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Labour Reforms - Code on Wages, 2019 

The 1st article on Code on Wages, 2019 (Code) dealt with Payment of Minimum Wages. In this 2nd 

article, the focus is on understanding and analysing the definition of “Wages” and “Contract  Labour” 

under the Code.  These two definitions are very relevant in the three Chapters of the Code, namely, 

Minimum Wages, Payment of Wages and more importantly Payment of Bonus.  

I. Payment of Wages 

“Wages” as defined in the Code, is radically different from 
the prevailing definition and understanding derived from a 
number of judicial interpretations under various labour 
legislations. The new definition of “Wages” has several 
implications and effects on other Labour Legislations as 
well. In fact, the Central Government in its draft Bill on 
Amendment to Provident Fund Act-2019 has already 
borrowed the definition of “Wages” from this Code by replacing existing definition of “Basic Salary”. 
 
Hence, in this write up, an attempt is being made to deeply understand the “Wages” and its 
implications. For better & easy understanding, we will discuss the definition in parts and with 
illustrations. 
 

Parts  of Definition Comments 

FIRST: "wages"  means all remuneration 
whether by way of salaries, allowances or 
otherwise, expressed in terms of money or 
capable of being so expressed which would, if 
the terms of employment, express or implied, 
were fulfilled, be payable to a person employed 
in respect of his employment or of work done in 
such employment, and includes,— (i) basic pay; 
(ii) dearness allowance; and (iii) retaining 
allowance, if any, 

At present, the variable payments namely, 
attendance bonus / rewards, incentive bonus, 
performance bonus linked to parameters, 
overtime allowances are not considered as 
Wages for the purpose of PF, Gratuity, OT etc.  
The FIRST part is an “inclusive one”. 
Means all remuneration- being special 
allowances, incentive bonus, incentive 
payments, attendance bonus etc.  and includes 
basic pay, dearness allowance and retaining 
allowance, if any. 
. 

SECOND: Exclusive of (a) any bonus payable 
under any law (b) the value of any house-
accommodation, (c) any contribution paid by the 
employer to any pension or provident fund,  
(d) any conveyance allowance or the value of any 
travelling concession; (e) any sum paid to the 
employed person to defray special expenses 
entailed on him by the nature of his 
employment; (f) HRA; (g) remuneration payable 
under any award or settlement  (h) any OT 
allowance; (i) any commission payable ; 
(j) any gratuity payable on the termination ; (k) 
any retrenchment compensation or other 
retirement benefit payable 

 
 
 
 
 
The Second Part is an “Exclusive one”. 
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THIRD: Provided that, for calculating the wages 
under this clause, if payments made by the 
employer to the employee under clauses (a) to 
(i) exceeds one-half, or such other per cent. as 
may be notified by the Central Government, of 
all the remuneration calculated under this 
clause, the amount which exceeds such one-half, 
or the per cent. so notified, shall be deemed as 
remuneration and shall be accordingly added in 
wages under this clause: 

The Third Part is an “Inclusive one”. 
Here, one needs to calculate the payments made 
by the Employer to the Employee under clauses  
( a ) to ( i ). 
In case, such amount exceeds 50 % or such 
percentage, so notified, such amount shall be 
added in wages under the clause. 

 
Illustrations: 
 

Wages (in Rs.)  
 
 
 

Payments under (a) 
to (i) of 2nd Part of 
Definition of Wages 
(in Rs.)   

 

Deemed Wages  
 
 
 

15,000 10,000 50 % of 10,000 = Rs.5000 which does not exceed Rs. 15,000. 
Hence, the Wage is Rs.15,000. 

25,000 60,000 50% of Rs. 60,000 = Rs. 30,000 which exceeds Rs.25,000. 
The excess beyond Rs.25,000 i.e., Rs.5,000 shall be added 
to Rs.25,000 and the deemed Wages shall be Rs. 30,000 

 
Concerns: 

1. Calculation of “Wages” after considering the amount paid / payable under (a) to (i) which has 

several variable components for an individual for the purposes of payment of OT, allowance or 

deductions etc. 

2. Calculation being tedious will vary from individual to individual. 

3. At least, it should have been limited to (b) to (i), since (a) is annual bonus under Payment of 

Bonus. 

4. The Central Government may decide or vary the percentage of amounts under (a) to (i) from 

time to time. 

5. Under the Chapter of Payment of Bonus, there is no exclusive definition of wages for the 

purposes of determining the eligibility or payment of Bonus. Hence, this definition will have 

the implication. 

II. Contract Labour 

Now, let us examine the definition of “Contract Labour”.  The definition, again, is totally different 

when compared to other Labour Legislations.  Let us closely examine. 

"Contract labour" means a worker who 
shall be deemed to be employed in or 
in connection with the work of an 
establishment when he is hired in or in 
connection with such work by or 

but does not include a 
worker (other than part-time employee) who –– 
(i) is regularly employed by the contractor for any activity 
of his establishment and his employment is governed by 
mutually accepted standards of the conditions of 
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through a contractor, with or without 
the knowledge of the principal 
employer and includes inter-State 
migrant worker 

employment (including engagement on permanent basis), 
and 
(ii) gets periodical increment in the pay, social security 
coverage and other welfare benefits in accordance with 
the law for the time being in force in such employment. 

 
This exclusive provision here is very unique and it is for the first time that such exclusions have 

been inserted. 

 

1. If a worker is employed by the contractor in his Establishment on a regular basis, issued a letter 

of appointment, accepted mutually and  

2. Gets his salary, leave, periodical increments etc. and is covered under PF / ESI by the contractor,  

He is not a “Contract Labour”, in case he is deputed by his employer, viz., the contractor, to carry out 

the work assignment at any establishment in pursuance of a contract. 

Such workers of the contractor, obviously, discharge the work under the control, supervision & 

guidance of the contractor at the premises of establishment of the Principal Employer. The Contract 

between Employer and the Contractor is a “Principal to Principal Contract”. This avoids claims for 

regularisation, absorption, prohibition of the system etc which will be beneficial to the Corporates. 

This is a landmark amendment and extremely beneficial to all Corporates, since such workers are 

not “Contract Labour” under the Code. The intention of the Legislature seems to be in this 

direction. 

Supreme Court has been reiterating the concept of “Contract 

for Service” in its judgments, emphasising on a contract 

which is legal. The Supreme Court has held “Contract of 

Service” is not legal & is unacceptable. More about this in 

another write up. 

After the Code is made effective along with Rules thereon, 

one has to wait for response, plan of action by the 

Corporates and more importantly, the reaction of the 

contract workers through Trade Unions. 
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