceptance of
the proposal and th;e allegation about the assurance given to the
deceased as alleged in the.plaint was not true mor the alleged

‘assurance if any, valid under law. It was, fyther stated that the

two cheques were not eicashed and credited towards the premium.

‘account of the proposal but ‘these were “kept only in deposit in
suspense account without any Tiability of the appelfant. "It was
further stated that the averments in'the plamt that the defendant

Corporatxon cashed the above two cheques and appfopnated the,

amounts and cretited these.in the actount” towards premium. pay-
able for the proposal were false. [t was stated that on the death
of the deceased, "the amount covering two cheques were lying in

the deposit and in the suspense account of the Corporation™ and-
~was not adjusted towards the premium since the. proposal was not

considered, the terms of acceptance was not fixed and the premium
amount required for the proposal was not calculated. In thoge

circumstances, the appellant Corporation claimed that there was |
no liability for the risk and as such the plaintifis had no right o

claim and there was mo cause of action. It was categorically
stated-that the cheques were not ‘credited and adjusted towards  the

prem ium accounts.. . - ~

-

"Duringlthc trial before the learned Subordinate Judge, five:
- different issues were raised. It is not necessary to set out in detail

those issues but the important and main issue was whether there

was a concluded valid insurance contract’ between the deceased and

thé‘L‘ifc,lnéurance Corporation of India.

Both documentary and. oral evidence were adduced at the .

‘Trial. - The respondcnts-plamtlﬁ's examined: Shri, R.V.. Bhupala

Prasad, son of the deceased and the Corporation on its behalf exa- -

" mined Shri- Jagannadhachari; the Superintendent of the Corpo-

g

- =
. *N ;cﬂ%%

Lty



LI.C. v. R.V. RAMBA (Mukhar)i, J.) 3557

ration branch at Guntur.  He also produced ex. B-4, the review.
" slip, prepared by the Branch office, Guntur and sent to the Divi-
sional Officer, Masulipatam. 1n his depesition, he had stated that
the Divisional Manager was the competent authority for accepting
the proposal for Rs. 50,000, Normally it took some time for the

Divisional Managesto accept. There was no communication from -

the Divisional Office fo the Branch Officer accepting the proposal.
He, further, stated that the amount would be transferred into the
first premium register after the proposal was accepted and the risk
covered. He had produced the account books, namely, deposit
account book and the first premmm account Jbook of ihe Branch
Office at Guntur. . -

Shri Brahmandrao Ramiah, Assitant Divisional Manager of
thé Life Insurance Corporation office at Madras was also examined
as the second witnwss of the defendants. He had further stated
that the proposal form was sent.from the office at Guntur to the

- Divisional Office at Masulipatam, and Ex. B-1 to B-4 and B-8 were

sent in this connection. He further stated that according to the
financial powers Standing Order, it was the Divisional Manager
who was competent to accepta proposal for Rs. 50,000 Ex. B-13
s the copy of the Standing Order. The purpose of review slip
Ex. B-4 was to-enable the Divisional Officer to assess the’ risk and
take a decision according to the deponent. In this connection we
tay refer Ex. B-14 which is the Life Insurance Corporation of
India’s Proposal Review Slip regarding proposal in the case of the

deceased. The. endorsement therein of the assistant Divisional”

. Manager read as follows :

“NOTES AND DECISION * may be accepted at O.R.”
_WITH E.D.B. { ’

Shri Brahmandrao Ramiah had further stated that. the papers

were scrutinised by him in addition to the scrutiny by the con-
cerned clerks, He stated that the endorsement marked as Ex. B-14.

was initialled by him. He further stated that ‘the letfers ‘DM’
were also written by him indicating that the papers should g0 to
the Divisional Manager on Ex. B-4, Hg reiterated that the order
of acceptance would not be communicated to the party if all the
- formalities were not comphed with ; this policy, he stated, was - not

accepted. ‘When the acceptance was complete and when there
wns no Tequirement necessary and if the full first instalment was

-

-
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-
7 in deposit, 1t would be ad}usted towards premxum amount, he
stated. :

In this connection before the learned Trial Judge, reliance
was placed on the Life Insurance Corporation f India Standing . -
B Order, 1960 (Financial Powers). Chapter 1II of the Stapding
Order dealt with the powers of the different authorities for, inter -
alia, ‘Underwriting apd Revivals of Policy”. The relevant portion "
of the said Standing Order read as follows :— - - 5

. Authority Extent of Finar-
cial power (up io
w hid- Including)

< “Nature of Power

D Rs.
' 1. Underwriting and ) :
Revivals
(a) Standard - .Section Head 2,000 (Sum Proposed)
E o lives and re- ‘Supdt or 1.O. 5,000 ( -do- ) »
SR vival on . AS0, 10,000 (  -do- ¥y ‘-
original TOADM. 25,000 (  -do- ) -
terms D.M. 1,00,000 -do- 3
‘ ‘ o . Tk ' )
F Note : Proposa!s-{}n standard lives for more than Rs. 1,00,000

should be referred to the Central Underwriting Section.”.

Learned Subordinate Judge by his judgment dated 19th
fNovember 1964 held that there was no concluded contract. He held . \
G that as per the prospectus of Life Insurance Corporation of India
the risk under the Corporation policy commienced on the date of
) receipt of the first permium in full or the date of acceptance which- .
ever was later and the second instalment of the premium falls due
"7 "--ona date calculated from such date of commencement of risk.
H Learned Trial Judge was of the opinion that the documents in this
. case coupled with evidence on behalf of the Appellant-Corporation
established that the proposal sent by the deceased was for soms reason
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or other not accepted by the Divisional Office by the time the decea-
sed had died. The TFrial Court therefore held that there was no
concluded valid insurance ‘contract between the deceased and the
‘Corporation, The Trial Court further noted that it was significant
«  that the caseset out in the plaint and the basis of the claim made in
the notices sent to the Corporation was not that the proposal was as
a matter of fact accepted by the Divisional Manager, on the other
1 hand, claim was that it should be deemed to have been accepted.
Considering the evidence and the averments, the Learned Subordi-
nate Judge came to the conclusion that the accounts do not show the
< position alleged by the plaintiffs-respondents that the amounts paid
were appropriated towards the premium and the Trial Court was of
the opinion that encashing of the cheques and the want of any
" further action to be done by the deceased did not themselves create
2 conttact of insurance between the deceased and the Corporation.
The Trial Court was of the opinion that the proposal must be accept-~
«d by the Divisional Manager and that alone could give rise to a
valid contract of insurance which never happend in this case. The
Trial Court further expressed the view that the other averments in
the tlaim that the deceased was assured and told by the local agent
.and ihe field officer of the Corporation that the payment of the first

k4

premium would amount to the acceptance of the proposal were :

.ot established .and ¢ven if such a representation was made, that did
not alter the position as under-the rules the payment of the premium
-could nevkr amount to the acceptance of the proposal if the proposal
was not otherwise accepted. Inthe result, the suit filed by the
respondents-plaintiffs was dismissed with costs. Being aggneved by
-the said decision, the plaintiffs- respondents field appeal in the High
Court, The appellants before the High Court also filed civil
miscellancoys petition praying that in the circumstances stated in
the affidavit filed therewith the High Court might be pleased to
.direct the Life Insurance Corporation to produce certain documents
viz., proposals, review siina and proposal dockets and the connected
‘papers of the present case and statements furnished by the Divi-
sional Office to the Zonal Office showing the new, business in the
year 1960 and proposal register work of Divisional Ofice for the

" year 1960.

+. The ngh Court, directed the Life Insurance Corporanon to
produce the documents referred to above. The High Court by its
4 judgment dated 14th April, 1970 held after considering the stand-
ing order Ex. B-13 and the various documents produced for the
first time on record that there was acceptance of proposal and like
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other. contracts, the.contract of insurance was complete by offer and
. acceptance, . In coming 10.-this: canclusion - the High Court relied
on the alleged-adj justment and the “endorsement of the review slip
recommendmg that the proposal “may be acéepted” made on the”

‘relevant file by the Assistant Divisional Manager. Relying on -

certain other documents which were called for, for the first “ time by
the High Court relating to certain other cases where only the

" Assistant Divisional Manager made- similar endorsement, the High ™~

Court came to the conclusion that there was a valid contract. The

- High Court was of the view that the plea that Divisional Manager

was the only authority. to accept- had not been categorically taken im
the written statement filed on behalf of the Corporation. On the
_other hand, there was a general statement that there was no conclu-
ded contract. The High Court was of the view that having regardl
to the conduet of the parties, there was a concluded contract. The
High Court took the view that Ex, B-13 dealing with Chapter ITf of
the Financial Powers did not categorically deal with the acceptance

of proposa]s The High Court was of the view that the Corporation

had not filed any evidence of any order prohibiting other*officers one
step below in rank, in this case the Assistant Dmsxonal Manager,
o exerc:lse thc power of Divisional Manager. .

In our opmlon the ngh Court was in error in apprec:atmg
" the facts and the-evidence in this case. We cannot accept the High
Court’s criticism with the avermentin the written statement that

there was not sufficient plez{ding_ that there was no concluded !

contract and non-acceptance of the proposal was not sufficient
averment that the Divisional Manager was the only competent
authority to accept the proposal. The High Court, in our opinion,
was also wiong in its view about the powers of the d:ﬂ‘eren? autho-
. rities under Chapter 11T of the Standing Order, 1960 dealmg with the

financial powers. Indeed there was no evidence that the Assistant

-

Divisional Manager had accepted the proposal on the contrary he in .
his deposition as we have indicated before had stated otherwise. He

had stated that the purpose of review shp was to enable the Divisi-
onal Manager to asses the risk and take a decision.. He had never
stated that he bad taken a decision to accept the proposal. The
allegat:on that there was assurance on behalf of the field officer and
local agent to the deceased that the payment S first premlum would
‘amount to the acceptance &f the proposal cannot glso be accepted,,

firstly because factually it was not proved and secondly because

-+

-
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?t'here was no evidence that such L.Cﬂﬂd have been the deposxt;on in
faw.

When an insurance policy becomes effective is well-settled by
the authorities but before we note the said authorities, it may be

stated that it is clear that the expression “‘underwrite” sigaifies’

“accept liability under’,
The dictionary m:aning also indicates that.

(See in this COHI‘ICCHOH The Concise Oxford chtlonary Slxth
’Edltton p- 1267.)

, At is true tha_t normally the expression “underwrite” is used in
Marine insurance but the expression used in Chapter III of the

* Financial powcrs of the Standing Order in this case specifically used

ihe expression undcrwmmg and revivals” of policies in ¢ase of ©
Life Insurance Corporation and stated that it was the Divisional
Manager who was computcnt to underwrite policy for Rs 50,000 and
above, :

The ‘mere receipt and retention of premium until after the
death of the applicant or the mere preparation of the policy docu-
ment is pot acceptance. Acceptance must be signified by some
act or acts agreed on by the parties or from which the law, ralses
a presumption of acccptance ’

'

© See in this connection the statement of law in Corpus Juris

Secundum, Vol. XLV page 986 wherein it has been stated as :—

“The mere receipt and retention of premiums until .
after the death of applicant does not give rise to a'contract,
although the circumstances may be such that-approval could
‘be inferred from retention of the premium. The mere execu-

" tion of the policy is not an acceptance ; an acceptance, tp be
<complete, must be communicated to the offeror, either direct-
Ty, or by' some definite act, such as placing the contract in
the mail. The test is not intention alone. When the applica-
tion so requires, the acceptance must be evidenced by the
signature of one of the company’s executive officers.”

Thngh in certain human relationships silence to a proposal

' mlght convey acceptance but in- the case of insurance proposai

s:lcnce does not denote consent and no binding contract arises until

R



H

SR o - . : Appeal al!ow,écz*e

60 SUPREME COCRT REPORTS E ~ [1984] 3 s.c.r:

the person to whom-an offer is made says or does something to.
signify his acceptance. Mere delay in  giving an answer cannot be:
construed as an acceptance, as, prima facie, acceptance must be:
commumcated to the offeror. The general rule is that the contract

of insurance will be concluded -only when the party to whom an -

offer has been made accepts it unconditionally and communicates his
acceptance to the person making the offer. Whether the final accep-

“tance is that of the assured or insurers, however, depends simply on
the way in which negotiations for an insurance have progressed.

See in.this connection statement of law in MacGillivray &
Parkmgton on Insurance Law, Seventh Edition page 94 para graph A5,

. Reference in this connecflon may be made to the Statement of
law in Halsbiry's Laws of England 4th Edition in paragraph 399 at

_page 222.

.

Having regard to the clear position in law about acceptance _

of insurance proposal and the eyidence on record in this case, we
are, therefore, ‘of the opinion that the High Cqurt was in error in:
coming to the conclusion that there wasa concluded contract of’
insurance between the deceased and the Life Insurance Corporationa

and oh- that basis reversing. the judgment and the dcc1s:on of the: '

1earned Subordinate Judge. .

-

The appeal must, thcrcfore be allowed. Wc however record

'that in view of the fact that such a long time has elapsed and further
in view of the fact that principal amount together with interest
amounting to about Rs. 85,000/~ have already been paid to the wife
of the deceased and his childern, “the Life insurance Corptration
in this case does not insist on the full repayment of the sum paid
and counsel on behalf of the Life Insurance Corporation has stated

that they would accept if half of what has been received by the .

respondents, namely principal together with interest is paid back to
the Corporation, We order accordmgly that the respondents wilk

" therefore pay back half of the actual "amount received both of the

principal together with interest within three months from this date

~ In the faets and circumstances of the case there w:]l be no
order as to costs in this Court

With the above observatlons, the appeal is allowed.



