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This Supreme Court judgment is highly relevant as it directly addresses the core query: whether an arbitral tribunal can award pre-award
or pendente lite interest when the contract contains an express prohibition. The Court explicitly held that an arbitral tribunal cannot
award pre-award or pendente lite interest if the contract contains an express and unambiguous prohibition, as Section 31(7)(a) of the
Arbitration and Conciliation Act, 1996, subordinates the arbitrator's power to contractual terms. It also clarifies that post-award interest
under Section 31(7)(b) is a statutory entitlement not subject to contractual bars, providing a crucial distinction. The case involves specific
contractual clauses (GCC 16(3) and 64(5)) barring interest, making the factual scenario highly aligned with the user's query.

Facts

The dispute arose from a 2011 agreement between Union of India (Appellants) and L&T (Respondent) for Jhansi Workshop
modernization, valued at Rs. 93.08 crores . Work completion was delayed by 40 months . L&T initiated arbitration under GCC Clause 64,
leading to an Arbitral Award of Rs. 5,53,57,597/- plus 12% post-award interest . The Appellants challenged this award under Section 34
(Commercial Court) and Section 37 (High Court), both of which upheld the arbitral decision . This appeal is before the Supreme Court .

Issues

The Supreme Court considered whether the Arbitral Tribunal (AT) was justified in awarding pre-award or pendente lite interest, framed as
compensation, given contractual prohibitions in GCC Clauses 16(3) and 64(5) . A key issue was also the justification for awarding post-
award interest . Furthermore, the Court assessed if the lower courts erred in their review under Sections 34 and 37 of the Arbitration and
Conciliation Act, 1996 .

Petitioners Arguments

The Appellants, Union of India, contended that GCC Clauses 16(3) and 64(5) constituted an absolute contractual bar on interest for all
amounts payable to the contractor, including delayed payments . They argued that the arbitrator, being a creature of contract, could not
override these express terms, citing Section 31(7)(a) of the Act and precedents like Bright Power Projects and Manraj Enterprises . They
also asserted Section 73 of the Indian Contract Act was inapplicable due to the contractual exclusion .

Respondents Arguments

The Respondent, L&T, highlighted the concurrent findings of the Commercial Court and High Court . They argued that GCC Clause 16(3)
should be interpreted ejusdem generis, limiting its interest prohibition to deposits, not general contract amounts . L&T also contended
Clause 64(5) only barred interest on disputed sums, not admitted amounts . For post-award interest, they relied on Section 31(7)(b) and
R.P. Garg, asserting it's a statutory entitlement .

Section Analysis



Section 28(3) of the Arbitration and Conciliation Act, 1996, mandates arbitral tribunals to adhere to contract terms . Section 31(7)(a)
permits pre-award interest "unless otherwise agreed by the parties," subordinating arbitrator discretion to contractual provisions .
Section 31(7)(b) governs post-award interest, stating an award sum "shall... carry interest" unless the award directs otherwise regarding
the rate . GCC Clause 16(3) prohibits interest on "amounts payable to the Contractor" , while Clause 64(5) bars interest "till the date on
which the award is made" .

Courts Reasoning

The Supreme Court rejected the ejusdem generis interpretation for GCC 16(3), holding "amounts payable" is independent and broadly
applicable . It affirmed that Section 31(7)(a) subordinates an arbitrator's power to contractual interest prohibitions, citing Manraj
Enterprises and Bright Power Projects . Consequently, the AT erred in awarding pre-award/pendente lite interest . However, the Court
held Section 31(7)(b) mandates post-award interest, which is not subject to contractual bar unless explicitly excluded . The Court
modified the post-award interest rate from 12% to 8% per annum, citing lack of justification and judicial power to modify .

Ratio Decidendi

An arbitral tribunal cannot award pre-award or pendente lite interest if the contract contains an express and unambiguous prohibition,
as Section 31(7)(a) of the Arbitration and Conciliation Act, 1996, subordinates the arbitrator's power to contractual terms . The principle
of ejusdem generis does not apply to general phrases like "amounts payable to the contractor" when disjunctively linked . Conversely,
Section 31(7)(b) mandates post-award interest, which is not subject to party autonomy or contractual prohibition unless explicitly
excluded . Courts retain power to modify the rate of post-award interest if excessive or unjustified .

Summary

The Supreme Court partly allowed an appeal concerning an arbitral award, clarifying the scope of interest under the Arbitration and
Conciliation Act, 1996. It held that pre-award or pendente lite interest cannot be awarded by an arbitrator if the contract explicitly
prohibits it, as per Section 31(7)(a) and Section 28(3) . However, post-award interest is a statutory entitlement under Section 31(7)(b)
and is not subject to contractual bars, though courts can modify the awarded rate . The Court set aside pre-award interest for specific
claims and reduced the post-award interest rate from 12% to 8% .
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