G.R. No. L-48049. June 29, 1989 (Case Brief / Digest)

### Title:
Emilio Tan, et al. vs. The Court of Appeals and The Philippine American Life Insurance
Company

### Facts:

- On September 23, 1973, Tan Lee Siong, father of the petitioners, applied for life insurance
for P80,000.00 with the Philippine American Life Insurance Company (respondent). The
policy, effective from November 6, 1973, named the petitioners as beneficiaries.

- Tan Lee Siong died of hepatoma on April 26, 1975. The petitioners filed a claim for the
proceeds, but on September 11, 1975, the respondent denied the claim and rescinded the
policy citing misrepresentation and concealment of material facts by the deceased in his
application. The respondent refunded the premiums paid.

- Arguing the denial was unjustified, the petitioners filed a complaint on November 27,
1975, against the respondent with the Office of the Insurance Commissioner, which was
dismissed on August 9, 1977. The petitioners’ appeal to the Court of Appeals was also
dismissed for lack of merit, leading to this petition for review on certiorari.

### Issues:

1. Whether the insurer had the right to rescind the policy after the insured’s death on
grounds of concealment or misrepresentation.

2. The application of the “incontestability clause” under Section 48 of the Insurance Code
and its implications on the insurer’s right to rescind due to fraudulent concealment or
misrepresentation.

3. Whether there was adequate evidence of the insured’s concealment or misrepresentation
such that would justify the rescission of the insurance policy.

### Court’s Decision:

- The Supreme Court affirmed the decision of the Court of Appeals, upholding that the
insurance company had the right to rescind the policy due to fraudulent concealment or
misrepresentation by the insured, Tan Lee Siong, as the policy was in force for only one year
and five months, not reaching the two-year threshold provided by the incontestability clause
under Section 48 of the Insurance Code.

- The court rejected the petitioner’s contention that the policy contract could not be
rescinded after the insured’s death, clarifying that the incontestability clause only applies
when the policy has been in force for two years during the insured’s lifetime.

- Evidence presented showed that the insured had concealed his prior medical conditions,
which significantly misled the respondent in assessing the insurance risk, justifying the
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denial of the claim and rescission of the policy.

### Doctrine:

- *Incontestability Clause**: Under Section 48 of the Insurance Code, an insurance policy
becomes incontestable after it has been in effect for two years during the insured’s lifetime,
barring the insurer from denying a claim based on fraudulent concealment or
misrepresentation by the insured or his agent within this period.

### Class Notes:

**Key Concepts:**

- **Incontestability Clause**: Protects the policyholder from a claim being denied after two
years due to statements or disclosures made at the time of application, unless fraudulent.

- *[nsurance Fraud**: Includes acts such as concealment or misrepresentation of material
facts by an insured to obtain policy approval or to reduce premium payments.

- **Rescission of Insurance Policy**: The insurer’s right to void a policy ab initio if
fraudulent concealment or misrepresentation is discovered within the two-year period.

**Relevant Statutes:**

- **Insurance Code, Section 48**: Specifies the conditions under which an insurance policy
can become incontestable and limits the insurer’s ability to rescind a policy after two years
from issuance or last reinstatement.

**Application in Case Context:**

- The decision underscores the significance of the incontestability clause, providing a
balanced approach to protect both insurers and insured from fraudulent practices and
wrongful denial of claims, respectively. The ruling prioritizes the integrity and enforceability
of contractual obligations, while also acknowledging the potential for abuse in the insurance
application process.

### Historical Background:

- This case reflects the judicial approach towards enforcing and interpreting insurance
contracts in the Philippines, particularly regarding the doctrine of incontestability and its
exceptions for fraud. It illustrates the ongoing challenge in the insurance industry to
balance protections for policyholders against the need to deter and address fraudulent
applications and claims.
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