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Search Query: Can an arbitral tribunal award pre-award or pendente lite interest when the underlying contract expressly prohibits
payment of interest? Identify Supreme Court judgments interpreting Section 31(7) of the Arbitration and Conciliation Act and explain the
limits on arbitral discretion when contractual clauses bar interest.

Section 31(7) of the Arbitration and Conciliation Act, 1996, is the core statutory provision governing an arbitral tribunal's power to
award interest. Clause (a) of Section 31(7) deals with pre-award (including pre-reference and pendente lite) interest, explicitly stating
'unless otherwise agreed by the parties.'" This phrase is paramount, establishing that party autonomy and contractual stipulations
override the tribunal's discretion for this period. The Supreme Court, in a consistent line of judgments, has interpreted this to mean that
if a contract contains an express and unambiguous prohibition against the payment of interest, an arbitral tribunal is bound by such a
clause and cannot award pre-award or pendente lite interest. This principle was firmly established in cases like Jaiprakash Associates
Ltd. vs. Tehri Hydro Development Corporation India Ltd. (MANU/SC/0157/2019), Union of India (UOI) and Ors. vs. Larsen and
Tubro Limited (L&T) (MANU/SC/0200/2026), Union of India (UOI) vs. Manraj Enterprises (MANU/SC/1082/2021), Union of
India (UOI) vs. Bright Power Projects () P. Ltd. (MANU/SC/0712/2015), Sayeed Ahmed and Co. vs. State of U.P. and Ors.
(MANU/SC/1159/2009), and Sree Kamatchi Amman Constructions vs. The Divisional Railway Manager (Works), Palghat and
Ors. (MANU/SC/0625/2010). These judgments clarify that the 1996 Act differs significantly from the repealed 1940 Act, where
arbitrators often had greater discretion to award pendente lite interest despite contractual bars. The contractual prohibition must be
clear and express; general clauses merely barring interest on 'delayed payments' may not always be sufficient to preclude pendente lite
interest, as nuanced in Oil and Natural Gas Corporation Ltd. vs. G and T Beckfield Drilling Services Pvt. Ltd.
(MANU/SC/1221/2025).

Conversely, Section 31(7)(b) governs post-award interest (from the date of the award to the date of payment). The Supreme Court,
particularly in Union of India (UOI) and Ors. vs. Larsen and Tubro Limited (L&T) (MANU/SC/0200/2026) and R.P. Garg vs. The
Chief General Manager, Telecom Department and Ors. (MANU/SC/1072/2024), has held that this is a statutory entitlement that
cannot be contracted out by the parties. Contractual clauses prohibiting interest are irrelevant for the post-award period, as the phrase
‘unless the award otherwise directs' in Section 31(7)(b) pertains only to the rate of interest, not the entitlement itself.

Direct Precedents: The cases of Union of India (UOI) and Ors. vs. Larsen and Tubro Limited (L&T) (MANU/SC/0200/2026),
Jaiprakash Associates Ltd. vs. Tehri Hydro Development Corporation India Ltd. (MANU/SC/0157/2019), and Union of India
(UOI) vs. Manraj Enterprises (MANU/SC/1082/2021) directly apply to the user's situation, unequivocally stating that an arbitral
tribunal cannot award pre-award or pendente lite interest if the contract expressly prohibits it.

Legal Remedies: If an arbitral tribunal awards pre-award or pendente lite interest despite an express contractual bar, the aggrieved
party can challenge the award under Section 34 of the Arbitration and Conciliation Act, 1996, on the ground that the award is in conflict
with the public policy of India (specifically, patent illegality on the face of the award, as the arbitrator has acted beyond the terms of the
contract).

Argument Strategy: The main argument supported by these precedents is that an arbitrator, being a creature of contract, cannot
ignore or override express contractual terms, especially concerning interest, for the pre-award period. The phrase 'unless otherwise
agreed by the parties' in Section 31(7)(a) is a clear statutory mandate for adherence to party autonomy. Potential counter-arguments
might involve challenging the 'expressness' or 'unambiguity' of the contractual prohibition, as seen in Oil and Natural Gas Corporation
Ltd. vs. G and T Beckfield Drilling Services Pvt. Ltd. (MANU/SC/1221/2025), or arguing that the prohibition applies only to certain
types of interest or periods.

Strengths: The user's position is strongly supported if the underlying contract contains a clear, express, and unambiguous clause
prohibiting interest on amounts payable to the contractor The Supreme Court has consistently upheld such clauses for pre-award
interest.

Risks: The primary risk is if the contractual clause is not sufficiently explicit or is open to interpretation. For instance, a clause merely
stating 'no interest on delayed payments' might be distinguished from a comprehensive bar on all interest, as illustrated in Oil and
Natural Gas Corporation Ltd. vs. G and T Beckfield Drilling Services Pvt. Ltd. (MANU/SC/1221/2025). Additionally, the
contractual bar will not apply to post-award interest, which is a statutory entitlement.

Next Steps:

1. Scrutinize the Contractual Clause: Carefully analyze the exact wording of the interest prohibition clause in the underlying
contract to ascertain its expressness and scope.

2. Distinguish Pre-award vs. Post-award Interest: Clearly differentiate between pre-award/pendente lite interest and post-award
interest, as the contractual bar only applies to the former.



3. Prepare Challenge/Defense: If an award grants pre-award interest despite a clear contractual bar, prepare a Section 34
challenge. If defending an award that denies pre-award interest due to a contractual bar, rely on these precedents. If an award
denies post-award interest, challenge it under Section 34, citing R.P. Garg vs. The Chief General Manager, Telecom

Department and Ors. (MANU/SC/1072/2024).

Disclaimer: This Al-generated analysis is for information only. Refer to the original source for full context and understanding.
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