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employees and when such restraints have been declared void.
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This Supreme Court judgment is highly relevant as it directly addresses the enforceability of post-service restrictive covenants under
Section 27 of the Indian Contract Act, 1872. The Court explicitly held that such covenants, preventing an employee from competing after
termination, are void as a restraint of trade, strictly applying Section 27 without importing English common law reasonableness tests. It
also provides a crucial interpretation of the term 'leave' in such covenants, construing it narrowly to mean voluntary departure, not
employer-initiated termination, which is critical for determining the applicability of a post-employment clause.

Facts

The appellant company, a valuer and surveyor, employed the respondent as Branch Manager. Their service agreement contained a post-
service restrictive covenant (Clause 10) preventing the respondent from serving competitive firms or starting a similar business for two
years after leaving the company . The appellant terminated the respondent's services. Subsequently, the respondent commenced a
similar business, leading the appellant to sue for damages and an injunction to enforce the covenant . The High Court's Division Bench
reversed a Single Judge's order granting a temporary injunction, raising substantial questions for the Supreme Court . The core dispute
involves the enforceability of post-employment restraints under Indian contract law .

Issues

The primary legal issues are: (1) Whether a post-service restrictive covenant in restraint of trade is void under Section 27 of the Indian
Contract Act, 1872, irrespective of reasonableness . (2) Whether the phrase 'after you leave the company' in the covenant encompasses
termination of employment by the employer, or only voluntary resignation . (3) Whether English common law doctrines of
reasonableness can be imported to validate such covenants, or if Section 27 is exhaustive . Practice areas include Contract Law,
Employment Law, and Statutory Interpretation.

Petitioners Arguments

The appellant argued that the restrictive covenant was reasonable in its temporal (two years) and geographical (last posting location)
limitations, thus not void under Section 27 of the Indian Contract Act . They contended that the term 'leave' in the covenant should be
interpreted broadly to include termination of service by the employer, citing English precedent . The appellant also suggested that the
Supreme Court should reconsider the strict interpretation of Section 27, potentially allowing reasonable post-service restraints,
referencing observations in Niranjan Shankar Golikari . They sought to protect trade secrets and clientele .

Respondents Arguments

The respondent argued that Section 27 of the Indian Contract Act, 1872, is absolute and does not permit exceptions for partial or
reasonable restraints of trade, unlike English common law . They contended that post-service restrictive covenants are generally void
unless falling strictly within statutory exceptions . The respondent also argued that the word 'leave' in the covenant implies voluntary
cessation of employment, not termination by the employer . They relied on High Court decisions interpreting Section 27 strictly .
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Section Analysis

Section 27 of the Indian Contract Act, 1872, declares every agreement in restraint of trade void to that extent, with a specific exception
for sale of goodwill . Indian courts, following Madhub Chunder v. Rajcoomar Doss  , have consistently held that Section 27 is exhaustive
and does not allow for the English common law 'reasonableness' test for post-employment restraints, unlike during employment . The
section's language is interpreted strictly, making even partial restraints void unless they fit the statutory exception . The interpretation of
'leave' is crucial for enforceability .

Courts Reasoning

The Court dismissed the appeal primarily on the interpretation of the word 'leave' in the restrictive covenant . It held that 'leave'
ordinarily connotes voluntary cessation of service, not termination by the employer . The Court found the appellant's argument that
'leave' should include dismissal unconvincing, stating the appellant should have used clearer language . The Court also noted that post-
service restrictions are viewed differently from those during employment, and Section 27 is strictly applied, rendering such covenants
void . The Court declined to rule on the Section 27 validity issue, focusing on the specific wording .

Ratio Decidendi

A restrictive covenant in a service agreement that is to operate after the termination of employment is void under Section 27 of the
Indian Contract Act, 1872, unless it falls within the statutory exception . The term 'leave' in such a covenant, without further qualification,
is construed narrowly to mean voluntary departure, not termination by the employer . Indian law strictly adheres to the statutory
language of Section 27, not importing English common law 'reasonableness' tests for post-employment restraints .

Summary

This Supreme Court case, Superintendence Company of India (P) Ltd. v. Krishan Murgai , addresses the enforceability of post-service
restrictive covenants under Section 27 of the Indian Contract Act, 1872. The Court held that a covenant preventing an employee from
competing after termination is void as a restraint of trade, strictly applying Section 27 without importing English common law
reasonableness tests . The Court further ruled that the term 'leave' in such a covenant implies voluntary departure, not employer-
initiated termination . Key legal concepts include restraint of trade, contract enforceability, statutory interpretation, and employment
covenants. Search terms: Section 27 Indian Contract Act, post-employment restriction, restrictive covenant, void agreement, termination
of service, voluntary leave, employer's interest, trade secrets, competition clause, contractual restraint.
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