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Bolton Partners v. Lambert, (1889) 41 CH D 295 

 

FACTS 

An offer of purchase was made by the Defendant, A. J. Lambert, to P. A. 

Scratchley, who was acting as an agent of the Plaintiffs, Bolton Partners 

(Limited), but was not authorized to make any contract for sale on 8th of 

December, 1886. The offer was accepted by Scratchley on 9th of December on 

behalf of the Plaintiffs with a direction that the company's solicitor had been 

instructed to prepare the necessary documents. On the 13th of January, 1887, 

the defendant withdrew his offer on the ground that he had been misled by the 

statements that had been made to him as to the value of the property. After 

the withdrawal, the Plaintiffs, on 28th of January, ratified the acceptance of the 

offer by S.  

 

ISSUES 

1. Whether there ever was a completed contract between the parties? 

2. Whether the contract was obtained by misrepresentation on the part of 

those seeking to enforce it? 

3. Whether the ratification was ultrà vires? 

 

CONTENTIONS 

DEFENDANT 

1. There was no concluded contract but only negotiations. The letters relied 

on amounted only to a conditional offer as formal documents were yet to 

be prepared. Also, other terms were introduced by subsequent letters and 

hence Hussey v. Horne-Payne1 is applicable. 

    

2. After the Defendant had repudiated his offer it was too late for the 

company to ratify Scratchley's acceptance and such ratification was ultra 

vires.  

 

3. If there is a contract, it was induced by the misrepresentations of the 

company's agents. 

                                                 
1 Where you have a contract in letters or other such like documents, that is to say, not reduced 

into a document of legal form; you are bound to look, not only at what occurred before--what 

led up to the contract--but also at what occurred afterwards, with regard to the contract, in 

order to determine the question whether there was a completed contract, 
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PLAINTIFF 

1. As soon as an offer has been accepted the contract is complete. 

  

2. The ratification by the board of directors on the 28th of January, was 

good, and related back to the date of the original contract; so that the 

repudiation by the Defendant on the 13th of January, 1887, was of no 

effect. 

 

3. There was no misrepresentation. 

 

JUDGMENT  

COURT OF 1ST INSTANCE (KEKEWICH, J.) 

1. The two letters of the 8th and 13th of December contained a distinct offer 

by the Defendant and acceptance by Mr. Scratchley on behalf of the 

Plaintiffs and there was nothing in the previous or subsequent negotiations 

to the contrary.  

 

2. On the evidence, that there had been no misrepresentation on the part 

of the Plaintiffs. 

 

3. As per doctrine of ratification, the ratification would have retrospective 

effect and hence  it would not be ultra vires. 

 

COURT OF APPEAL  

COTTON L.J. 

1. (w.r.t 1st contention of the defendant) Mere expression of an intention to 

have further documents does not prevent there being a contract. There 

was a binding contract constituted by the two letters alone. Hussey v. 

Horne-Payne is not applicable as in that case it was not because the 

subsequent letters raised a doubt, that it was held that the two original 

letters did not form a completed agreement, but because the two 

original letters of themselves contained terms which raised the doubt. 

 

2. (w.r.t 2nd contention of the defendant) The rule of ratification is applicable 

as per which ratification is thrown back to the date of the act done, and 

that the agent is put in the same position as if he had had authority to do 
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the act at the time the act was done by him. 

 

3. On the evidence, that there had been no misrepresentation on the part 

of the Plaintiffs. 

 

LINDLEY L. J. & LOPES, L.J.: They all concurred to Cotton L.J.’s observations.  

  

» KEY TAKEAWAYS 

RETROSPECTIVE EFFECT OF RATIFICATION 

Ratification is thrown back to the date of the act done, and that the agent is 

put in the same position as if he had had authority to do the act at the time the 

act was done by him.  

 

EXCEPTIONS TO RATIFICATION 

(1) Where a vested estate is divested;  

(2) Where there has been forgery;  

(3) Where the ratification is after the time when the act could be done. 

 

CRITICISM 

1. Gives an inappropriately full effect to the doctrine of relation back. 

 

2. The third party is in the power of the principal, not merely as to whether he 

had made a contract, but also as to whether he must already answer for 

breach of it. 

 

3. When the third party discovers before any ratification that the agent is 

unauthorized, he should be able to escape from the transaction rather 

than have to wait, if only for a reasonable time, to see if he has a 

contract. 

 

4. Only restricted to cases of lack of authority. If the original agreement is 

ineffective for any other reason (like, lack of deed), there is no contract to 

withdraw from and doctrine of relation back does not apply.  

5. The rule of ratification unduly favours the principal because till ratification 

he was not bound, and he had an option to adopt or not to adopt what 

had been done.   
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Chairman, L.I.C v Rajiv Kumar Bhaskar, 2003 ACJ 86 
 

FACTS 

As per LIC salary saving scheme the employer was to deduct the premium from 

the salary of the employee and deposit with LIC. All the related procedures 

were the responsibility of the employer. Upon death of the concerned 

employee, the heirs found the employer had defaulted in payment causing 

policy to lapse. LIC relied on a clause in the acceptance letter by the employer 

which said he would act not as the agent of LIC but as an agent of his 

employees.  

  

ISSUES 

Whether the employer can be treated as the agent of the LIC despite the 

express agreement to the contrary? 

 

CONTENTIONS 

L.I.C 

As the policy was in the name of individual employee, in the event of non-

payment of premium either by employee or employer, would result in lapse of 

the policy. 

 

JUDGMENT 

1. The expression "agent" in this case may not mean to be one within the 

meaning of the LIC of India (Agents) Regulation, 1972; but would mean 

an agent in ordinary sense of the term. The use or omission of the word 

“agent” is not conclusive to determine the legal nature of the relationship.  

 

2. Keeping in view the fact that the Corporation did not make any offer to 

the employees nor would directly make any communication with them 

regarding payment or non-payment of the premium or any other matter 

in relation thereto and the inability of the employee to approach the 

insurer directly, show that they were to treat their employers as 'agents' of 

the Corporation and the employer had a key role to play in this whole 

affair. Furthermore, even the terms and conditions of the policy were to 
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be performed only through the employer. This only points to the fact that 

the employers would be the agents of the insurer. 

 

3. When the existence of an agency relationship would help to decide an 

individual problem and the fact permits a court to conclude that such a 

relationship existed at a material time, then whether or not any express or 

implied consent to the creation of an agency may have been given by 

one party to another, the court is entitled to conclude that such 

relationship was in existence at that time for the purpose in question.   

  

» KEY TAKEAWAYS 

EXPRESS AUTHORITY 

Express authority is given by the Principal to the agent by express words, spoken 

or written.  

 

IMPLIED AUTHORITY 

 Implied authority is that which is inferred from the conduct of the parties, or 

from nature of the employment. Divided into four types: (i) incidental authority- 

authority to do that which is ordinarily or necessarily incidental to the due 

performance of the express authority; (ii) usual authority- authority to do 

whatever is done by persons occupying positions in particular trades or 

businesses; (iii) customary authority- authority to act in accordance with the 

custom and usage of the place where agent acts and (iv) authority derived 

from the circumstances of the case, the residuary category. 

  

NOTE: See Ss. 186, 187 of Indian Contract Act 
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Kuchwar Lime & Stone Co. v. Dehri Rohtas Light 

Railway Co. Ltd. & Anr. 1969 SCR (1) 359  

 

FACTS  

A quantity of coal was booked by a Colliery to the appellant Company 

carriage to Banjari station on the respondent Railway's line and the freight on 

the consignment was to be paid by the appellant Company. The Company 

declined to take delivery of a part of the consignment which reached Banjari 

on November 12, 1954 on account of inferior quality of the coal. After some 

correspondence between the parties as well as with the Coal Controller, the 

Railway sold the coal by public auction on June 2, 1955, after serving a notice 

on the appellant. It thereafter filed a suit against the Company claiming 

outstanding amount of freight and demurrage charges for 202 days during 

which six wagons in which the coal was loaded were detained and 'sought a 

decree for Rs. 17,625/14/- after giving credit for the amount realized from the 

sale of the coal.  

 

ISSUES 

1. Whether consignee liable to pay after refusing to accept consignment? 

2. If railway entitled to demurrage for full period or obliged to unload and 

claim demurrage only for reasonable period?  

 

JUDGMENT 

TRIAL COURT 

The trial court granted a decree for about Rs. 1,620/- with interest, but in appeal 

the High Court decreed the Railway's claim in full.  

 

HIGH COURT 

The High Court modified the decree passed by the Trial Court and decreed the 

claim of the Railway against the Company in full. 
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SUPREME COURT 

CONTENTIONS 

COMPANY 

1. The Company being a consignee of the goods booked by the Colliery 

there was no privity of contract between the Company and the Railway 

and no claim for demurrage or freight lay at the instance of the Railway 

against the Company;  

2. In any event the Railway ought to be awarded demurrage for only 22 

days out of the total period for which the wagons were detained.  

3. It is only in those cases where delivery of goods is taken by the consignee 

that the liability to pay demurrage may be imposed upon him. 

J.C. SHAH, J. 

1. It is clear that the Colliery supplied coal in pursuance of the "sanction 

order" in favour of the Company and arranged to transport it in wagons 

which were allotted for that purpose by order of the Deputy Coal 

Commissioner. Under the forwarding notes the freight was made payable 

by the Company. In these circumstances, it would be reasonable to infer 

that the Colliery was acting as an agent of the Company in entering into 

the contract of consignment and the liability for payment of freight and of 

demurrage charges for failure to take delivery of the goods lay upon the 

Company. 

 

2. The High Court erred in holding that the Company was liable to pay 

demurrage for the full period of 202 days. Railway was entitled to 

demurrage for the detention of wagons for only one month and cannot 

claim the entire amount. The Railway was in the position of a bailee qua 

the Company and was bound to minimize the loss. It could have sold off 

the coal under s, 56 of the Railways Act. Even assuming that in view of the 

Colliery Control Order, the Railway could not sell the coal without the 

Coal Commissioner's sanction, it could have unloaded the coal from the 

wagons and put the wagons to use. Hence, the consignee could be 

liable only for wharfage. 
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3. (w.r.t 3rd contention of the company) There was no force in the 

contention that it is only in those cases where delivery of goods is taken by 

the consignee that the liability to pay demurrage may be imposed upon 

him. Even where the consignee does not ultimately take delivery, if the 

wagon is detained for his benefit, normally the Railway would be entitled 

to hold him liable for demurrage.   
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Keighley Maxted & Co. v Durant, [1901] AC 240 

UNDISCLOSED PRINCIPAL AND RATIFICATION 

A contract made by a person intending to contract on behalf of a third party, 

but without his authority, cannot be ratified by the third party so as to render him 

able to sue or liable to be sued on the contract, where the person who made 

the contract did not profess at the time of making it to be acting on behalf of a 

principal. 

 

FACTS 

K & Co. authorized Roberts, a corn merchant, to buy wheat on a joint account 

for him and them at a certain price. Roberts, on his own behalf and without 

authority of anybody else, bought wheat at a higher price than the authorized 

one, from Durant. The intention that he was acting for K& Co. as well as himself 

was not disclosed by Roberts to Durant. K & Co., however, later agreed with 

Roberts to buy the wheat at that (high) price but eventually failed to do so. 

Durant resold it at a loss and sued them for loss.  

 Durant – Plaintiff at court of 1st instance  

 Roberts - appellant in Court of appeal, respondent in House of Lords. 

 K & Co - appellant in House of Lords. 

ISSUE 

Whether a contract made by a man purporting and professing to act on his 

own behalf alone, and not on behalf of a principal, but having an undisclosed 

intention to give the benefit of the contract to a third party, can be ratified by 

that third party, so as to render him able to sue or liable to be sued on the 

contract.  

 

JUDGMENT 

DAY J. AND A SPECIAL JURY (FAVOURED K&CO. AND DURANT)  

It dismissed the action against the appellants (K& Co.) on the ground that there 

was no ratification in law of the contract, and gave judgment against Roberts 

for the amount claimed. 
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COURT OF APPEAL (FAVOURED ROBERT) 

It reversed the decision as regards the appellants, and ordered a new trial on 

the ground that there was evidence for the jury that Roberts contracted on 

behalf of himself and the appellants. 

*It, for the first time, asserted the proposition that a contract made by a man in 

his own name, intending it to be on behalf of a third party who has not 

authorized it but keeping his intention secret, can be ratified by that third party 

so as to make himself able to sue or liable to be sued on the contract. 

HOUSE OF LORDS 

CONTENTIONS 

APPELLANTS   

1. There is absolutely no authority in English law for the proposition, *marked, 

by court of appeal.  

 

2. A contract made by an agent in his own name (as the present contract 

was) does not require and cannot receive any ratification: it is complete 

in itself. 

 

3. The contract in the present case being complete, no third party could be 

introduced into it except by a new contract, and no new contract is here 

made or alleged. 

 

RESPONDENTS  

1. There are authorities in English law in favour of the proposition (Foster v. 

Bates, judgment of Collins L.J., notes to Armory v. Delamirie). 

 

2. If the agent intends to make the contract on behalf of a principal, though 

he does not express the intention, the contract may be ratified by the 

principal so as to bind him. 
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OPINION OF INDIVIDUAL JUDGES (THEY ALL CONCURRED) 

EARL OF HALSBURY  L.C 

He found the *marked observation of the court of appeal as contrary to all 

principles and disagreed with the observation of the court of appeal and 

suggested for reversal of the ruling of the court of appeal. 

 

LORD MACNAGHTEN (FAVOURED APPELLANT) 

He was of the same opinion as Earl of Halsbury. He pointed that “civil obligations 

are not to be created by, or founded upon, undisclosed intentions.”On the point 

of lack of authority, he quoted the observation of James L., "The clearer a thing 

is, the more difficult it is to find any express authority or any dictum exactly to the 

point."  

 

LORD SHAND 

He was also of the same opinion. He found the evidences for the respondents 

(buying on behalf of K & Co.) unsatisfactory and observed that there was no 

evidence that the appellants, by any communication, conduct or dealing with 

the respondents, ratified or adopted their contract with Roberts. He said that the 

result of such judgment of the court of appeal is to give one of two contracting 

parties in his option, merely from what was passing in his own mind and not 

disclosed, the power of saying the contract was his alone, or a contract in which 

others were bound with him.   

  

LORD JAMES OF HEREFORD 

He also agreed to the same. He observed that D contracted with Roberts alone 

and he knew of no disclosed principal other than Roberts, and there was no 

undisclosed principal. He pointed out the fact that an undisclosed principal 

must exist at the time of the contract and such principal cannot be brought into 

life after the contract has been made without any recognition of his existence. 

LORD DAVEY 

He also allowed the appeal and made a crucial point that “the rule which 

permits an undisclosed principal to sue and be sued on a contract to which he 

is not a party, though well settled, is itself an anomaly, and to extend it to the 

case of a person who accepts the benefit of an undisclosed intention of a party 
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to the contract would, in my opinion, be adding another anomaly to the law, 

and not correcting an anomaly”. 

LORD BRAMPTON 

Considering the facts of the case, he observed that there is a contract between 

Roberts and Durant simply, to which it was never avowedly contemplated that 

Keighleys should be parties. He allowed the appeal. 

LORD ROBERTSON 

He held that "unless the contract made by the unauthorized agent purports or 

professes ... to have been entered into on behalf of another ... then that 

contract made by the unauthorized agent was not capable of being ratified by 

a stranger to it." He also observed that there is no room for ratification until the 

credit of another than the agent has been pledged to the third party. Thus he 

allowed the appeal. 

LORD LINDLEY 

There is an anomaly in holding a person bound to another of whom he knows 

nothing and with whom he did not in fact intend to contract. He said, “what 

Roberts intended was never disclosed to Durant & Co., and cannot be inferred 

from the nature of the transaction itself. His intention, therefore, cannot be 

allowed to affect the rights of the parties”. 
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China Pacific S.A. v. F.C.I., [1982] AC 939 (HL)  
 

FACTS 

The defendant cargo owner chartered a vessel to carry a cargo of wheat from 

a US port to Bombay.  

 January 21, 1975: The vessel got stranded on a reef in the South China Sea 

420 miles from Manila. 

 January 22: The ship's managing agents signed a salvage agreement as 

agent for the cargo owner. The goods (wheat) being perishable, the 

salvors stored it at their own expense.  

 February 25: Salvors intimated the whole incident to the cargo owner but 

no reply was made.  

 April 24: The ship owner abandoned the voyage and notified the cargo 

owner accordingly.  

Subsequently, the cargo owner accepted responsibility for the salvors' storage 

charges for the period from April 24 to August 5, 1975, but it refused to pay the 

storage charges incurred by the salvors between February 10 and April 24, 1975. 

The salvors claimed those expenses in an action against the cargo owner. 

Cargo owner disclaimed their liability to reimburse for the time when the first 

barge-load of salvaged wheat arrived in Manila (Feb 10) until the 

abandonment of the ship(Apr 24).    

 

ISSUES 

1. To whom the cargo was deliverable at the termination of the salvage 

services? 

2. Whether, on salvors obtaining possession of the cargo from the ship-owner 

the relationship of the salvors to the cargo-owner was that of a bailee or 

sub-bailee. 

 

CONTENTIONS 

SALVORS 

They are entitled to reimbursement because- 

A. They had implied authority from the cargo owner to take care of the 

cargo, from the terms of Lloyd's form. 
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B. They were bailee of the said cargo. 

C. They acted as agents of necessity on behalf of the cargo owner.  

D. Cargo owner were duty-bound both at common law and under Lloyd's 

form to accept redelivery which they failed to do.  

E. In contradiction with general law of restitution, cargo-owners were unjustly 

enriched at the salvors' expense. 

 

CARGO OWNERS 

1. Ship-owner, being the bailee of the cargo, (not the cargo owner) was 

liable to reimburse the salvor because, until the contract remained 

unterminated, the immediate right to possession was vested in ship-

owners and the cargo was deliverable to them only. Reasons being- 

a. ship owner has the right to retain possession of the cargo and to 

complete the voyage with it. 

b. cargo owner is obliged to allow the ship owner to preserve his right 

to possession 

c. ship owner has an obligation to look after and care for the cargo 

for at least so long as the contract of carriage exists 

d. The cargo owner has a right to look to the ship owner for the 

performance of that obligation of care and/or preservation of the 

cargo. 

  

2. In storing the cargo the salvors had merely been preserving their lien for 

salvage and, therefore, that they could not recover their expenses (came 

up in Court of Appeal) 

3. Even if the salvors were bailee, they had no correlative right to claim 

reimbursement because neither a bailee for reward nor a gratuitous 

bailee has any such right to indemnity.  

 

JUDGMENT 

COMMERCIAL COURT (Lloyd J.) (FAVOURED SALVORS) 

1. (w.r.t. B) Salvors were bailees and not sub-bailees, but that it would make 

no difference if they were sub-bailees). 

 

2. (w.r.t A,C & D) Accepted these contentions. 
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3. (w.r.t. E) Although  the English courts do not accept as a general 

proposition that a person is entitled to remuneration or recompense 

merely because he has conferred a benefit on another, there is one 

exception: 
 

Where there is a preexisting relationship between A and B and where A 

performs services for the benefit of and/or at the implied request of B 

which (a) B has an opportunity to reject but fails to reject, (b) B knows 

were not intended to be performed gratuitously and (c) B would have 

had to engage some other to perform, then the law imposes an 

obligation on B to pay A reasonable remuneration for such service. 
 

The salvors satisfied all the conditions of the given exception and were 

entitled to succeed under the general law of quasi-contract or restitution. 

 

4. (w.r.t 1st and 2nd contention of the cargo-owner) Rejected this contention. 

 

COURT OF APPEAL (REVERSED LLOYD J’S JUDGMENT) 

1. (w.r.t. B) The bailee's right to be paid "depends on there being something 

which can properly be called an element of necessity. 

 

2. ( w.r.t C) Inability to obtain instructions was not or might not be sufficient to 

create agency of necessity. 

 

3. (w.r.t. E) no reference to this issue. 

 

4. (w.r.t 1st & 2nd  contention of the cargo-owner) Accepted these 

contentions. 

 

HOUSE OF LORDS 

1. (w.r.t. B) No element of necessity is required. It is sufficient that the bailee 

acts reasonably in pursuance of his duty to take reasonable care of the 

goods. It thus accepted this contention. 

 

2. (w.r.t C) Wheat being a perishable cargo and the cargo owner being 

unwilling to give instructions, it was clearly necessary for the salvors to take 

reasonable steps to store and preserve the wheat that they had salved. It 

thus accepted this contention 
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3. (w.r.t. E) salvors are entitled to recover the agreed sum from the cargo 

owner (together with interest), subject to the lien point. 

 

4. (w.r.t 1st contention of the cargo-owner) The cargo was deliverable to the 

cargo owner and not to the ship owner, whether or not the ship owner 

had abandoned the voyage because: 
 

a. numerous form of bills of lading and such contracts exist; 

b. salvors may not know whether the voyage has been lawfully 

abandoned or not; 

c. The Lloyd's form was made directly between the cargo owner and 

the salvors (privity); 

d. cargo owner will always be interested in the preservation of the 

cargo, whereas the ship owner may not be so. 

 

5. (w.r.t 2nd contention of the cargo-owner) the salvors stored the cargo for 

the benefit of its owner. They received security for their salvage claim (Apr 

23), but continued to store the cargo at their expense until the cargo 

owner finally accepted delivery of it (between June and August). If they 

had been storing the goods merely in order to maintain their lien for 

salvage, they would have stopped doing so as soon as they obtained 

security. 

 

Alternatively the principle that the lienor cannot charge the owner of the 

goods for the cost of exercising the lien applies only to possessory liens 

and not also to maritime liens. Although no doubt the salvors would have 

been reluctant to allow the wheat to leave Manila before security in 

respect of their claim for salvage had been put up, they could, if asked to 

do so by the cargo owner, have given up possession of the wheat (and 

their possessory lien) secure in the knowledge that they could, if 

necessary, exercise their maritime lien against it before it left Manila. In the 

further alternative, if it were held that the expenses were the expenses of 

maintaining the salvors' maritime lien, the salvors would contend that they 

fall within clause 5 of Lloyd's form and are recoverable thereunder. 

 

It further suggested that when a lienor incurs reasonable expenses in the 

proper exercise of his lien he should be entitled to recover those 

reasonable expenses from the owner of the goods liened.  
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LORD SIMON OF GLAISDALE 

Except to the holding that there never was an agency of necessity he 

concurred with Diplock. On the point of lien he considered it unnecessary to 

come to any conclusion, where interests are manifold or motives mixed.   
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Harshad J. Shah v L.I.C., 1997 (5) SCC 64 
 

FACTS 

A bearer-cheque, with the name of agent on it, towards the payment of 

premium was handed over to a general agent (R3) of the LIC (R1). (This 

payment was being made after the lapse of the grace period). The agent 

encashed the cheque and deposited it with the LIC. However, the insured 

meanwhile met an accident and died (Aug 9) the day before actual deposition 

took place (Aug 10). The widow of the insured (A2), (as the nominee under the 

policies), submitted a claim to the LIC in Gujarat State Consumer Disputes 

Redressal Commission. LIC refused to pay claiming a default in payment of 

premium. 

  

ISSUES 

1. Whether payment of premium by the insured to the general agent of the 

LIC can be regarded as payment to the insurer so as to constitute a 

discharge of liability of the insured?   

2. (Salve) Whether the LIC can be held liable on the basis of the doctrine of 

apparent authority? 

  

JUDGMENT 

STATE COMMISSION (Maharashtra State Consumer Disputes Redressal Commission2) 

CONTENTIONS 

APPELLANT 

1. The amount of premium collected by R3 from the insured was collected 

by him on behalf of the LIC. 

LIC 

1. The amount of premium collected by the General Agent cannot be said 

to have been received by the LIC as it was stated that the agents are not 

authorized to collect the premium amount. 

 

 

                                                 
2 Complaint transferred from Gujrat to Maharashtra. 
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HELD 

In order to collect more business the agents of the LIC collect the premiums from 

the policyholders either in cash or by cheque and then deposit the money so 

collected in the office of the LIC and that this practice had been going on 

directly within the knowledge of the LIC administration despite the 

departmental instructions that the agents are not authorized to collect the 

premiums. It implies that LIC was negligent in its service towards the policyholder 

and was hence liable. 

 Appeals were filed against the said judgment of the state commission by 

the appellants (not satisfied with the damage awarded) as well as by 

respondents (1&2).  

 

NATIONAL COMMISSION (The National Consumer Disputes Redressal Commission)  

1. It dismissed the appeals filed by the appellants and allowed the appeal 

filed by R1&2.  

 

2. It held that the R3 w.r.t his act was not acting as the Agent of the LIC nor 

could it be deemed that the LIC had received the premium on the date 

the bearer cheque was received by R3.  

 

Appellants then filed appeals in the Supreme Court. 

SUPREME COURT 

CONTENTIONS 

APPELLANTS (Naresh S. Mathur) 

1. Since the payment had already been made to R3, the policies did not 

lapse on account of non-payment of the premium and that in any event 

that said policies could be revived on payment of the interest payable for 

the delayed payment of the premium amount. 

 

2. Since the agents receive commission on the amount of premium, the said 

act of R3 was within the scope of their authority and the limitation 

imposed (by regulation and appointment letter) cannot be binding as 

against third parties viz., the policyholders.  
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3. Since, LIC by its conduct induced the policyholders to believe in the 

authority of the agent w.r.t the said act; LIC was liable under S.2373 of the 

ICA. 

 

4. Since LIC is '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. ( 

LIC of India and Anr. v. Consumer Education & Research center and Ors.) 

 

RESPONDENT (Harish Salve) 

1. R3 had not been empowered by LIC Regulations and his appointment 

letter to receive payment from the insured. 

 

2. The grace period had already expired (on April 6) without due payment 

and the policies had lapsed. The revival of the policies was subject to 

LIC’s discretion and could arise only if the premium can be said to have 

been paid to the LIC during the life time of the insured (before August 9). 

3. The agent had neither express (letter of appointment) nor implied 

authority (regulation 8(4)), which shows that collection of premium was 

neither necessary nor incidental. The issuance of the receipt for the said 

amount by LIC in the name of the insured does not indicate that the 

amount was received through R3 and that on the basis of the said receipt 

it cannot be said that the LIC had induced the insured. 

 

S.C. AGRAWAL AND G.B. PATTANAIK, JJ  

(Judges found considerable merit in Salve’s submission.) 

1. (w.r.t 3rd contention of the Appellants) LIC did not do any sort of 

inducement. Doctrine of apparent authority underlying S. 237 can’t be 

invoked especially when the LIC has been careful in making an express 

provision in the Regulations/Rules, which are statutory in nature. 

  

2. (w.r.t 4th contention of the appellants) This constitutional obligation has no 

bearing on the present case. In disclaiming its liability the LIC was acting in 

accordance with the Regulations/Rules. The said provision has been 

                                                 
3 makes principal, inducing belief that agent’s unauthorized acts were authorized, liable. 
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made in public interest in order to protect the Corp. from any fraud on the 

part of an agent and LIC was acting quite fairly.   

» KEY TAKEAWAYS 

ACTUAL AUTHORITY  

Actual authority results from a manifestation of consent that he should represent 

or act for the principal made by the principal to the agent himself. It may be 

express or implied. 

 

IMPLIED AUTHORITY  

Implied authority may arise in the form of incidental authority, i.e., authority to 

do whatever 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 would usually have authority to do, or customary authority, i.e., 

authority to act in accordance with such applicable business customs as are 

reasonable.  

 

APPARENT AUTHORITY 

The doctrine of apparent authority involves the assumption that there is in fact 

no authority at all. Under this doctrine where a principal represents, or is 

regarded by law 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 limited the authority by instructions not made known to the 

third party. 
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Narandas Morardas Gaziwala and Ors. v P. Am. 

Papammal and Anr., 1967 AIR 333 

FACTS 

Narandas Morardas Gaziwala and Ors. a partnership firm, carrying on business in 

lace and silver thread at Surat had dealings with another firm, Krishna and 

Company - who acted as their agents for selling their goods in the three districts 

in the State of Madras on commission basis. Murugesa Chettiar, one of the 

partners of Krishna & Co. tool over all the assets and liabilities of the firm on 

dissolution of the firm. In respect of their dealings Krishna & Co., became 

indebted in 1951. On April 1, 1951 Murugesa Chettiar (hereinafter referred to as 

the plaintiff) executed a promissory note in favour of Narandas Morardas 

Gaziwala for a sum of Rs. 7,500/- the amount ascertained as due and payable 

by Krishna & Co. The plaintiff instituted a claim in the District Munsif's Court, 

Kancheepuram praying for rendition of accounts from April 1, 1951 till the date 

of the suit in order to ascertain the amount due and payable to him. The Surat 

firm in return instituted a claim in the court of Subordinate Judge, Chingleput 

against the plaintiff seeking to recover the amount due under the promissory 

note. Both the suits were tried together by consent of parties. 

 

ISSUES 

1. Whether the plaintiff, being the agent, is entitled to sue the defendant-

Surat firm for accounts.  

2. Whether the plaintiff is entitled to set up a parole agreement to prove the 

condition precedent as to the enforceability of the promissory note. 

 

CONTENTIONS 

PLAINTIFF 

1. Surat firm circumvented the terms of the contract of sole agency and 

privately effected sales through others or direct to customers in those 

territories. 

 

2. Surat firm as part of this agreement of sole agency agreed to have its 

indebtedness under the promissory note adjusted towards the commission 

that may be earned by him. 
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SURAT FIRM 

1. The plaintiff is precluded from setting up a parole agreement by reason of 

the provisions of s. 92 of the Evidence Act.4 The agreement that the 

promissory note should be discharged by commission payable by the 

Surat firm was with regard to the mode of discharge of the obligation of 

promissory note and not a condition precedent to its enforceability. 

 

JUDGMENT 

SUBORDINATE JUDGE  

It held that the Surat firm was liable to render an account of their sales in those 

territories and granted a decree for the amount covered by the promissory note 

but directed that the decretal amount should be adjusted out of the 

commission that may be found due and payable on taking of accounts. 

  

HIGH COURT 

The High Court, by its judgment dismissed the appeals of Surat firm. 

 

SUPREME COURT 

1. There is no provision in the Indian Contract Act that an agent can sue the 

principal for the rendition of the account. The statute is not exhaustive 

and the right of the agent to sue the principal for accounts is an equitable 

right arising under special circumstances and is not a statutory right. Such 

special circumstances may arise where all the accounts are in the 

possession of the principal and the agent does not possess accounts to 

enable him to determine his claim for commission against his principal. The 

right of the agent may also arise in an exceptional case where his 

remuneration depends on the extent of dealings which are not known to 

                                                 
4 s. 92 of the Evidence Act says- When the terms of any such contract, grant or other disposition 

of property, or any matter required by law to be reduced to the form of a document, have 

been proved according to the last section, no evidence of any oral agreement or statement 

shall be admitted, as between the parties to any such instrument or their representatives in 

interest, for the purpose of contradicting, varying, adding to, or subtracting from, its terms :  

Proviso (1) ............................ 

Proviso (2) ............................ 

Proviso (30) The existence of any separate oral agreement, constituting a condition precedent 

to the attaching of any obligation under any such contract, grant or disposition of property, may 

be proved.  
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him or where he cannot be aware of the extent of the amount due to him 

unless the accounts of his principal are gone into. 

 

2. The SC upheld the HC’s stand that the transactions in respect of which the 

plaintiff is entitled to commission are peculiarly within the knowledge of 

the principal alone. Therefore the SC held that in the special 

circumstances (remuneration depended on the volume of transactions) 

of this case, the plaintiff is entitled to sue the Surat firm for accounts.  

 

3. The court also agreed upheld the HC’s finding that the Surat firm had 

actually made direct sales to customers in contravention of the contract 

of sole agency granted to the plaintiff. 

 

4. On the question of parole agreement SC dismissed the Surat Firm’s 

contention and upheld the HC’s finding that there was a collateral oral 

agreement that the obligation under the promissory note will not be 

enforced for 5 years and unless the amount was due after accounting for 

the period of the commission agency. The SC held that the agreement 

was not related to the mode of discharge of the obligation under the 

promissory note but was a condition precedent to the enforceability of 

the promissory note and it is open to the plaintiff to adduce evidence of 

oral agreement under the 3rd proviso to s. 92 of the Evidence Act.  
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State of Madras v. Jayalakshmi Rice Mill 

Contractors Co. and Ors., AIR 1959 AP 352 

 

FACTS 

The Food Procurement Order, authorised the licensees (rice millers in the Districts 

of East Godavari, West Godavari and Krishna) to procure rice and paddy from, 

the producers to sell them in the market at prices fixed by the Government. The 

difference between the prices at which they were purchased and the prices at 

which they were directed to be sold was asked to be made over to the 

Government. The various millers made over the difference in compliance with 

the order of the Government and later on filed suits for the recovery of those 

amounts on the ground that they alone were entitled to the difference in the 

price and the Government was not entitled to recover the same from them. 

 

ISSUES 

1. Whether the stocks held by the plaintiff are the exclusive property of 

the Plaintiffs? 

2. Whether the plaintiffs are agents of the Government in respect of the 

sale of paddy and rice? 

3. Whether the plaintiffs are entitled to the benefit of the increase in the 

price of the paddy and rice?  

4. Whether the order of the Government directing the collection of 

surcharge comes under the provisions of Section 3 of the Essential 

Supplies (Temporary Powers) Act, 1946? 

5. Whether the order of the Government directing levy of the surcharge is 

illegal and ultra vires and contrary to the terms of the licence and the 

agreement? 

6. Whether under Section 16 of the Essential Supplies (Temporary 

POWERS) Act, the plaintiffs are not entitled to call in question the orders 

passed under the said Act, in a Court of law? 

 

CONTENTIONS 

GOVT. 

1. The position of these procurement agents was that of an agent. The mill 

owners were only concerned with the commission that was allowed to 
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them and any amount received by reason of the increase in the prices 

could only go to the Government firstly because the mill owners got back 

the amount that they paid for the purchase and, therefore, not entitled to 

the excess amount, and secondly because the increase in prices was 

effected with a view to benefit the producers. 

 

PLAINTIFF 

1. The stocks of paddy held by them was their exclusive property having 

been purchased with their own funds and having been stocked at their 

own risk, the increase in the price of the stock of paddy and rice would 

accrue to them alone. In these transactions the relationship as between 

themselves and the Government was only that of a buyer and seller. 

 

2. The order of the Government (for the payment to them of the difference 

in price) was beyond the powers exercisable by them (under the 

provisions of Section 3(2) of the Act XXIV of 1946). It amounted to a levy of 

a surcharge which was not warranted by law. 

 

JUDGMENT 

SUBORDINATE JUDGE, ELURU 

The plaintiffs could not be regarded as the agents of the Government and 

excess received by reason of the increase in the price would go to the millers 

alone as they were the owners of the Rice and paddy. On the footing that the 

sales by the mill owners were to be regarded as sales in compliance with an 

order of the Government, the learned Judge held that these orders issued by 

the Government could not be sustained because they were not notified orders. 

 

SUB-COURT, EAST GODAVARI 

1. The relationship between the plaintiffs and the Government was that of a 

buyer and seller and as such the Government was not entitled to the 

difference between the purchase price and the sale price. Also there was 

no provision in the Section 3(2) of Act 24 of 1946 for the same.  
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2. The order of the Government directing the collection of the surcharge5 

was not warranted under Section 3 of the Act. This amounted to a levy of 

a surcharge and therefore was illegal and ultra vires.  

 

SUBORDINATE JUDGE OF KRISHNA 

1. The directions issued by the Government were within the competence of 

the Government and, therefore, the orders were legal and valid in law. It 

was further held that if under the terms of the license the procurement 

agent had merely to carry out the directions of the Government, the 

amount received by the sale of the paddy at a higher price should go to 

the Government and not to the licensee.  

 

HIGH COURT OF ANDHRA PRADESH 

1. The fact that the agreement speaks of a procurement agent is not 

conclusive evidence of the relationship of principal and agent, for the 

name which the parties may choose to give to a transaction cannot be 

the sole criterion. 

 

2. (w.r.t 1st observation of the Sub-Court, East Godavari & 1st contention of 

the plaintiffs) The plaintiffs, unlike an agent, did not represent the Govt. in 

their dealings but merely constituted the medium for the purchase and 

sale and were subjected to the direction and control of the Govt. 

Commission, itself is not enough to constitute agency. They were not even 

buyer-seller either as it was a case of a person holding a licence for doing 

an act as per the conditions of the licence. Plaintiffs, having been 

appointed licensees (under, the Food Procurement Order) were not 

entitled to the difference as profit. Profits would accrue to the Govt. only.   

 

3. (w.r.t 2nd observation of the Sub-Court, East Godavari & 2nd contention of 

the plaintiffs) The mere fact that Government itself called the amount 

sought to be realized as 'surcharge', cannot be conclusive about the 

character of a particular demand and there was no imposition of a "levy" 

or 'tax'. Govt. was authorized to direct the stock-holders to sell the 

commodity to persons designated by the Govt. under Clause (f), sub-

section (2) of the Essential Supplies (Temporary Powers) Act. 

 
                                                 
5 difference between the purchase price and the sale price 
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 The appeals filed on behalf of the State should 

therefore be allowed. 

 

» KEY TAKEAWAYS 

PRINCIPAL AND MASTER 

"A principal has the right to direct what work the 

agent has to do, but a master has the further right to 

direct how the work is to be done." (Lakshminarayan 

Ramgopal v. Hyderabad Government) 

 

DOCTRINE OF 'APPROBATE AND REPORBATE  

A person cannot say at one time that a transaction is 

valid and thereby obtain some advantage to which 

he could only be entitled on the footing that it is valid 

and then turn round and say it is void for the purpose 

of securing some other advantage. That is to 

approbate and reprobate the transaction. 
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