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Title: **UCPB General Insurance Co. Inc. vs. Masagana Telamart, Inc.**

Facts:  In  May  1991,  Masagana  Telamart,  Inc.  (Masagana)  secured  five  fire  insurance
policies from UCPB General Insurance Co. Inc. (UCPB) for properties in Pasay City, with the
term of coverage running until May 1992. On June 13, 1992, after the expiration of the
policies and before their renewal, the insured properties were destroyed by fire. On July 13,
Masagana attempted to renew the policies by tendering payment, which UCPB initially
accepted  but  subsequently  returned  the  next  day  upon  learning  of  the  fire  incident.
Masagana had been granted 60 to 90 days credit term for premium payments in previous
years, a practice corroborated by evidence of past transactions. However, UCPB argued that
the policies were not renewed before the fire occurred, thereby rendering the policies non-
binding and the claim for indemnity invalid under Section 77 of the Insurance Code, which
mandates payment of premiums for the validity of insurance policies.  This led to legal
battles through the trial court to the Court of Appeals, both in favor of Masagana, before
reaching the Supreme Court of the Philippines.

Issues:
1.  Whether  the  fire  insurance  policies  were  effectively  renewed  by  implied  credit
arrangement, despite the actual payment of premiums being tendered after the occurrence
of the insured risk (fire).
2. Whether sufficient notice of policy non-renewal was provided to Masagana by UCPB.
3. The applicability and interpretation of Section 77 of the Insurance Code in the context of
the insurance industry practice of granting credit terms for the payment of premiums and
whether such practice invalidates the insurance contract.
4. The doctrine of estoppel’s application to this case, particularly in relation to UCPB’s prior
acceptance of late premium payments.

Court’s Decision: The Supreme Court initially reversed the decision of the Court of Appeals,
which had favored Masagana, by interpreting Section 77 of the Insurance Code strictly to
mean that insurance policies are not valid without prior payment of premiums. However,
upon reconsideration, the Court acknowledged the existence of exceptions to this rule and
recognized the long-standing credit term arrangement between Masagana and UCPB. Given
the insurer’s consistent practice of granting such credit terms and the lack of proof of timely
non-renewal notice, the Court ruled in favor of Masagana, affirming the insurance policies’
validity  and  effectiveness  at  the  time  of  the  fire,  thus  making  UCPB  liable  for
indemnification.
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Doctrine: The case reaffirmed and created exceptions to Section 77 of the Insurance Code,
specifically recognizing that:
– Payment of premiums may not be a strict requirement for the validity of insurance policies
if a credit term arrangement exists between the insurer and the insured.
–  The  principles  of  estoppel  can  apply  to  insurance  contracts,  particularly  where  an
insurer’s consistent acceptance of late premium payments has led the insured to reasonably
rely on the effectiveness of such a payment arrangement.

Class Notes:
1. **Section 77 of the Insurance Code**: Normally mandates prepayment of premiums for
the validity of non-life insurance contracts.
2. **Payment of Premiums**: An insurance policy is not valid unless the premium thereof
has been paid; exceptions include life policies where a grace period applies, or when the
insurer issues an acknowledgment of receipt of premium.
3. **Credit Term Arrangement**: An established practice of delayed payment of premiums
between an insurer and an insured can constitute an exception to Section 77, subject to
evidence.
4. **Estoppel in Insurance**: An insurer may be barred from denying policy validity due to
its consistent practice of accepting late payments, leading to reasonable reliance by the
insured.

Historical Background: This case illustrates the complexities involved in the interpretation
and  application  of  the  Insurance  Code,  particularly  Section  77,  within  the  context  of
practical arrangements between insurers and insureds. It underscores the balance between
statutory requirements and the realities of business practices in the insurance industry,
reflecting on how legal doctrines like estoppel can influence contractual obligations and
rights.


