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The question ‘that falls for ~consideration in these
appeal s by special |eave is whether paynment of premumin
respect of a life insurance policy by the insured to the
general agent of the Iife insurance Corporation of India
[for short *‘LIC] can be regarded as paynent to the insurer
so as to constitute a discharge of liability of the insured.
The question arises on the follow ng facts :

Jaswantrai G Shah, the  _husband  of appellant 'No.2,
hereinafter referred to as ‘the insured’) took out four
i nsurance policies for Rs.25,000/- each with doubl e
accidental benefits on March 6, 1986 through Shri Chat urbhuj
H. Shah [respondent No. 3] who was a general agent of the LIC
[respondent No. 1]. Premium under the said policies was
payabl e on half yearly basis. The insured deposited the
first half yearly prem um was deposited on Septenber 6, 1986
and the second half yearly premiumfell due on March 6, 1987
but it was not deposited within the prescribed period. On
June 4, 1987 respondent No.3 met the insured and obtai ned.
fromhim a bearer cheque dated June 4, 1987 for Rs.2, 730/ -
drawn on Union Bank of India, Mlad, Bombay, towards the
hal f yearly premiumon all the four policies. The cheque was
encashed by the son of respondent No.3 on June 5, 1987. The
sai d anpunt of prem um was deposited by respondent N .3 with
the LIC on August 10, 1987. |In the meanwhile on August 9,
1987 the insured net with a fatal accident and he died on
the sane day. Appellant No. 2, the w dow of the insured, as
the nom nee under the policies, submtted a claimto the LIC
on the basis of the said four policies but the clai mwas
repudiated by the LIC on the ground that the policies had
| apsed on account of non-paynment of the half yearly prem um
which fell due on March 6, 1987 within the period of grace.
Appel lant No.2 along with the Consumer Education & Research
Society [appellant No.1l], a society registered under the
Societies Registration Act and mainly devoted to the
pronmoti on and protection of consuner interest, submtted a
conplaint before the Qjarat State Consuner Disputes
Redressal Conmission at Ahnedabad wherein a claimwas nade
for payment of Rs. 4,32,000/- to appellant No.2. The said
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claim conprised Rs. 1,00,000/- payable under the four
policies Rs. 25,000/-each, Rs.1,00,000/- payable towards
doubl e accidental benefit, Rs.1,32,000/- payable by way of
interest @ 18% Per annumon the aforenentioned anount of
Rs. 2,00,000/- from June 6, 1987 to March 31, 1991 and
Rs. 1, 00, 000/ - as compensation for annoyance, agony, hardship
and humliation caused to the dependents of the insured. The
said conplaint was transferred by the Gujarat State Consuner
Di sputes Redressal Conmission to the Mharashtra State
Consurner Di sput es Redr essal Conmi ssi on at Bonbay,
(hereinafter referred to as ‘the State Conmi ssion’).

Before the State Commi ssion the case of the appellants
was that the amount of prem um coll ected by respondent No. 3
fromthe insured was collected by himon behal f of prem um
collected by the General Agent cannot be said to have been
received by the LIC.~ It was stated that the agents are not
authorised to col l ect the prem um anount. The State
Conmi ssion, by its judgnent dated June 5, 1992, directed the
LICto settle the claimin respect of the four policies
within 30 days fromthe receipt of the order and to pay the
amount of - theclaim to appellant No.2 after deducting the
amount of interest, if any, necessary to treat the policies
as surviving. The State Conmi ssion held that in order to
collect more business the agents of the LIC collect the
prem uns from the policyholders either in cash or by cheque
and then deposit the nmoney so collected in the office of the
LIC and that this practice had been going on-directly within
the know edge of. the LIC administration despite the
departmental instructions that the agents are not authorised
to collect the premuns. The State Comm ssion was of the
view that when the practice of accepting noney by the LIC
Agent from policyholders is in existence and the noney is
collected by agent in his capacity and authority the
reasonabl e inference was that the LIC was negligent inits
service towards the policyholder

Appeal s were filed against the said judgment of the
State Conmission by the appellants as well as by respondent
Nos. 1 and 2. The National Consuner Disputes Redressa
Conmi ssion (hereinafter referred to as ‘the Nationa
Commi ssion’) by its order dated July 26, 1994 has disnissed
the appeals filed by the appellants —and has allowed the
appeals filed by the respondent Nos. 1 and 2. The Nationa
Conmi ssion has held that the insurance Agent in receiving a
bearer cheque from the insured towards paynent- of the
i nsurance preniumwas not acting as the Agent of the LI'C nor
could it be deemed that the LIC had received the premnium on
the date the bearer cheque towards the prem umwas received
by the insurance Agent, nanely, June 4, 1987 even though he
deposited the sane with the LIC on August 10, 1987, one day
after the death of the insured. Feeding aggrieved by the
said decision of the National Conm ssion, the appellants
have filed these appeal s.

It is not disputed that the third half yearly prem um
had becone payable on the four insurance policies of the
i nsured on WMarch 6, 1987 and it was not paid within the
grace period of one nonth prescribed in the insurance
policies. In condition No. 2 of the conditions set out in
the Insurance Policy it is stated that if the premumis not
paid before the expiry of the days of grace, the Policy
| apses. The case of the appellants is that since the paynent
was nmade to respondent No.3 who was the agent of the LIC on
June 4, 1987 by bearer cheque dated June 4, 1987 for
Rs.2,730/-, the policies did not |apse on account of
nonpaynment of the premium wthin the period of grace and
that in any event the said policies could be revived on
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paynment of the interest payable for the del ayed paynent of
the premium anmpunt. The case of the LIC, on the other hand,
is that respondent No.3 had not been enpowered by the LICto
receive paynment fromthe insured in the policies and that
handi ng over of the cheque of Rs.2,730/- by the insured to
respondent No.3 on June 4, 1987 cannot be regarded as

payment of premumby the insured to the LIC on June 4,

1987. The premiumon the said policies was paid to the LIC

only on August 10, 1987 but before that the insured had died

on August 9, 1987 and, therefore, the policies, which had
| apsed on account of nonpaynment of prem um could not be
revived. The LIC in this context, places reliance on the

Life Insurance Corporatioon of India [Agents] Regulations,

1972, (hereinafter referred to as ‘the Regulations’) franed

by the LIC, in exercise of the powers vested in it under

Section 49 of the Life Insurance Corporation Act, 1956,

(hereinafter referred to as ‘the Act’). Regulation 8 dealt

wi th functions of agents and cl auses (3) and (4) of the said

Regul ation provide as follows :

"(3) Every agent ~shall, wth a view to conserving the

busi ness already secured, maintain contact with all persons

who have becone policyhol ders-of the Corporation through him
and shal

[a] advise every policyholder to effect nomnation or
assignment in/'respect of his policy and offer necessary
assistance in this behal f;

[b] endeavour to ensure that every instal nent of premumis
remtted by the policyholder tothe Corporation within
the period of grace;

[c] endeavour to prevent the lapsing of a policy or its
conversion into a paid-up policy; and

[d] render all reasonable assistance to the clainants in
filling claimfornms and generally in conplying with the
requirenments laid down in relation to settlenent of
cl ai ns.

(4) Nothing contained in these regulations shall be deened
to confer any authority on an agent to collect any noneys or
to accept any risk for or on behalf of the Corporation or to
bi nd the Corporation in any nmanner what soever

Provided that an agent may be authorised by the
Corporation to collect and remt renewal premuns under
policies on such conditions as may be specified."

By the Life Insurance Corporation [Anmendnent] Act, 1981
[Act 1 of 1981], clause (cc) was inserted in sub-section(2)
of Section 48 and as a result, rule-nmaking  power was
conferred on the Central Covernment to make rules providing
agents of the LIC including those who became enpl oyees and
agents of the LIC on the appointed day under the Act and
Corresponding provision in Section 49 of the  Act  which
enpowered the LICto nmke regulations in that regard was
del eted. By virtue of sub-section (2-A) of Section 48, which
was al so introduced by Act 1 of 1981, it was provided that
the regul ati ons and other provisions as in force inmediately
before the comencenent of the Life Insurance Corporation
[ Amendnent] Act, 1981, wth respect to the terns -and
conditions of service of enployees and agents of the
Corporation including those who becane enpl oyees and agents
of the LIC on the appointed day under the Act, shall be
deenmed to be rules made under clause (cc) of sub-section (2)
and shall, subject to the other provision, have effect
accordingly, In view of the said provisions, the Regul ations
by legal fiction introduced by Section 48(2A) of the Act
becane Life | nsur ance Cor por at i on (Agent s) Rul es
(hereinafter referred to as ‘the Rules’) wth effect from
January 31, 1981, the date of coming into force of Act 1 of
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1981.

On behalf of the LICit has also been stated that one
of the conditions of appointnent of respondent No.3 as
General Agent, as laid down in the letter of appointmnent
dat ed Decenber 5, 1962, was:

"10. As a probationary agent you

are not authorised to col | ect

noneys, accept risks or bind the

Corporation in any way other than

to collect the Deposit towards the

First Premiumand Fees as stated in

bookl et entitled "Ho nts to Agents”,

nor are you authorised or allowed
to advance premum to t he

Cor poration on behal f of

pol i cyhol ders or to becone an

assi gnee except with the prior
perm ssion in witing of the

Di vi si onal Manager, under policies

on . the lives of persons other than

your-_own or your very near
relatives such as wife or mnor
children, or mjor children if they
are nenbers of a joint famly, or
to get assigned to such very near
relatives’ policies on the lives of
persons ot her than their near
rel atives. You are al so not
authorised to collect or pass
receipts for noneys paid towards
prem uns, in respect of whi ch
remttances should be made to the
Branch Office of the Corporation

concerned and recei pt in~ the
Corporation’s of ficial f orm
obt ai ned. In respect of any

unaut hori sed collection, you wll

be acting as an agent of the party

concerned and not as an agent. of

the Corporation and al one you w |

be answerable to the party for

consequences of such wunauthorised

action."

On the basis of the aforesaid provisions contained in
the Regul ation/Rule 8 of the Regul ations/Rules and cl ause 10
of the conditions on which respondent No.3 was appoi nted as
the agent, the LIC clains that respondent No.3 had not been
authorised by the LIC to collect the premum from the
insured and the action of respondent No.3 in receiving the
cheque of Rs.2,730/- fromthe insured on June 4, 1987 cannot
be regarded as receipt of premium by respondent - No.3 on
behal f of the LIC and, therefore, the said paynent cannot be
treated as paynent of premiumto the LIC on June 4, 1987 and
that insofar as the LICis concerned the prem umwas paid
only on August 10, 1987 after the death of the insured.

In condition No. 2 in the Insurance Policy it was
provided that "if the premiumis not paid before the expiry
of the days of grace, the policy |apses". The grace period
allowed for paynment of yearly, half yearly or quarterly
prem unms was one nonth. The said grace period for payment of
hal f yearly premumon the policies of the insured expired
on April 6, 1987 the policies had |apsed. For revival of
di scontinued policies condition No. 3 of the Insurance
Pol i cy makes the follow ng provision.

"3. Revival of Di sconti nued
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Policies : If the policy has
| apsed, it may be revived during
the life tine of the Life Assured,
but within a period of 5 years from
the date of the first unpaid
premum and before the date of
maturity, on subm ssion of proof of

conti nued insurability to t he
sati sfaction of the Corporation and
the paynment of all the arrears of

prem umtogether wth interest at

such rate as may be fixed by the

Corporation from tine to tinme

conpoundi ng hal f-yearly. The

Corporation reserves the right to

accept or decline the revival of

di sconti nued policy. The revival of

a discontinued policy shall take

effect only after the "same is

apprioved by the Corporation and is

specifically comrunicated to the

Life Assured."

In view of this-condition the matter of revival of the
policies of the insured could be considered only upon
subm ssion of proof ~ of continued insurability to the
satisfaction of the LIC and the paynent of all the arrears
of premium together with interest at such rate as nmay be
fixed by the LIC. In'other words the question of revival of
the policies could arise only if the premumcan be said to
have been paid to the LIC during the life tine of the
insured, i.e., before August 9, 1987. Therefore, it becones
necessary to consider whether the half yearly prem um was
paid by the insured to the LIC on June4, 1987 when the
bearer cheque of Rs. 2,730/- was delivered by the insured to
respondent No. 3, as claimed by the appellants, or on August
10, 1987 when the said anpbunt of Rs. 2,730/- was deposited
with the LIC, as claimed by the LIC This raises the
guesti on whether receipt of the anbunt of Rs. 2,730/- by
cheque by respondent No. 3 can be regarded as receipt of
the said amount by the LIC through its agent.

Shri Naresh S. Mathur, the |learned counsel appearing
for the respondents, has submtted that in view of the fact
that large nunber of policyholders are residing at places
where there is no branch office of the LIC and the facility
for depositing the premium with the LICis not available
within a reasonable distance it has been the prevailing
practice in the LIC for the agents to collect the prem um
fromthe policyhol ders and to deposit the same at the LIC
office later and since the agents receive conm ssion on the
amount of premumwhich they collect on the policies the
receipt of the premium by the agents nust be treated as an
act within the scope of their authority as agents of the LIC
and the limtation inposed on the authority of the agents to
receive the premiumin the Regulations/Rules or in the
| etter of appointnent cannot be binding as against third
parties viz., the policyholders. The |earned counsel has,
therefore, urged that the paynment of premium by the insured
in the present case by bearer cheque on June 4, 1987 to
respondent No. 3 should be treated to have been paid to
respondent No.3 in his capacity as the agent of the LIC

Shri Harish Sal ve, the | earned senior counsel appearing
for the LIC, on the other hand, has subnitted that in view
of the Regulation/Rule 8 as well as clause 10 in the letter
of appoi ntment of respondent No.3 as agent it cannot be said
that the LIC had conferred an authority on respondent No.3
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to collect the premumon behalf of the LIC and, therefore,
the receipt of the cheque for Rs.2,730/- by respondent No. 3
fromthe insured on June 4, 1987 cannot be regarded as
paynment received by him on behalf of the LIC. The |earned
counsel has, in support of the aforesaid subm ssion, placed
reliance on the law relating to agency governing the scope
of authority of the agent.

Under the Law of Agency, as applicable in England, the
authority of an agent may be : (i) actual or (ii) apparent.

Actual authority results from a nanifestation of
consent that he should represent or act for the principa
made by the principal to the agent hinself. It may be
express if it is given wholly or in part by neans of words
or witing or it may be inplied when it is regarded by the
law as the principal ~having given him because of the
interpretation put by the law on the relationship and
dealings of the two parties. Inplied authority may arise in

the form of incidental authority, i.e., authority to do
what ever is necessarily or normally incidental to the
activity ‘expressly authorised, or usual authority, i.e.,

authority to -do whatever —an agent —of the type concerned
woul d usually have authority to do, or customary authority,
i.e., authority to act in accordance wth such applicable
busi ness custons as are  reasonable. The authority of the
agent may also be/ inplied from the circunstances of the
particul ar case.

The authority of the agent is apparent where it results
froma mani festati on nade by the principal to third parties.
The doctrine of apparent authority involves the assunption
that there is in fact no authority at all. 1t 1is the
authority of an agent -as it appears to others. Under this
doctrine where a principal represents, or is regarded by | aw
as representing, that another has authority, he may be bound
as against a third party by the acts of that other person
within the authority which ‘that person appears to have
though he had not in fact given that person such authority
or had limted the authority by instructions not made known
tothe third party. The notion of apparent authority is
essentially confined to the relationship between principa
and third party. [See : Bowstead on - Agency, 15th Edn.
Article 22, pages 92 to 94].

The position is not very different inthe lawin India.
Section 186 of the Indian Contract Act, 1872 |ays down that
the authority of an agent may be express or inplied. ~ An
authority is said to be express when it is given by words
spoken or witten and an authority 1is said to be inplied
when it is to be inferred fromthe circunstances of the case
and things spoken or witten, or the ordinary course of
deal i ng, may be accounted circunstances of the case [Section
187]. Section 188 prescribes that an agent having an
authority to do an act has authority to do every |[|awfu
thing which is necessary in order to do such act. In Section
237 it is provided that when an agent has, wthout
authority, done acts or incurred obligations to ‘third
persons on behalf of his principal, the principal is bound
by such acts or obligations if he has by his words or
conduct induced such third persons to believe that such acts
and obligations were wthin the scope of the agent’s
aut hority.

Under the |aw governing Contracts of Insurance the
prem um may be paid by the assured to the insurers or to an
i nsurance agent acting on behalf of the insurers or to an
i nsurance agent acting on behalf of the insurers and if the
agent has authority to receive it the paynent binds the
insurers. The authority need not be an express authority; it
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may be inplied from the circunstances. [See : Halsbury's
Laws of Engl and, Vol.25, p.254, para 460].

In the instant case, it cannot be said that respondent
No.3 had the express authority to receive the premiumon
behal f of the LIC because in the letter of appointnment dated
December 5, 1962 there was a condition expressly prohibiting
himfrom collecting the premumon behalf of the LIC Nor
can it be said that respondent No.3 had an inplied authority
to collect the prem umon behalf of the LIC because in 1972
the LIC has nade a regulation [Regulation 8(4)], which in
1981 becanme a rule, prohibiting the agents fromcollecting
prem umon behalf of the LIC. This shows that collection of
prem um was not necessary for or ordinarily incidental to
the effective execution of . his express authority by an
agent. In vi ew of thi s express prohibition in the
Regul ati ons/ Rul es whi.ch were published in the Gazette it is
not possible to infer ~.an inplied authority by the LIC
authorising its —agents to collect prem umon behalf of the
LI C.

The ‘only question is whether the LIC can be held liable
on the basis of the doctrine of apparent authority. Shri
Mat hur has invoked the said doctrine and has relied upon
Section 237 of the Indian Contract Act. He has urged that,
by its conduct in receiving the prem umthrough its agents,
the LIC had induced the policyholders to believe that acts
of the agents in receiving the premum from the
policyholders were wthin the scope of the agents’
authority. Shri Mathur has laid stress on the fact that
respondent No.3 was permitted to deposit the amount of
Rs.2,730/- towards premumwth~ the LIC on August 10, 1987
on behalf of the insured. we, however, find that in the
conplaint that was filed on behalf of the appellants before
the State Conmission no such case was  set up by the
appel lants that the LIC, by its ~conduct, had induced the
pol i cyhol ders, including theinsured,” to believe that the
agents [including respondent No.3] were authorised to
receive the premumon behalf of the LIC. Nor is there any
material on record which nay | end support to the subni ssion
urged on behalf of the appellants that by its conduct the
LI C had i nduced the policyhol ders, including the insured, to
bel i eve that agents were authorised to receive prem umon
behal f of the LIC. The only circunstance relied upon by the
| earned counsel for the appellants is the receipt ~of the
amount of Rs.2,730/- by the LIC on August 10, 1987. In this
regard, the subm ssion of Shri Salve is that issuance of the
receipt for the said anmpbunt of Rs.2,730/- by the LICin the
nane of the insured does not indicate that the amunt was
recei ved through respondent No.3 and that on the basis of
the said receipt it cannot be said that the LIC had induced
the insured to believe that respondent No.3 was authorised
to receive the amount of premium on behalf of the LIC W
find considerable nerit in this subm ssion. Fromthe nere
fact that respondent No.3 had obtai ned bearer cheque for Rs.
2,730/ - fromthe insured on June 4, 1987 and after encashing
the same fromthe Bank on June 5, 1987, had deposited the
said anobunt with the LIC on August 10, 1987, it cannot be
said that the LIC induced the insured to believe that
respondent No.3 had been authorised by the LICto receive
prem umon behalf of the LIC. W are, therefore, unable to
hold that the doctrine of apparent authority wunderlying
Section 237 of the Indian Contract Act can be invoked in the
facts of this case especially when the LI C has been carefu
in making an express provision in the Regulations/Rules,
which are statutory in nature, indicating that the agents
are not authorised to collect any noneys or accept any risk
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on behalf of the LIC and they collect so only if they are
expressly authorised to do so.

Shri Mat hur has placed reliance on the observations of
this Court in LIC of India & Anr. vs. Consuner Education &
Research Centre & Ors. 1995 (5) SCC 482, where in this Court
has stressed that since the LICis ‘state’ under Article 12
of the Constitution it has a duty to act fairly in view of
the mandate contained in Article 14 of the Constitution. It
is no doubt true that the LIC being ‘state’ under Article
12 of the Constitution, nmust act within the confines of the

ri ghts guaranteed under Part 111 of the Constitution. But we
are unable to appreciate as to how this constitutiona
obligation has any bearing on the present case. In
disclaiming its liability the LICis acting in accordance

with the provision in Regul ations/Rules framed by it whereby
the agents have been prohibited fromcollecting the noneys
on behalf of the LIC. The said provision has been made in
public interest in order to protect the Corporation from any
fraud on 'the part ~of an agent. It cannot be said that in
nmaki ng such~ a provision inthe Regulations/Rules and in
acting in-_accordance with~ the sanme- the LIC has not acted
fairly or in consonance with-its obligations under Part |11
of the Constitution.

For the reasons aforenentioned, we are unable to uphold
the claim of the /appellants. No ground is nmade out for
interfering with the decision of the ‘National Conmi ssion
that respondent No.3 in receiving the bearer cheque for
Rs.2,730/- from the'insured was not acting as an agent of
the LIC But keeping.in viewthe facts and circunstances of
the case we direct the LIC torefund the entire amunt of
premumpaid to the LIC on-the four insurance policies to
appellant No. 2 along wth interest @ 15% per annum The
interest will be payable fromthe date of receipt of the
amounts of premium We are also of the opinion that having
regard to the fact that the appellants had succeeded before
the State Comm ssion and the questions raised by them are of
sufficient inportance requiring a decision by thi's Court
respondent No.1 shall pay to ‘appellants a sum of Rs.
10,000/ - [Rupees ten thousand only] as costs. The anount of
premiunms with interest and the costs shall be paid within a
period of one nonth. The appeals are disposed of
accordi ngly.




