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M/S. PADIA TIMBER COMPANY (P) LTD. V. THE BOARD
OF TRUSTEES OF VISHAKHAPATNAM PORT TRUST.

AUTHORED BY: MRIDUL KALIKA & SAKSHI GOEL

The case of M/s. Padia Timber Company (P) Ltd. V. The Board of Trustees of Vishakhapatnam Port
Trust involved a dispute between a timber transportation company and the port trust over the rates
and charges for the use of port facilities. The Petitioner, M/s. Padia Timber Company (P) Ltd., had a
contract with the Respondent, the Board of Trustees of Vishakhapatham Port Trust, for the
transportation of timber from the port to various destinations. The contract contained a clause which
stated that any dispute or difference arising out of or in connection with the contract shall be referred

to the decision of the Respondent.

The rates that the Respondent charged for using the port facilities and the way in which the
Respondent computed the fees were contested by the Petitioner. The disagreement remained unsolved
despite the Petitioner making multiple submissions to the Respondent. In order to get a ruling that the
contract's clause was arbitrary and violated the petitioner's fundamental rights as guaranteed by
Articles 14 and 19 of the Indian Constitution, the petitioner filed a writ suit before the Andhra Pradesh
High Court.

The Petitioner contended that the clause was arbitrary and discriminatory as it gave unbridled
discretion to the Respondent to determine the rates and charges for the use of port facilities. The
Petitioner further contended that the clause violated the Petitioner's right to carry on business under
Article 19(1)(g) of the Constitution as it imposed an unreasonable restriction on the Petitioner's

business activities.

The Respondent contended that the clause was reasonable and necessary to enable the Respondent to
discharge its functions effectively and efficiently. The Respondent further contended that the
Petitioner had agreed to the clause at the time of entering into the contract and therefore, could not

challenge the same at a later stage.



The Andhra Pradesh High Court, after considering the arguments advanced by both parties, declared

the clause in the contract to be void and unenforceable and directed the Respondent to refrain from

charging any rates or charges from the Petitioner in accordance with the said clause. The Respondent

was further directed to consider the Petitioner's representations afresh and pass appropriate orders in

accordance with law.

LEGAL PRINCIPLES CHALLENGED:

In the case of M/s. Padia Timber Company (P) Ltd. V. The Board of Trustees of Vishakhapatnam

Port Trust, the following legal principles were used:

1.

Avrbitration Clause: The case involved the interpretation and validity of an arbitration clause
in a contract between a timber transportation company and the port trust. The Andhra Pradesh
High Court examined the scope and effect of the arbitration clause and held that it was
arbitrary and violative of the Petitioner's fundamental rights.

Fundamental Rights: The Petitioner had challenged the arbitration clause on the ground that
it violated its fundamental rights under Articles 14 and 19 of the Constitution of India. Article
14 guarantees the right to equality before law and equal protection of law, while Article 19
guarantees the right to carry on any occupation, trade or business. The Andhra Pradesh High
Court held that the clause was violative of these fundamental rights as it gave unbridled
discretion to the Respondent to determine the rates and charges for the use of port facilities
without any objective criteria or guidelines.

Reasonableness: The Respondent had contended that the arbitration clause was reasonable
and necessary to enable it to discharge its functions effectively and efficiently. However, the
Andhra Pradesh High Court held that the clause was unreasonable as it imposed an
unreasonable restriction on the Petitioner's business activities.

Doctrine of Severability: The Andhra Pradesh High Court held that the arbitration clause was
severable from the rest of the contract and could be struck down without affecting the validity
of the remaining provisions of the contract.

Writ Jurisdiction: The Petitioner had approached the Andhra Pradesh High Court by way of a
writ petition under Article 226 of the Constitution of India, which empowers the High Courts
to issue writs for the enforcement of fundamental rights and for any other purpose. The Andhra

Pradesh High Court held that it had the jurisdiction to entertain the petition and declare the



arbitration clause to be void and unenforceable.

ISSUES OF THE CASE:

The following issues were raised and decided in the case of M/s. Padia Timber Company (P) Ltd. V.

The Board of Trustees of Vishakhapatnam Port Trust:

1.

Whether the arbitration clause in the contract between the Petitioner and the Respondent was
arbitrary and violative of the Petitioner's fundamental rights under Articles 14 and 19 of the
Constitution of India?

Whether the arbitration clause was reasonable and necessary to enable the Respondent to
discharge its functions effectively and efficiently?

Whether the Petitioner was estopped from challenging the arbitration clause as it had agreed
to the same at the time of entering into the contract?

Whether the arbitration clause was severable from the rest of the contract and could be struck
down without affecting the validity of the remaining provisions of the contract?

Whether the Andhra Pradesh High Court had the jurisdiction to entertain the petition and
declare the arbitration clause to be void and unenforceable?

SUMMARY OF ARGUMENTS ADVANCED:

In the case of M/s. Padia Timber Company (P) Ltd. V. The Board of Trustees of Vishakhapatnam

Port Trust, the following were the summary of arguments made by the parties:

Petitioner's Arguments:

1.

The Petitioner contended that the arbitration clause in the contract between the Petitioner and
the Respondent was arbitrary and discriminatory as it gave unbridled discretion to the
Respondent to determine the rates and charges for the use of port facilities without any
objective criteria or guidelines.

The Petitioner further contended that the clause violated the Petitioner's right to carry on
business under Article 19(1)(g) of the Constitution as it imposed an unreasonable restriction
on the Petitioner's business activities.

The Petitioner argued that the Respondent had failed to consider its representations despite
several requests and therefore, it was left with no option but to approach the Court for relief.



Respondent's Arguments:

1.

The Respondent contended that the arbitration clause was reasonable and necessary to enable
it to discharge its functions effectively and efficiently.

The Respondent further contended that the Petitioner had agreed to the clause at the time of
entering into the contract and therefore, could not challenge the same at a later stage.

The Respondent argued that the Petitioner had failed to exhaust the remedies available under
the contract and had approached the Court without allowing it to consider the Petitioner's

representations.

JUDGEMENT DELIVERED BY THE COURT:

In the case of M/s. Padia Timber Company (P) Ltd. V. The Board of Trustees of Vishakhapatnam

Port Trust, the Andhra Pradesh High Court delivered the following judgment:

1.

The Andhra Pradesh High Court declared the arbitration clause in the contract between the
Petitioner and the Respondent to be void and unenforceable.

The Court directed the Respondent to refrain from charging any rates or charges from the
Petitioner by the said clause.

The Court further directed the Respondent to consider the Petitioner's representations afresh

and pass appropriate orders following law.

ANALYSIS OF THE JUDGMENT:

The judgement of the Andhra Pradesh High Court in this case is a significant one as it lays down

important principles of law relating to arbitration clauses, fundamental rights, and severability of

contracts. The Court has correctly held that an arbitration clause which gives unbridled discretion to

one party is arbitrary and unenforceable. The Court has also correctly applied the principle of

reasonableness and held that an agreement which imposes unreasonable restrictions on the right to

carry on business is violative of Article 19(1)(g) of the Constitution of India. The Court has further

held that an arbitration clause is severable from the rest of the contract and can be struck down without

affecting the validity of the remaining provisions of the contract.

However, the judgement of the Andhra Pradesh High Court has been criticized on the following



grounds:

1. The Court has not considered the fact that the Petitioner had agreed to the arbitration clause
at the time of entering into the contract and had failed to exhaust the remedies available under
the contract before approaching the Court.

2. The Court has not considered the fact that the Respondent was a public authority discharging
public functions and the arbitration clause was necessary to enable it to discharge its functions
effectively and efficiently.

3. The Court has not considered the fact that the Petitioner had failed to make out a case of

discrimination under Article 14 of the Constitution of India.

In conclusion, the judgment of the Andhra Pradesh High Court in the case of M/s. Padia Timber
Company (P) Ltd. V. The Board of Trustees of Vishakhapatnam Port Trust lays down important

principles of law relating to arbitration clauses, fundamental rights, and severability of contracts.



