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Important Provisions at a Glance 
Sl. No. Sections Matters dealt with E-Form Nos. 

1. 2(24) Definition of Manager.  
2. 2(26) Definition of Managing Director.  
3. 197A Prohibition on simultaneous appointment of certain managerial 

personnel. 
 

4. 202 Undischarged insolvents not to be appointed as managing director.  
5. 203 Fraudulent persons not to manage companies.  
6. 267 Certain persons not to be appointed as Managing Director.  
7. 268 Amendment of provisions relating to the Managing Directors to 
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10. 312 Prohibition on assignment of office.  
11. Schedule 

XIII 
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13. 385 Disqualifications of Manager.  
14. 386 Number of companies of which a person may be appointed as 
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15. 388 Sections 269, 310, 311, 312 and 317 to apply to the Managers.  
16. 388A Non-application of sections 386 to 388 to certain private companies.  

1. Definition of "Managing Director" 
In terms of section 2(26), a managing director means a director who, by virtue of an agreement with 

the company or of a resolution passed by the company in general meeting or by its Board of directors or by 
virtue of its Memorandum or Articles, is entrusted with substantial powers of management which would 
not be otherwise exercisable by him, and includes a director occupying the position of managing director, 
by whatever name called. The definition of the Managing Director may be analysed as under:— 
 (a) he must be a director of the company; 
 (b) he must be entrusted with substantial powers of management, which would not otherwise be 

exercisable by a director; 
 (c) the general powers to do administrative acts are not to be deemed to be the substantial powers of 

management; 
 (d) the powers of management may be entrusted with the managing director by an agreement or by a 

resolution passed at a general meeting by the members or a Board meeting or by the Memorandum 
or the Articles of Association of the company; 

 (e) the powers of management entrusted with a managing director must be exercised by him subject to 
the superintendence, control and directions of the Board; 

 (f) a person who occupies the position of the managing director even without being designated as 
such would also be deemed to be a managing director. 

2. Meaning of "Deemed Managing Director" 
The test to determine whether a person is a managing director or not, is the position holds and not the 

designation or name. Therefore, a person may be deemed to be a managing director, although he is not so 
appointed and designated as such. It was held in the case of CIT v Sarabhai Sons Ltd. (1983) 1 Comp LJ 



203 (Guj) that the Chairman of the Board had exercised the powers of management and rendered his 
services to the company in managing its business, although he was not appointed as managing director was 
deemed to be the managing director. 
3. Definition of "Manager" 

Section 2(24) of the Companies Act, 1956 defines the term 'Manager', means an individual who, 
subject to the superintendence, control and direction of the Board of directors, has the management of the 
whole, or substantially the whole, of the affairs of a company, and includes a director or any other person 
occupying the position of a manager, by whatever name called, and whether under a contract of service or 
not. 
4. Meaning of "Whole-time Director" 

As per section 269 of the Act, a whole-time director includes a director in the whole-time employment 
of the company. In other words, a director who devotes his whole time to the affairs of a company is called 
a whole-time director of the company. A whole-time director of a company cannot accept the position of a 
whole-time director in other companies, though he may accept office of non-whole-time director in other 
companies subject to the limits imposed by section 275 read with sections 277 and 278. 
5. A person cannot be appointed as a managing or whole-time director unless he is already a director 
in the company 

A person, who is proposed to be appointed as a managing director or whole-time director, unless he is 
already a director in the company, cannot be appointed as such. Holding of office of director is a pre-
requisite for holding of office of managing or whole-time director. Even if the approval of the Central 
Government has been obtained for appointment of a person as managing or whole-time director, the 
requirement of holding of office as a director cannot be dispensed with. 
6. Appointment of a non-director as a managing or whole-time director cannot be made 

If a company intends to appoint an individual, who is not a director of the company, as its managing or 
whole-time director then he shall have to be first appointed by the Board as an additional director. The 
appointment of a person as an additional director is governed by the provisions of section 260 and the 
regulations contained in the Articles of the company. 
7. Appointment of additional director as a managing or whole-time director 

If a person while he was the additional director of a company had been appointed as the managing or 
whole-time director, the later appointment also ceases simultaneously with the cessation of his directorship 
at the commencement of the annual general meeting. However, if such a person is re-elected as full-fledged 
director at the annual general meeting and thereby he continues as a director of the company, he shall 
continue as a managing or whole-time director also for the period for which he is so elected by the annual 
general meeting. 
8. Appointment of alternate director as a managing or whole-time director 

If an alternate director has been appointed as a managing or whole-time director, the moment he ceases 
to be a director of the company, he ceases to be the managing or whole-time director also. 
9. Appointing authority in case of a public company or a private company which is a subsidiary of 
public company 

The appointment of managing or whole-time director or manager in a public company or a private 
limited company which is a subsidiary of a public company shall be made by the Board of directors subject 
to the approval of members at the general meeting by way of ordinary or special resolution as may be 
required subject to the conditions of the Schedule XIII of the Act and/or with the approval of the Central 
Government. 
10. Simply an act of administrative function will not be deemed to be substantial powers exercised by 
a director 

Provided that the power to do administrative acts of a routine nature when so authorised by the Board 
such as the power to affix the common seal on any document or to draw and endorse any cheque on the 



account of the company in any bank or to draw and endorse any negotiable instrument or to sign any 
certificate of share or to direct registration of transfer of any share, shall not be deemed to be included 
within substantial powers of management. 
11. Managing director shall exercise his powers subject to the superintendence, control and 
directions of the Board 

It has been provided that a managing director of a company shall exercise his powers subject to the 
superintendence, control and direction of the Board of directors of the company. 

Where registered office of the company was not traceable and no service could be effected, an order 
was, therefore, passed ex parte, time when managing director, who was the only director present in India, 
acquired knowledge about order was a relevant consideration for computing time limit to file an application 
against order. 
12. Certain companies are compulsorily required to have a managing or whole-time director or 
manager 

As per section 269(1), a public company or a private company which is a subsidiary of a public 
company, having a paid up share capital of rupees five crores or more shall have a managing or whole-time 
director or manager. 

Therefore, a private company is not statutorily required to have managing or whole-time director or 
manager. 

APPOINTMENT OF MANAGING DIRECTOR, WHOLE-TIME DIRECTOR & MANAGER 
WITHOUT APPROVAL OF THE CENTRAL GOVERNMENT 

13. Appointment of managing director in case of private limited companies 
The appointment of managing or whole-time director or manager is not mandatory in the case of 

independent private companies. However, an independent private company can appoint them in accordance 
with the provisions contained in the Articles of Association. 

If Articles of the concerned independent private company do not provide for such office then the 
Articles will have to be first altered by following the procedure laid down u/s 31 of the Companies Act, 
1956. 
14. Provisions in Articles relating to the appointment of a manager 

The regulations contained in Table A of Schedule I come into operation in case of companies limited 
by shares to the extent these are not excluded or modified by the Articles of these companies. 

Regulation 82 of Table A provides that subject to the provisions of the Act,— 
 (1) A manager or secretary may be appointed by the Board for such term, at such remuneration and 

upon such conditions as it may think fit; and any manager or secretary so appointed may be 
removed by the Board; 

 (2) A director may be appointed as a manager or secretary. 
Appointment and remuneration of manager in the case of an independent private company will be 

governed by the relevant regulations contained in the Articles of Association of the company. In the 
absence of any provisions in this regard, the appointment shall be made and remuneration shall be fixed in 
the general meeting of the company. 
15. Prohibition on appointment of a firm or body corporate as manager 

A company shall not appoint or employ any firm, body corporate or association as its manager. Section 
384 applies to all companies, whether public or private. 
16. Director may also be appointed as a manager 

A director of a company may also be appointed as its manager. In such a case, if the individual ceases 
to hold office of director for any reason then his office of manager will not come to an end and he will 
continue to hold the office of manager of the company as per terms of his appointment. 



17. Number of companies in which a person may be appointed as a manager 
Section 386(2) provides that a company may appoint or employ a person as its manager if he is the 

manager or managing director of one, and not more than one other company. Moreover, such appointment 
or employment shall be made or approved by a resolution passed at a meeting of the Board with the consent 
of all the directors present at the meeting, and of which meeting and of the resolution to be moved thereat, 
specific notice has been given to all the directors then in India. 
18. Applicability of the provisions on appointment of a manager 

However, the Central Government may, by order, permit any person to be appointed as a manager of 
more than two companies, if the Central Government is satisfied that it is necessary that the companies 
should, for their proper working, function as a single unit and have a common manager. Section 386 does 
not apply to an independent private company [section 388A]. Further, a Government Companies is also 
exempted from the provisions of this section. 
19. Modes of appointment in a public company or a private company, which is subsidiary of a public 
company 

Section 269 discusses two modes of appointment of a managing director. These are:— 
 (i) Appointment without the approval of the Central Government (appointment in consonance with 

the provisions contained in Schedule XIII); or 
 (ii) Appointment with the approval of the Central Government. 
20. Company may have more than one managing director 

The managing director of a company may be entrusted with substantial power of management but not 
necessarily to give the whole or substantially the whole of the affairs of a company. A company, may, 
therefore, have more than one managing director such as the Managing Director (Finance), Managing 
Director (Administration), Joint Managing Director, etc. 
21. Company cannot have more than one manager 

A company can have only one manager. The logic behind this is that only one individual can have the 
management of the whole, or substantially the whole of the affairs of a company. 
22. Restrictions on a person to be appointed or to continue as a managing or whole-time director 

Section 267 provides that a company shall not appoint or employ, or continue the appointment or 
employment of, any person as its managing or whole-time director who:— 
 (a) is an undischarged insolvent, or has at any time been adjudged an insolvent; 
 (b) suspends, or has at any time suspended, payment to his creditors, or makes, or has at any time 

made, a composition with them; or 
 (c) is, or has at any time been, convicted by a Court of an offence involving moral turpitude. 

Further, section 267 not only prohibits appointment, or employment after conviction but also expects 
discontinuance of appointment or employment already made prior to his conviction. 
23. Disqualifications for a person to be appointed as a managing or whole-time director 

Certain other disqualification for a person to his appointment has been given under the Companies Act, 
1956 as under:— 
 (a) Only an individual can be appointed as a managing or whole-time director and a body corporate, 

association or firm cannot be appointed as director as such. 
 (b) Undesirable persons such as undischarged insolvent, fraudulent person not to be appointed as a 

managing or whole-time director. 
  Sections 202(1) states that if any person being an undischarged insolvent:— 
 (a) discharges any of the functions of a director, or acts as or discharges any of the functions of 

the manager, of any company; or 



 (b) directly or indirectly takes part or is concerned in the promotion, formation or management of 
any company; 

  he shall be punishable with imprisonment for a term which may extend to two years, or with a fine 
which may extend to fifty thousand rupees, or with both. 

 (c) Restrictions imposed on a fraudulent person from managing companies. 
  Section 203(1) enacts that where— 
 (a) a person is convicted of any offence in connection with the promotion, formation or 

management of a company; or 
 (b) in the course of winding up of a company, it appears that a person— 
 (i) has been guilty of any offence for which he is punishable (whether he has been convicted 

or not) under section 542; or 
 (ii) has otherwise been guilty, while an officer of the company, of any fraud or misfeasance 

in relation to the company or of any breach of his duty to the company; 
  The Court or Tribunal may make an order that person shall not, without the leave of the Court or 

Tribunal, be a director of, or in way, whether directly or indirectly, be concerned or take part in the 
promotion, formation, or management of company, for such period not exceeding five years as 
may be specified in the order. 

 (d) He shall not cease to hold the necessary share qualification in accordance with the provisions of 
the articles of the company and section 270 of the Act, through out the tenure of the managing or 
whole time directorship. 

 (e) He cannot be appointed as a managing or whole-time director if he is disqualified in terms of the 
provisions of section 274 for becoming a director. 

In case of Salam M. Bavazier v Mohd. Azgaruddin (1995) (AP) it was held that mere conviction of a 
director or managing director of a company of any offence in connection with the promotion, formation or 
management of a company would not be sufficient to invoke the provision of clause (a) of section 203(1); 
it could be invoked only when the conviction is for an offence involving fraud. 

Section 267 has drawn a distinction between a director and a managing director and provision in case 
of latter are more stringent as compared to former and in case of managing or whole-time director, 
disqualification is visited and takes effect as soon as conviction is recorded by a competent court. Where 
subsequent to order of conviction by a criminal court a person was appointed as the Managing Director of 
the company, it was held that the company had committed an infraction of mandatory prohibition contained 
in section 267. [Rama Narang v Ramesh Narang (1995) 4 SCL 150 (SC)]. 
24. Disqualification for a person to be appointed as a manager 

Section 385 stipulates that a company shall not appoint or employ, or continue the appointment and 
employment of, any person as its manager who:— 
 (i) is an undischarged insolvent, or has at any time within the preceding five years been adjudged an 

insolvent; or 
 (ii) suspends, or has at any time within the preceding five years suspended payment to his creditors; or 

makes, or has at any time within the preceding five years made, a composition with them; or 
 (iii) is, or has at any time within the preceding five years been, convicted by a court in India of an 

offence involving moral turpitude. 
Section 385(2) vests with the Central Government the power to remove the disqualification incurred by 

any person by virtue of sections 385(1)(a) to 385(1)(c), either generally or in relation to any company or 
companies, specified in the notification issued in the Official Gazette. 
25. Prohibition on appointment of both the managing director and manager at the same time 

A company shall not appoint or employ at the same time both a managing director and a manager. 
Section 197A makes prohibition on appointment or employment of certain different categories of 



managerial personnel at the same time. The prohibition is applied to both a public company and a private 
company. 

Contravention of section 197A makes a company liable to penalty under section 629A and the 
appointment will be invalid. 
26. Appointment of managing or whole-time director or manager of a public company without the 
approval of the Central Government 

Appointment of a person as a managing or whole-time director or manager in accordance with the 
provisions of Schedule XIII of the Companies Act, 1956 can be made without obtaining the approval of the 
Central Government. Also, a return in the prescribed e-Form 25C shall be filed electronically with the 
concerned Registrar of Companies within ninety days from the date of appointment. (Text of Schedule XIII 
has been given in Appendix 1 and Specimen of the e- Form 25C has been given in Appendix 2). 

It is worth noting here that the term appointment includes re-appointment. 
27. Precautions to be taken on appointment made under Schedule XIII 

Before the Board of directors of a public company make appointment of a Managing Director, Whole-
time Director or Manager, the company shall carry out certain preliminary checking as under: 
 (a) That the person proposed to be appointed does not suffer any disqualification specified in sub-

paragraphs (a) and (b) of Part I of Schedule XIII of the Act and where necessary the approval of 
the Central Government has been obtained. 

 (b) That he fulfils the requirement of age or where necessary a special resolution will be passed by the 
company in general meeting as prescribed in paragraph (c) of Part I. 

 (c) That the company has not made any default in repayment of any of its debts (including public 
deposits) or debentures or interest payable thereon for a continuous period of thirty days in the 
preceding financial year. 

 (d) That in respect of a proposal covered by clause (B) of paragraph 1 of Part II Section II, the 
appointment will be made as per clause (B) and take the approval by a special resolution of 
shareholders at the general meeting of the company and in respect of clause (C) after the proposal 
has been approved by a special resolution by the company general meeting and further by the 
Central Government. 

28. Post appointment actions to be taken by the company 
Where the Board of directors makes the appointment of a managerial person, the company shall 

comply with the following post-appointment actions:— 
 (i) File within 30 days of the appointment, the particulars in e-Form 23 electronically with the 

Registrar as required under section 192 in respect of appointment of Managing Director or re-
appointment or variation of the terms. This provision is not applicable to the appointment of 
Whole-time Director and Manager. 

 (ii) Forward abstract of the appointment and remuneration to the members of the company within 21 
days of the appointment under section 302 in respect of Managing Director, Whole-time Director 
or Manager. 

 (iii) File return in the e-Form 32 electronically with the Registrar in case the appointment is made for 
the first time, within 30 days of appointment. 

 (iv) Inform the Stock Exchange about the appointment in case the shares are listed. 
 (v) Even where an existing director is appointed Managing Director or Manager e-Form 32 shall be 

filed electronically with the Registrar within 30 days of further appointment, as there will be 
change in the position of the existing director. 

 (vi) File e-Form 25C electronically as explained above duly certified by the company secretary or 
chartered accountant or cost accountant in practice. 



 (vii) Make entries in the registers of directors, manager and secretaries. 
29. Appointment of an individual as a Managing Director who is already Managing Director or 
Manager of another company 

A public company or a private company which is a subsidiary of a public company may appoint or 
employ a person as its managing director, if he is already the managing director or manager of one, and of 
not more than one, other company (including a private company which is not a subsidiary of a public 
company). The condition for appointment is that the appointment or employment is made or approved by a 
resolution passed at a meeting of the Board with the unanimous consent of all the directors present at the 
meeting and of which meeting the resolution to be moved thereat, specific notice has been given to all the 
directors then in India. [Section 316(2)] 

In such case the provisions of section 190 shall apply as regards to the giving of special notice of the 
meeting and of resolution to be moved thereat in case. The notice must specifically mention the business to 
be transacted at the meeting and contain proposed resolution to be passed at the meeting. 

The Central Government may, by order, permit any person to be appointed as a managing director of 
more than two companies, if the Central Government is satisfied that it is necessary that the companies 
should, for their proper working, function as a single unit and have a common managing director. 
30. Drawal of remuneration from more than one company by a Managing Director of those 
companies 

Part I of Schedule XIII of the Act, provides that a person can be managing director in more than one 
company, without the approval of the Central Government, provided he draws remuneration from one or 
more companies subject to the ceiling provided in Section III of Part II of Schedule XIII of the Act. 
Accordingly, subject to the provisions of Sections I and II, a managerial person shall draw remuneration 
from one or both companies, provided that the total remuneration drawn from the companies does not 
exceed the higher maximum limit admissible from any one of the companies of which he is a managerial 
person. 
31. Whole-time director cannot be appointed in more than one company 

Since whole-time director means a director of a company who is in whole-time employment with the 
company, therefore an individual cannot be appointed as a whole-time director of more than one company. 
32. Section 316 not applicable to a private company 

Section 316 does not apply to a private company. Hence, a person may be appointed as a managing 
director of more than two private companies and no permission of the Central Government is required to be 
obtained in this regard. [DCA Notification No. GSR 577(E), dated 16-7-1985] . 
33. Powers of the Central Government in case where the appointment is made without its approval, 
where it is required 

The Central Government may form an opinion, either suo motu or on any information received by it, 
that any appointment under section 269(2) without its approval, has prima facie been made in 
contravention of the requirements of Schedule XIII. In such a case, it shall be competent for the Central 
Government to refer the matter to the Company Law Board [Powers transferred to the Tribunal vide the 
Companies (Second Amendment) Act, 2002] for decision. [Section 269(7)] 

The Company Law Board/Tribunal shall, on receipt of a reference as above, issue a notice to the 
company, the managing or whole-time director or the manager, as the case may be, and the director or other 
officer responsible for complying with the requirements of Schedule XIII of the Act, to show cause as to 
why such appointment shall not be terminated and the penalties shall not be imposed. [Section 269(8)] 

The Company Law Board/Tribunal shall give a reasonable opportunity of being heard to the company, 
the managing director or whole-time director or the manager or the officer who is in default, as the case 
may be. The Company Law Board/Tribunal, in contravention of the requirements of Schedule XIII shall 
make an order declaring that a contravention of the requirements of Schedule XIII has taken place. 



34. Consequences of the orders of the Company Law Board/Tribunal 
Section 269(10) enumerates the following consequences on making of an order by the Company Law 

Board/Tribunal under section 269(9):— 
 (1) The company shall be liable to a fine which may extend to fifty thousand rupees; 
 (2) Every officer of the company who is in default shall be liable to a fine of one lakh rupees; and 
 (3) The appointment of the managing director or whole-time director or manager, as the case may be, 

shall be deemed to have come to an end and the person so appointed shall, in addition to being 
liable to pay a fine of one lakh rupees, refund to the company the entire amount of salaries, 
commissions and perquisites received or enjoyed by him between the date of his appointment and 
the passing of such order. 

35. Penalty for non-compliance with the order of the Company Law Board/Tribunal 
If a company contravenes the provisions as stated above or any direction given by the Company Law 

Board/Tribunal under section 269(10), every officer of the company who is in default and the managing 
director or whole-time director or the manager, as the case may be, shall be punishable with imprisonment 
for a term which may extend to three years and shall also be liable to a fine which may extend to five 
hundred rupees for every day of default. 
36. Validity of acts done by a person appointed in contravention of Schedule XIII of the Act 

In such cases all acts done by a managing director or whole-time director or a manager, as the case 
may be, purporting to act in such capacity and whose appointment has been found to be in contravention of 
Schedule XIII of the Act, shall, if the acts so done are valid otherwise, be valid notwithstanding any order 
made by the Tribunal under section 269(9). 

APPOINTMENT OF MANAGING DIRECTOR OR WHOLE-TIME DIRECTOR OR 
MANAGER WITH THE APPROVAL OF THE CENTRAL GOVERNMENT 

A public company or a private company which is a subsidiary of a public company shall obtain the 
approval of the Central Government in order to appoint a managing director or whole-time director or 
manager when the said company is not complying with the requirements of Schedule XIII of the Act. 
37. Time limit for making an application to the Central Government for its approval 

Every application seeking approval to the appointment of a managing director or whole-time director 
or manager shall be made to the Central Government within a period of ninety days from the date of such 
appointment. The application shall be made in e-Form 25A electronically as prescribed in the Companies 
(Central Government's) General Rules and Forms, 1956. (Specimen of e-Form 25A has been given in 
Appendix 3) 
38. Procedure to be followed for making an application before the Central Government 
 (a) Publish a general notice to the members of the company indicating the nature of the application 

proposed to be made and that any person having any objection to the proposal should, if he 
desires, communicate his objection in writing duly substantiated to the Secretary, Ministry of 
Company Affairs, New Delhi, within 30 days of the publication of the notice. Such notice shall be 
published at least once in a newspaper in the principal language of the district in which the 
registered office of the company is situate and circulating in that district and at least once in 
English in an English newspaper circulating in that district. [Section 640B(2)] (Appendix 4) 

 (b) Application in the e-Form 25A shall be made electronically to the Ministry of Company Affairs, 
Shashtri Bhawan, New Delhi with fees as per Companies (Fees on Application) Rules, 1999. The 
following documents shall be enclosed to Form 25A:— 

 (i) Certified true copy of Memorandum and Articles of Association; 
 (ii) Certified true copies of the annual accounts together with directors' and auditor's report for the 

latest 5 financial years; 
 (iii) Certified copies of the resolutions of Board/General meeting including resolution under 

section 316(2), where applicable; (Appendix 5) 



 (iv) Certified true copies of newspaper clippings of notices published under section 640B in 
original. 

 (c) Copy of application together with all enclosures shall be simultaneously forwarded to Registrar of 
Companies pursuant to rule 20A(i) of the Companies (Central Government's) General Rules and 
Forms, 1956. 

39. Central Government may reject application submitted for approval 
The Central Government may not accord its approval to an application made under section 269(3), if it 

is satisfied that— 
 (a) the managing or whole-time director or the manager appointed is, in its opinion, not a fit and 

proper person to be appointed as such or such appointment is not in the public interest; or 
 (b) the terms and conditions of the appointment of managing or whole-time director or the manager 

are not fair and reasonable. 
  The Central Government can also accord approval to the appointment of a managing director or 

whole-time director or manager which is not as per Schedule XIII of the Act, for a period lesser 
than the period for which the appointment is proposed to be made. [Section 269(5)] 

40. Consequences in case if the appointment is not approved by the Central Government 
If the appointment of a person as a managing or whole-time director or a manager is not approved by 

the Central Government under section 269(4), the person so appointed shall vacate his office as managing 
or whole-time director or manager, on the date on which the decision of the Central Government is 
communicated to the company. 

In case of omission or failure to do as above, the appointee shall be punishable with fine which may 
extend to five thousand rupees for every day during which he omits or fails to vacate such office. 
41. Action to be taken after receipt of Central Government approval 

A Board meeting is to be called to consider the approval of the Central Government in case the terms 
approved by the Government are different from those mentioned in the application and take suitable action. 
In the case falling under sub-paragraph (A), (B), (C) of paragraph I of Section II the appointments will 
become effective only after receipt of approval of the Central Government. 

The Company will arrange to file the particulars of the appointment with the Registrar in an e-Form 23 
electronically within 30 days of the appointment as soon as it was made and again after receipt of Central 
Government approval in case there is any variation and will also forward extracts of the terms and 
conditions to the members under section 302 within 21 days of the receipt of Government approval on the 
appointment. 

TENURE FOR APPOINTMENT OF MANAGING DIRECTOR OR WHOLE-TIME 
DIRECTOR OR MANAGER 

42. Managing Director not to be appointed for more than 5 years at a time 
Section 317 provides that managing director is not to be appointed for more than five years at a time. 

The relevant provisions in this regard are as under: 
It should be noted that in the case of the appointment made within the provisions of Schedule XIII - 

Part II, in section II(B) or (C) of the Companies Act, 1956, as amended by the Notification No. GSR 36(E), 
dated 16th January, 2002, the remuneration payable to the Managing Director or Whole-time Director or 
Manager cannot be approved for more than three years at a time. 
43. Further re-appointment of managing director cannot be made for more than five years at a time 

There is nothing in section 317(1) which prohibits the re-appointment, re-employment or the extension 
of the term of office, of any person by further periods not exceeding five years on each occasion. Proviso to 
section 317(3) states that any such re-appointment, re-employment or extension shall not be sanctioned 
earlier than two years from the date on which it is to come into force. 



44. A private company may appoint its managing director for a longer period than five years 
Section 317 shall not apply to a private company unless it is a subsidiary of a public company. This 

section shall also not apply to a wholly owned Government Company. Therefore, there are no restrictions 
on such company for the tenure of appointment of managing director, it may appoint for more than five 
years at a time without any restrictions. 
45. Whole-time director may be appointed for a longer period than five years 

Section 317 does not apply to the appointment of a whole-time director. Therefore, there are no 
restrictions on any types of company for the tenure of the appointment of their whole-time director, they 
may be appointed for more than five years at a time without any restrictions. 
46. Managing or whole-time director cannot assign their office 

Section 312 lays down that any assignment of office made by any director of a company shall be void. 
Since a managing or whole-time director is also a director of a company, he cannot assign his office. 

VACATION OF THE OFFICE OF THE MANAGING DIRECTOR OR WHOLE-TIME 
DIRECTOR OR MANAGER 

47. Managing or whole-time director or manager cannot resign by merely giving a notice of 
resignation 

A managing or whole-time director or manager cannot resign merely by giving a notice to this effect. 
They cannot freely resign and consider themselves relived from the respective office. Acceptance of their 
resignation by the company is necessary for their resignation to be effective. (See Appendix 6) 

Since the Act does not provide anything in this regard, Articles of the company will have to be 
perused. Terms and conditions of the appointment of them generally also provide conditions for 
resignation. (See Specimen of the Agreement in Appendix 7) 
48. Office of managing or whole-time director comes to an end with the cessation of office of director 

An individual who is a managing or whole-time director must also be a director of the company. If an 
individual is appointed as an additional director and then he is appointed either as a managing or whole-
time director then the latter office of managing or whole-time director will automatically come to an end at 
the next annual general meeting of the company. The office of managing or whole-time director will come 
to an end simultaneously with the cessation of office of director. If the company wishes to continue him as 
a managing or whole-time director then he will have to be re-appointed as a simple director in the next 
annual general meeting. 
49. Approval of the Central Government not required for removal of a managerial personnel 

Approval of the Central Government is required for appointment of a managerial person by a public 
company or a private company, which is a subsidiary of a public company and that too, when the 
appointment is not in accordance with Schedule XIII of the Act. However, approval of the Central 
Government is not required for removal of a managerial person by a company. 
50. Comparison of managing director with whole-time director 

The basic difference between a managing director and a whole-time director is that, a managing 
director cannot be appointed for more than five years at a time, but this is not applicable to a whole-time 
director. Further, an individual can be a managing director of two companies, but an individual cannot be a 
whole-time director of more than one company. 
51. Office of managing or whole-time director or manager is not an office or place of profit 

Section 314(1)(b) state that no partner or relative of a director, no firm in which a director, manager or 
a relative of such director, is a partner, no private company of which such director is a director or member, 
and no director or manager of such a private company, shall hold any office or place of profit carrying a 
total monthly remuneration of such sum as may be prescribed, except that of managing director or 
manager, banker or trustee for the holders of debentures of the company. 



 
Appendix 1 

Text of Schedule XIII 
1[SCHEDULE XIII] 

(See sections 198, 269, 310 and 311) 
Conditions to be fulfilled for the appointment of a managing or whole-time director or a 

manager without the approval of the Central Government 
2[PART I] 

Appointments 
No person shall be eligible for appointment as a managing or whole-time director or a manager 

(hereinafter referred to as managerial person) of a company unless he satisfies the following conditions, 
namely:— 
 (a) he had not been sentenced to imprisonment for any period, or to a fine exceeding one thousand 

rupees, for the conviction of an offence under any of the following Acts, namely:— 
 (i) the Indian Stamp Act, 1899 (2 of 1899), 
 (ii) the Central Excise and Salt Act, 1944 (1 of 1944), 
 (iii) the Industries (Development and Regulation) Act, 1951 (65 of 1951), 
 (iv) the Prevention of Food Adulteration Act, 1954 (37 of 1954), 
 (v) the Essential Commodities Act, 1955 (10 of 1955), 
 (vi) the Companies Act, 1956 (1 of 1956), 
 (vii) the Securities Contracts (Regulation) Act, 1956 (42 of 1956), 
 (viii) the Wealth-tax Act, 1957 (27 of 1957), 
 (ix) the Income-tax Act, 1961 (43 of 1961), 
 (x) the Customs Act, 1962 (52 of 1962), 
 (xi) the Monopolies and Restrictive Trade Practices Act, 1969 (54 of 1969), 
 (xii) the Foreign Exchange Regulation Act, 1973 (46 of 1973), 
 (xiii) the Sick Industrial Companies (Special Provisions) Act, 1985 (1 of 1986), 
 (xiv) the Securities and Exchange Board of India Act, 1992 (15 of 1992), 
 (xv) the Foreign Trade (Development and Regulation) Act, 1992 (22 of 1992); 
 (b) he had not been detained for any period under the Conservation of Foreign Exchange and 

Prevention of Smuggling Activities Act, 1974 (52 of 1974): 
Provided that where the Central Government has given its approval to the appointment of a 

person convicted or detained under sub-paragraph (a) or sub-paragraph (b), as the case may be, no 
further approval of the Central Government shall be necessary for the subsequent appointment of 
that person if he had not been so convicted or detained subsequent to such approval; 

 3[(c) he has completed the age of 25 years and has not attained the age of 70 years: 
Provided that where— 

 (i) he has not completed the age of 25 years, but has attained the age of majority; or 
 (ii) he has attained the age of 70 years; and where his appointment is approved by a special 

resolution passed by the company in general meeting, no further approval of the Central 
Government shall be necessary for such appointment; 

                                                 
1 Inserted by the Companies (Amendment) Act, 1988, w.e.f. 15-6-1988. 
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 (d) where he is a managerial person in more than one company he draws remuneration from one or 
more companies subject to the ceiling provided in section III of Part II;] 

 (e) he is resident in India. 
Explanation 1[1].—For the purpose of this Schedule, resident in India includes a person who 

has been staying in India for a continuous period of not less than twelve months immediately 
preceding the date of his appointment as a managerial person and who has come to stay in India,— 

 (i) for taking up employment in India, or 
 (ii) for carrying on a business or vocation in India. 

2[Explanation II.—This condition shall not apply to the companies in Special Economic 
Zones as notified by Department of Commerce from time to time: 

Provided that a person, being a non-resident in India shall enter India only after obtaining a 
proper Employment Visa from the concerned Indian mission abroad. For this purpose, such person 
shall be required to furnish, along with the visa application form, profile of the company, the 
principal employer and terms and conditions of such persons appointment.] 

PART II 
Remuneration 

Section I.—Remuneration payable by companies having profits 
Subject to the provisions of section 198 and section 309, a company having profits in a financial year 

may pay any remuneration, by way of salary, dearness allowance, perquisites, commission and other 
allowances, which shall not exceed five per cent of its net profits for one such managerial person, and if 
there is more than one such managerial person, ten per cent for all of them together. 

Section II.—Remuneration payable by companies having no profits or inadequate profits 
3[1. Notwithstanding anything contained in this Part, where in any financial year during the currency 

of tenure of the managerial person, a company has no profits or its profits are inadequate, it may pay 
remuneration to a managerial person by way of salary, dearness allowance, perquisites and any other 
allowances,— 
 (A) not exceeding the ceiling limit of Rs. 24,00,000 per annum or Rs. 2,00,000 per month calculated 

on the following scale:— ——————————————————————————————————————————— 
  Where the effective capital Monthly remuneration 

of Company is payable shall not exceed 
   (Rupees) ——————————————————————————————————————————— 
 (i) less than rupees 1 crore 75,000 
 (ii) rupees 1 crore or more but less than rupees 5 crores 1,00,000 
 (iii) rupees 5 crores or more but less than rupees 25 crores 1,25,000 
 (iv) rupees 25 crores or more but less than rupees 50 crores 1,50,000 
 (v) rupees 50 crores or more but less than rupees 100 crores 1,75,000 
 (vi) rupees 100 crores or more 2,00,000 ——————————————————————————————————————————— 

Provided that the ceiling limits specified under this sub-paragraph shall apply, if— 
 (i) payment of remuneration is approved by a resolution passed by the Remuneration Committee; 
 (ii) the company has not made any default in repayment of any of its debts (including public 

deposits) or debentures or interest payable thereon for a continuous period of thirty days in the 
preceding financial year before the date of appointment of such managerial person; 
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 (B) not exceeding the ceiling limit of Rs.48,00,000 per annum or Rs. 4,00,000 per month calculated on 

the following scale:— ——————————————————————————————————————————— 
  Where the effective capital Monthly remuneration 

of Company is payable shall not exceed 
   (Rupees) ——————————————————————————————————————————— 
 (i) less than rupees 1 crore 1,50,000 
 (ii) rupees 1 crore or more but less than rupees 5 crores 2,00,000 
 (iii) rupees 5 crores or more but less than rupees 25 crores 2,50,000 
 (iv) rupees 25 crores or more but less than rupees 50 crores 3,00,000 
 (v) rupees 50 crores or more but less than rupees 100 crores 3,50,000 
 (vi) rupees 100 crores or more 4,00,000 ——————————————————————————————————————————— 

Provided that the ceiling limits specified under this sub-paragraph shall apply, if— 
 (i) payment of remuneration is approved by a resolution passed by the Remuneration Committee; 
 (ii) the company has not made any default in repayment of any of its debts (including public 

deposits) or debentures or interest payable thereon for a continuous period of thirty days in the 
preceding financial year before the date of appointment of such managerial person; 

 (iii) a special resolution has been passed at the general meeting of the company for payment of 
remuneration for a period not exceeding three years; 

 (iv) a statement alongwith a notice calling the general meeting referred to in clause (iii) is given to 
the shareholders containing the following information, namely:— 

 I. General Information: 
 (1) Nature of industry. 
 (2) Date or expected date of commencement of commercial production. 
 (3) In case of new companies, expected date of commencement of activities as per 

project approved by financial institutions appearing in the prospectus. 
 (4) Financial performance based on given indicators. 
 (5) Export performance and net foreign exchange collaborations. 
 (6) Foreign investments or collaborators, if any. 
 II. Information about the appointee: 
 (1) Background details. 
 (2) Past remuneration. 
 (3) Recognition or awards. 
 (4) Job profile and his suitability. 
 (5) Remuneration proposed. 
 (6) Comparative remuneration profile with respect to industry, size of the company, 

profile of the position and person (in case of expatriates the relevant details would be 
w.r.t. the country of his origin). 

 (7) Pecuniary relationship directly or indirectly with the company, or relationship with 
the managerial personal, if any. 

 III. Other information: 
 (1) Reasons of loss or inadequate profits. 
 (2) Steps taken or proposed to be taken for improvement. 
 (3) Expected increase in productivity and profits in measurable terms. 
 IV. Disclosures: 
 (1) The shareholders of the company shall be informed of the remuneration package of 

the managerial person. 



 (2) The following disclosures shall be mentioned in the Board of Director's report under 
the heading "Corporate Governance", if any, attached to the annual report:— 

 (i) All elements of remuneration package such as salary, benefits, bonuses, stock 
options, pension, etc. of all the directors; 

 (ii) Details of fixed component and performance linked incentives along with the 
performance criteria; 

 (iii) Service contracts, notice period, severance fees; 
 (iv) Stock option details, if any, and whether the same has been issued at a discount 

as well as the period over which accrued and over which exercisable. 
 (C) exceeding the ceiling limit of Rs. 48,00,000 per annum or Rs. 4,00,000 per month calculated on 

the following scale:— ——————————————————————————————————————————— 
  Where the effective capital Monthly remuneration 

of Company is payable exceed (Rupees) ——————————————————————————————————————————— 
 (i) less than rupees 1 crore 1,50,000 
 (ii) rupees 1 crore or more but less than rupees 5 crores 2,00,000 
 (iii) rupees 5 crores or more but less than rupees 25 crores 2,50,000 
 (iv) rupees 25 crores or more but less than rupees 50 crores 3,00,000 
 (v) rupees 50 crores or more but less than rupees 100 crores 3,50,000 
 (vi) rupees 100 crores or more 4,00,000 ——————————————————————————————————————————— 

Provided that the ceiling limits specified under this sub-paragraph shall apply, if— 
 (i) payment of remuneration is approved by a resolution passed by the Remuneration 

Committee; 
 (ii) the company has not made any default in payment of any of its debts (including public 

deposits) or debentures or interest payable thereon for a continuous period of thirty days 
in the preceding financial years before the date of appointment of such managerial 
person; 

 (iii) a special resolution has been passed at the general meeting of the company for payment 
of remuneration for a period not exceeding three years; 

 (iv) a statement along with a notice calling the general meeting referred to in clause (iii) is 
given to the shareholders containing the following information, namely:— 

 I. General Information: 
 (1) Nature of industry. 
 (2) Date or expected date of commencement of commercial production. 
 (3) In case of new companies, expected date of commencement of activities as per 

project approved by financial institutions appearing in the prospectus. 
 (4) Financial performance based on given indicators. 
 (5) Export performance and net foreign exchange collaborations. 
 (6) Foreign investments of collaborators, if any. 
 II. Information about the appointee: 
 (1) Background details. 
 (2) Past remuneration. 
 (3) Recognition or awards. 
 (4) Job profile and his suitability. 
 (5) Remuneration proposed. 



 
 (6) Comparative remuneration profile with respect to industry, size of the company, 

profile of the position and person (in case of expatriates the relevant details 
would be w.r.t. the country of his origin). 

 (7) Pecuniary relationship directly or indirectly with the company, or relationship 
with the managerial personnel, if any. 

 III. Other information: 
 (1) Reasons of loss or inadequate profits. 
 (2) Steps taken or proposed to be taken for improvement. 
 (3) Expected increase in productivity and profits in measurable terms. 
 IV. Disclosures: 
 (1) The shareholders of the company shall be informed of the remuneration package 

of the managerial person. 
 (2) The following disclosures shall be mentioned in the Board of Director's report 

under the heading "Corporate Governance", if any attached to the annual 
report:— 

 (i) All elements of remuneration package such as salary, benefits, bonuses, 
stock options, pension, etc. of all the directors; 

 (ii) Details of fixed component and performance linked incentives along with 
the performance criteria; 

 (iii) Service contracts, notice period, severance fees; 
 (iv) Stock option details, if any, and whether the same has been issued at a 

discount as well as the period over which accrued and over which 
exercisable: 

Provided further that the conditions specified in sub-paragraph (C) shall apply in the case 
the effective capital of the company is negative: 

Provided also that the prior approval of the Central Government is obtained for payment 
of remuneration on the above scale.] 

 1[(D) not exceeding Rs. 2,40,00,000 per annum or Rs. 20,00,000 per month in respect of companies 
in Special Economic Zones as notified by Department of Commerce from time to time: 

Provided that these companies have not raised any money by public issue of shares or 
debentures in India: 

Provided further that such companies have not made any default in India in repayment of 
any of its debts (including public deposits) or debentures or interest payable thereon for a 
continuous period of thirty days in any financial year.] 

2. A managerial person shall also be eligible to the following perquisites which shall not be included in 
the computation of the ceiling on remuneration specified in paragraph 1 of this section: 
 (a) contribution to provident fund, superannuation fund or annuity fund to the extent these either 

singly or put together are not taxable under the Income-tax Act, 1961, 
 (b) gratuity payable at a rate not exceeding half a month's salary for each completed year of service, 

and 
 (c) encashment of leave at the end of the tenure. 

3. In addition to the perquisites specified in paragraph 2 of this section, an expatriate managerial 
person (including a non-resident Indian) shall be eligible to the following perquisites which shall not be 
included in the computation of the ceiling on remuneration specified in paragraph 1 of this section:— 
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 (a) Children's education allowance: In case of children studying in or outside India, an allowance 
limited to a maximum of Rs. 5,000 per month per child or actual expenses incurred, whichever is 
less. Such allowance is admissible upto a maximum of two children. 

 (b) Holiday passage for children studying outside India/family staying abroad: Return holiday 
passage once in a year by economy class or once in two years by first class to children and to the 
members of the family from the place of their study or stay abroad to India if they are not residing 
in India with the managerial person. 

 (c) Leave travel concession: Return passage for self and family in accordance with the rules specified 
by the company where it is proposed that the leave be spent in home country instead of anywhere 
in India. 

Explanation I.—For the purposes of section II of this Part, 'effective capital' means the aggregate of the 
paid-up share capital (excluding share application money or advances against shares); amount, if any, for 
the time being standing to the credit of share premium account; reserves and surplus (excluding revaluation 
reserve); long-term loans and deposits repayable after one year (excluding working capital loans, over-
drafts, interest due on loans unless funded, bank guarantee, etc., and other short-term arrangements) as 
reduced by the aggregate of any investments (except in the case of investment by an investment company 
whose principal business is acquisition of shares, stock debentures or other securities), accumulated losses 
and preliminary expenses not written off. 

Explanation II.—(a) Where the appointment of the managerial person is made in the year in which 
company has been incorporated, the effective capital shall be calculated as on the date of such appointment; 

(b) In any other case, the effective capital shall be calculated as on the last date of the financial year 
preceding the financial year in which the appointment of the managerial person is made. 

Explanation III.—For the purposes of section II of this Part, family means the spouse, dependent 
children and dependent parents of the managerial person. 

1[Explanation IV.—For the purposes of this section, 'Remuneration Committee' means that a 
committee which consists of at least three non-executive independent directors including nominee director 
or nominee directors, if any. 

Explanation V.—For the purposes of this clause, the Remuneration Committee while approving the 
remuneration under this section shall,— 
 (a) take into account, financial position of the company, trend in the industry, appointee's 

qualification, experience, past performance, past remuneration, etc. 
 (b) be in a position to bring about objectivity in determining the remuneration package while striking 

a balance between the interest of the company and the shareholders. 
Explanation VI.—For the purposes of Paragraph I, "negative effective capital" means the effective 

capital which is calculated:— 
 (a) in accordance with the provisions contained in Explanation I of this Part; 
 (b) less than zero.] 

2[Section III — Remuneration payable to a managerial person in two companies 
Subject to the provisions of section I and II, a managerial person shall draw remuneration from one or 

both companies, provided that the total remuneration drawn from the companies does not exceed the higher 
maximum limit admissible from any one of the companies of which he is a managerial person.] 

PART III 
Provisions applicable to Parts I and II of this Schedule 

1. The appointment and remuneration referred to in Parts I and II of this Schedule shall be subject to 
approval by a resolution of the shareholders in general meeting. 
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2. The auditor or the secretary of the company or where the company has not appointed a secretary, a 

secretary in whole-time practice shall certify that the requirements of this Schedule have been complied 
with and such certificate shall be incorporated in the return filed with the Registrar under sub-section (2) of 
section 269.] 

CLARIFICATION ISSUED BY THE DCA 
On appointment of managerial personnel and payment of managerial remuneration in case of 
Companies having no profit or Inadequate profit-rationalization thereof. (Circular No. CL.VII, 
dated 27-12-2000) 

1. Cases are coming to the DCA wherein public companies or private companies which are 
subsidiaries of public companies are submitting applications to the DCA for approval of the Central 
Government for appointment of and/or payment of remuneration to managerial personnel in excess of the 
limits prescribed in sections 269, 310, 311 and 387 and in terms of section 198(4) read with Schedule XIII 
to the Companies Act, 1956, which provides scales of remuneration (salary, dearness allowance, perquisites 
and any other allowance). 

2. The scales of monthly remuneration prescribed in para 1 of Section II of Part II of Schedule XIII 
have since been revised vide Notification No. GSR 215(E), dated 2-3-2000. The revised scales are as 
under:— 
——————————————————————————————————————————— 
Where the effective capital of the company is— Monthly remuneration  
 payable shall not exceed 
 (Rupees) ——————————————————————————————————————————— 
 (i) less than rupees 1 crore 75,000 
 (ii) rupees 1 crore or more but less than rupees 5 crores 1,00,000 
 (iii) rupees 5 crores or more but less than rupees 25 crores 1,25,000 
 (iv) rupees 25 crores or more but less than rupees 100 crores 1,50,000 
 (v) rupees 100 crores or more 2,00,000 ——————————————————————————————————————————— 

3. Where a particular company intends to pay a remuneration higher than that prescribed in the 
Companies Act read with the necessary Schedule, an application may be made to the Department of 
Company Affairs giving in detail the justification alongwith a copy of the resolution passed by the 
Board/general meeting as the case may be. 

4. In order to reduce subjectivity and to bring in an element of greater transparency and objectivity, the 
company which submits an application for a remuneration which is higher than the prescribed limit must 
take into consideration the following factors (detailed note on each as applicable be furnished) and give a 
detailed justification. The application for increase in the remuneration should not be submitted in a 
mechanical way:— 
 (i) Reasons for loss/inadequacy of profit. 
 (ii) Steps taken to improve the performance of the company. 
 (iii) Financial health/performance of the company as may be reflected by effective capital, net worth, 

turnover, profit/loss, dividend declared, etc. 
 (iv) Nature of industry — high technology area, core sector, infrastructure field, etc. 
 (v) Export performance and net foreign exchange earned. 
 (vi) Performance of the company in socio-economic activities. 
 (vii) General performance of industry in the relevant sector. 
 (viii) Foreign investment and foreign collaborations. 
 (ix) Expansion/Diversification/Modernisation/Technology upgradation. 
 (x) Qualification, experience, period of association and contribution of the proposed appointee. 
 (xi) Requirement of personal skill and challenges ahead. 



 (xii) Past remuneration of the proposed appointee. 
 (xiii) Creativity/innovativeness of the proposed appointee/company. 
 (xiv) Recognition/Award obtained by the proposed appointee/company. 
 (xv) The amount of remuneration proposed to be paid including salary, allowances, perquisites and 

whether it will have any effect on the overall financial health of the company. 
 (xvi) Any other factors relevant to the proposal, which the company may like to bring to the notice of 

the Government justifying their proposal. 
5. Deficiencies generally observed in respect of the applications on the above subject are listed 

below:— 
 (i) Application fee is not paid in proper manner. Sometimes the demand draft is not for the full 

amount of application fee and sometimes the demand draft is not payable in favour of Pay & 
Accounts Officer, Department of Company Affairs, New Delhi as prescribed in rule 2 of the 
Companies (Fees for Application) Rules, 1961 as amended vide GSR No. 501(E), dated 6-7-1999. 

 (ii) Application is not filled in properly and completely in respect of all the columns. If a column is 
left blank, the letters N.A. should be filled up implying 'Not Applicable'. 

 (iii) Applications are submitted after remuneration in excess of Schedule III has already been paid to 
the managerial person. 

 (iv) Certified copies of newspaper clippings of notices, in original, published in the newspaper in 
English and in local Newspaper in local language as required in terms of section 640B of the 
Companies Act are not furnished. 

 (v) Certified copies of directors' report and audited accounts of the company for each of the last 5 
financial years of the company are not enclosed. 

 (vi) In case of foreign collaboration, certified copy of the (FIPB approval letters) is not furnished. 
 (vii) Remuneration drawn by the proposed appointee from the applicant company or from any other 

company during the past 3 years prior to the proposed date of appointment is not indicated in 
terms of monetary package. 

 (viii) Requirements of section 316(2)/(4) of the Companies Act are not followed where the proposal is 
for appointment as managerial person in two or more than two companies and resolution is not 
passed by all the companies concerned. 

 (ix) Estimated project cost and source of finance together with projected equity, position regarding 
growth in effective capital, projection of turnover and net profit as computed under section 198 of 
the Companies Act, 1956 for the next five years is not given as required in col. 4 of the application 
(Form Nos. 25A and 26) in respect of new companies. 

 (x) Figure of turnover, net profit as computed under section 198 of the Companies Act, as 
projected/unaudited for the year in which the application is made, is not given even if the 
application is made towards the end of financial year/after the end of financial year, unaudited 
figures of working results are not furnished. 

 (xi) In case of proposal for mid-term increase for remaining period, it is not indicated how the 
requirement of section 269(2) of the Companies Act, 1956 read with Parts I and II of Schedule 
XIII was met at the time of appointment of Managing director/Whole-Time Director/Manager and 
how the mid-term increase in remuneration is justified in terms of working results of the company. 

 (xii) Papers/documents attached with the application are not authenticated and seal of the company is 
not put on each paper. 

6. Attention is also invited to Explanation to section 198 of the Companies Act, 1956 which states that 
'Remuneration' Includes any expenditure incurred by the company giving benefits to its directors/managers 
on items mentioned at (a) to (d) of the said Explanation i.e.— 
 (i) In providing any rent-free accommodation or any other benefit or amenity in respect of 

accommodation free of charge, to any of the persons specified in sub-section (1). 



 
 (ii) In providing any other benefit or amenity free of charge or at a concessional rate to any of the 

persons aforesaid. 
 (iii) In respect of any obligation or service which but for such expenditure by the company would have 

been incurred by any of the persons aforesaid; and 
 (iv) To effect any insurance on the life, or to provide any pension, annuity or gratuity for any of the 

person aforesaid or his spouse or child. 
The term 'Salary' under the provisions of the Income tax Act has been defined to include all payments 

received by a person in employment and includes wages, fees, commission, Perquisites, profits in lieu of or 
in addition to salary, advance salary, pension, gratuity, encashment of leave, etc. Certain items of 
perquisites are, however, excluded, to the extent permissible for the purpose of payment of Income tax as 
per Central Board of Direct Taxes Circular No. 781 [F. No. 275/192/99-IT(B)], dated 5-11-1999, It has 
been observed that companies sometimes indicate the value of perks stating that the same is as per Income 
tax Act. This is not the correct position and value of perquisites included in the total remuneration under 
section 198 of the Companies Act, 1956 is to be indicated as per actual cost. Income tax liability as per 
CBDT Circular is to be indicated separately. 

7. The applicant companies should therefore, hereafter also ensure that the prescribed forms are 
completely and properly filled in regard to all the details so that the applications submitted are complete 
and proper at the time of submission itself. This will result in quicker and faster disposal. In this regard a 
checklist is also enclosed to facilitate proper filing of the applications. It is hoped that with filing of 
complete application, disposal would be quicker. 

CHECK LIST 
Please ensure before submitting the application that the following information/documents have been 

furnished:— 
 (i) Proper application fee in the manner provided vide GSR No. 501(E), dated 6-7-1999. 
 (ii) Copies of public notices in English and in local newspaper in local language. 
 (iii) Monetary value of each of the perquisites and allowances and total remuneration package (in the 

form of statement annexed) valued as per actual cost. 
 (iv) Appropriate and clear resolution in support of the proposal. 
 (v) In case of appointment as managerial personnel in two or more companies the manner in which 

compliance of section 316(2)/(4) has been made. 
 (vi) Reasons for loss/inadequacy of profit, steps taken to improve the financial performance and future 

projections. 
 (vii) Full and proper justification for proposed appointment/remuneration. 
 (viii) The manner in which compliance of section 269(2) of the Companies Act was met at the time of 

appointment/reappointment of the managerial person where mid term increase in remuneration is 
proposed. 

 (ix) Application for condonation of delay under section 637B along with justification and requisite 
application fee where the application was not submitted within 90 days of the date of 
appointment/re-appointment, 

 (x) Monetary value of total remuneration in Rupees or Rupees equivalent drawn by the proposed 
appointee during last three years from the applicant company or any other company. 

 (xi) Copy of the directors' report and the audited accounts of the company for each of the last five 
financial years of the company. 

 (xii) Each column of the application is filled up. 
 (xiii) Copies of FIPB approvals, in case of foreign collaboration/investment. 
 (xiv) Each page of application and documents attached is authenticated under the seal of the applicant 

company. 



STATEMENT OF REMUNERATION PROPOSED 
A. SALARY (In Rupees/Rupees equivalent per month) 

Basic Salary 
Bonus 
Gratuity (Non-taxable) 
Contribution to Provident fund (Non-taxable) 
Contribution to Superannuation fund/Annuity fund (Non-taxable) 

B. ALLOWANCES 
Entertainment allowance 
Special allowance 

C. PERQUISITES 
Accommodation 
Gas/Electricity/Water expenses 
Children education 
Transport and driver 
Leave Travel concession (Non-taxable) 
Medical reimbursement (Non-taxable) 
Insurance (a) Personal effect 

(b) Medical (Non-taxable) 
Servant, maid, cook 
Security 
Telephone 
Club fee 
Total 
Notes.— 

 1. Any other item(s), which the company wants to indicate, may be added in the appropriate group 
above. 

 2. As per explanation given under section 198 of the Companies Act, 1956, the salary and perquisites 
included in the total remuneration should be valued as per the actual cost. 

 3. Income tax liability be indicated on a separate sheet to be attached. 
 

Appendix 2 
Specimen of e-Form 25C 

Return of appointment of managing director or whole-time director or manager 
[Pursuant to section 269(2) and Schedule XIII of the Companies Act, 1956] 

Note: All fields marked in * are to be mandatorily filled. 

1. (a)*Corporate identity number (CIN) of company  XXXXXXXXXXXXXXX   
 (b) Global location number (GLN) of company     
2. (a) Name of the company  RR LIMITED   
 (b) Address of the registered office of the company 123, MIRA PATH, DHENU 

MARKET, INDORE (M.P.) 452001 
3 (a) *Director identification number (DIN) or income-tax permanent account number (PAN) 

Please provide DIN in case of a director  12345678  

 (b) *Name  SC  



 
4. *Designation  Manager  Whole-time director  Managing Director  
5. *Date of the resolution by the board of directors 30/12/2006  (DD/MM/YYYY) 

6. *Effective date of appointment  01/01/2007  (DD/MM/YYYY) 

7. Terms and conditions including remuneration  Per month  Per annum 

 (a) Salary (in Rs.)  100000  

 (b) Perquisites (in Rs.)  50000  

 (c) Others (in Rs.)  25000  

 (d) Total of (a) to (c) (in Rs.)  175000  

 (e) *Tenure of appointment From  01/01/2007  (DD/MM/YYYY) 

   To  31/12/2009  (DD/MM/YYYY) 

 (f) Other terms, if any 

Use of car for company's business, encashment of leave for a period of 15 days at the end of 
tenure. Gratuity and PF as per rules of the company. 

8 Date of resolution, if any passed by the shareholders approving the appointment  
  (DD/MM/YYYY) 

9. Service request number (SRN) of related Form 23   

Attachments       

1. *Copy of Board resolution. Attach  

2. Copy of shareholder resolution. Attach  

3. Optional attachment(s) - if any.   

Certificate 
Certified that the requirements of schedule XIII read with section 269 of the Companies Act, 1956 have 
been complied with. 
Declaration 
To the best of our knowledge and belief, the information given in this form and its attachments is correct 
and complete. 
We have been authorised by the board of directors' resolution dated *  30/12/2006 
(DD/MM/YYYY) to sign and submit this form. 

To be digitally signed by 

1. Managing director or director or manager or secretary of the company CMC   
2. Chartered accountant or cost accountant or company secretary (in whole-time practice) D.K.JAIN 

 

For office use only 
This e-Form is hereby registered  

Digital signature of the authorising officer  
 



Appendix 3 
Specimen of e-Form 25A 

Form of application to the Central Government for approval of appointment or re-appointment 
and remuneration or increase in remuneration or waiver for excess or over payment to 

managing or whole-time director(s) or manager and commission or remuneration 
or expression of opinion to directors 

[Pursuant to sections 198(4), 269, 309(3), 309(5B), 310, 311, 387, 388, 2(24), 4(7), 309(1)(b), 
309(4)(a) and (b) and 316(4) of Companies Act, 1956] 

Note: All fields marked in * are to be mandatorily filled. 

Part A — Profile of the company 
1. (a) *Corporate identity number (CIN) of company  XXXXXXXXXXXXXX   
 (b) Global location number (GLN) of company     
2. (a) Name of the company  GREAT LTD. 
  
 (b) Address of the registered office of the company 124, KANCHAN BAGH INDORE 

(M.P.) 452001 
3. Managerial remuneration paid during the last three years to be stated separately for each director or 

managing director or whole time director or manager 
 (i) (a) Director identification number (DIN) or income-tax permanent account number (PAN) please 

provide DIN in case of director 00123456  
 (b) Name  SM   
 

 (c) Designation  WHOLE-TIME DIRECTOR   
 

 (d) Managerial remuneration paid during the last three years, is as follows: 
Period of payment 

 
From 

(DD/MM/ 
YYYY) 

To 
(DD/MM/Y

YYY) 

Salary 
(in Rs.) 

 

Perquisite
(in Rs.) 

 

Comm-
ission 

(in Rs.)
 

Others 
(in Rs.) 

 

Total cost 
to the 

company
(in Rs.) 

 

% to 
net 

profits 
u/s 
198 

Nature of 
service 

rendered 
 

Whether 
approval 
of Gover 
-nment 

obtained 

If not, 
reasons 
thereof 

 

01/04/2003 
 

31/03/2004 240000 120000 0 0 360000 2 WTD 
 

NO. 
N.A. 

01/04/2004 31/03/2005 300000 150000 0 0 450000 3 WTD 
 

NO. 
N.A. 

01/04/2005 
 

31/03/2006 400000 200000 0 0 600000 3.87 WTD 
 

NO 
N.A. 

 

 (ii) (a) DIN or income-tax PAN Please provide DIN in case of director   
 

 (b) Name   
 

 (c) Designation   
 

 (d) Managerial remuneration paid during the last three years 



 
Period of payment 

 
From 

(DD/MM/
YYYY) 

To 
(DD/MM
/YYYY) 

Salary 
(in 

Rs.) 
 

Perqui-
site 
(in 

Rs.) 
 

Comm
-ission

(in 
Rs.) 

 

Others
(in 

Rs.) 
 

Total cost 
to 
the 

company
(in Rs.) 

% to 
net 

profits 
u/s 
198 

Nature of
service 

rendered
 

Whether 
Approval of 

Govern-
ment 

obtained 

If not, 
reasons 
thereof 

 

          

 
 

 

          
 

 

 
 

          

 
 

 

 (iii) (a) DIN or income -tax PAN please provide DIN in case of director 

 (b) Name 

 (c) Designation 

 (d) Managerial remuneration paid during the last three years 
Period of payment 

 
From 

(DD/MM/Y
YYY) 

To 

(DD/MM/
YYYY) 

Salary 
(in Rs.) 

 

Perqui-
site 

(in Rs.)
 

Comm-
ission 

(in Rs.)
 

Others 
(in Rs.)

 

Total cost 
to 
the 

company 
(in Rs.) 

% to 
net 

profits 
u/s 
198 

Nature of 
service 

rendered 
 

Whether 
Approval of 

Gover- 
nment 

obtained 

If not, 
reasons 
thereof 

 

 
 
 

        
 

 
 

 
 
 

        
 

 
 

 
 
 

        
 

 
 

4. *Effective capital as per previous year's audited balance sheet (in Rs. in thousands) 

  5250  

5. Net profit or loss as computed under section 198 of the Act, of the company during last three years: 

 (i) From  01/04/2003 (DD/MM/YYYY) 

 (ii) To  31/03/2004 (DD/MM/YYYY) 

 (iii) Profit or loss as computed under section 198 of the Act (in Rs.)  1800000 

 (i) From  01/04/2004 (DD/MM/YYYY) 

 (ii) To  31/03/2005 (DD/MM/YYYY) 

 (iii) Profit or loss as computed under section 198 of the Act (in Rs.)  1500000 

 (i) From  01/04/2005 (DD/MM/YYYY) 

 (ii) To  31/03/2006 (DD/MM/YYYY) 

 (iii) Profit or loss as computed under section 198 of the Act (in Rs.)  15500000 



6 *Share holding pattern as on (DD/MM/YYYY) 

(a)  
S. No. 

Category Percentage 

1. Government [Central and State]  
2. Government companies  
3. Public financial companies 01.20 
4. Nationalised or other banks 01.80 
5. Mutual funds 03.00 
6. Venture capital 25.00 
7. Foreign holdings [Foreign institutional investor(s) or Foreign 

company(s) or Foreign financial institution(s) or Non-resident 
Indian(s) or Overseas corporate bodies] 

06.00 

8. Bodies corporate (not mentioned above) 2.00 
9. Directors or relatives of directors 37.00 

10. Other top 50 shareholders (other than listed above) 09.00 
11. Indian public 15.00 
12. Others  

 

 (b) *Total number of share holders  7910 

PART B — Details of the proposal 
7. (a) Proposal for which Central Government's approval is sought and justification thereof 
 (i) *Proposal for 
  Appointment or reappointment  Waiver of excess or overpayment 

  Increase in remuneration  Commission or remuneration to directors 

 
 

  Expression of opinion in respect of directors 
 (ii) * Justification thereof 

The Central Government's approval is sought vide this application for the re-appointment of SM 
as the Managing Whole-time Director of the Company for a period of three years w.e.f. 1st July, 
2006 on a remuneration of Rs. 9,00,000 p.a. which is in excess of 5% of net profit of the 
Company. 

Mr. HPS is a Post Graduate from the DAVV and also member of the Institute of Company 
Secretaries of India. He joined the Company in 1995 and has held various responsibilities with the 
Company. 

In view of the in-depth knowledge and experience in the business line of the Company, the 
proposed remuneration is justified in industry in which the Company is having business activities. 

7. (b) Whether the application has been filed in time Yes  No 
7. (c) Which clause(s) of Schedule XIII of the Companies Act, 1956 is or are not satisfied due to which 

the present application is being made. Give full particulars. 

Part II, Section II(A)(i), the company could not get approval of the remuneration committee as it 
is not having adequate number of independent directors as well as it cannot appoint new directors 
as per the Joint venture agreement executed by the Company. 



 
7. (d) (i) Whether the proposed appointee(s) suffers from any of the disqualification mentioned in 

section 267 or section 385 or section 274 of the Act.  
    Yes  No  
 (ii) If yes, furnish the details thereof 

   

7. (e) (i) Whether the company has made any default in repayment of its debts (including public 
deposit) or debentures or interest payable thereon as prescribed in Part II of Schedule XIII? 

 Yes  No  
 (ii) If yes, furnish the details thereof 

   

7. (f) (i) Whether the proposed appointee is satisfying Part I of Schedule XIII 
 Yes  No  

 (ii) If no, furnish the details thereof 
   

7. (g) Proposed remuneration per month or the amount paid in excess of limits prescribed or approved by 
Central Government 

Period 
*From 

(DD/MM/
YYYY) 

 

* To 
(DD/MM/Y

YY) 
 

*Effective 
date of 

appointment 
(DD/MM/ 
YYYY) 

* Salary 
(in Rs.) 

 

* Perqui-
sites 

(in Rs.) 
 

Comm
ission 

(in 
Rs.) 

 

Others 
(in Rs.) 

 

Total 
(in Rs.) 

 

* Percent –
age of net 

profits 
 

         

7. (h) Circumstances under which such amount were paid in excess of the limits 

 
8. (a) Particulars of the proposed appointee 
 (i) *DIN or income-tax PAN  00023456  
 (ii) Name  SM  
 (iii) Designation   WHOLE-TIME DIRECTOR  
 (iv) Father's name  MS  
 (v) Nationality  INDIAN  
 (vi) Date of birth (DD/MM/YYYY)  31/03/1960 (DD/MM/YYYY) 
 (vii) Qualifications  BE, MBA  
 (viii) Experience  22 YEAR  
 (ix) Place of birth  INDORE  
 (x) Income details during the last three years and/or of present remuneration: 

Duration (DD/MM/YYYY) Organisation Designat-
ion From To 

Total cost to the company  
(in Rs.) 

GREAT LTD. WTD 01/04/2003 31/03/2004 3,60,000 
DO DO 01/04/2004 31/03/2005 4,50,000 
DO DO 01/04/2005 31/03/2006 6,00,000 

 



 (b) In case the proposed appointee is a foreigner, also furnish the following 

 (i) Country    

 (ii) Passport number    

 (iii) Date of issue   (DD/MM/YYYY) 

 (iv) Validity of passport   (DD/MM/YYYY) 

 (v) Purpose of visit   

9. Whether the provisions of section 316 or section 386 have been complied with  
 Yes  No  Not applicable  

 If yes, please furnish the following 

 (i) CIN of company      

 (ii) GLN of company      

 (iii) Name      

 (iv) Address of the registered office of the company    

 (v) Nature of business      

 (vi) Working results for the last three years    

I (a) From   (DD/MM/YYYY) 

 (b) To   (DD/MM/YYYY) 

 (c) Net Profit or loss as computed under section 198 of the Act (in Rs.)   

II (a) From   (DD/MM/YYYY) 

 (b) To   (DD/MM/YYYY) 

 (c) Net Profit or loss as computed under section 198 of the Act (in Rs.)   

III (a) From   (DD/MM/YYYY) 

 (b) To   (DD/MM/YYYY) 

 (c) Net Profit or loss as computed under section 198 of the Act (in Rs.)   

Attachments in Part B 

1. Copy of the resolution of remuneration committee along with its composition, board 
of directors or shareholder(s). 

 

2. No objection certificate from the financial institution(s) or bank(s) to whom the 
company has defaulted. 

 

3. No default certificate from director or secretary of the company. Attach 
4. Copy of scheme approved by Board for Industrial and Financial Reconstruction 

(BIFR) or financial institution(s) or bank(s) for the revival of the company. 
 

5. Copy of draft agreement between the company and the proposed appointee. Attach 
6. Certificate from the auditor with regard to the compliance of section 274 of the 

Companies Act, 1956. 
Attach 

7. Newspaper clipping in which notices pursuant to section 640B have been published Attach 
8. Copy of visa.  
9. Copies of educational or professional certificates with regard to section 309(1)(b).  



 
 

10. Application under section 637B of the Act (This is a separate application with extra 
fees) 

 

11. Copy of calculation sheet relating to excess or over payment duly verified from a 
chartered accountant or company secretary in whole-time practice. 

 

12. Projections of the turnover and net profits for next three years. Attach 
PART — C 

Application to the Central Government for approval to the payment of minimum remuneration or of 
remuneration in excess of the limits prescribed under section 198(1) or section 309(3) 

8. Whether the company proposes to pay minimum remuneration in the absence of or inadequacy of 
profits or remuneration in excess of the limits prescribed under section 198(1) or section 309(3) 

 Yes √ No 

 (i) Relevant resolution 

Note: Separate application fees to be paid in respect of the application under Part-C 

1. Optional attachment(s) — if any 
Declaration 
To the best of my knowledge and belief, the information given in the application and its attachments is 
correct and complete. 
I have been authorised by the Board of directors' resolution dated *  31/03/2006 
(DD/MM/YYYY) to sign and submit this application. 
To be digitally signed by 
Managing director or director or manager or secretary of the company   

For office use only 
Digital signature of the authorising officer 
This e-Form is hereby approved   

This e-Form is hereby rejected   
 

Annexure 1 to Appendix 3 
Specimen of the Certificate for confirmation of Non-committing of defaults 

THIS IS TO CERTIFY THAT M/s GREAT Limited, has not defaulted in repayment of any principal 
amount, interest including any other sums as may be payable by the Company under the various loan 
agreements entered into with the lending bankers/financial institution. 

FURTHER TO CERTIFY THAT this certificate is issued pursuant to Notification No. GSR No. 36 
(E), dated 16-1-2002, issued by the Department of Company Affairs. 

Annexure 2 to Appendix 3 
Specimen of the Board Resolution for Re-Appointment of the Whole-time Director 

RESOLVED THAT pursuant to the provisions of sections 198, 269, 302, 309 and 311 and other 
applicable provisions, if any, of the Companies Act, 1956 (including any statutory modifications or re-
enactment thereof for the time being enforce) and subject to the approval of members at the next 
General Meeting and Central Government, Shri SM be and is hereby re-appointed as the Managing 
Director of the Company for a period of five years w.e.f. 1st July, 2006 on the terms and conditions as 
approved by the Remuneration Committee of the Board and mentioned in the draft of the agreement 
placed before the meeting duly initialed by the Chairman for the purpose of identification and on the 
following terms, conditions and remuneration:— 

 (a) Salary: Rs. 50,000 per month 
 (b) Perks: Rs. 3,00,000 per annum which includes rent free residential accommodation. 



Expenditure incurred by the Company on his electricity, water and furnishing shall be evaluated as per 
Income-tax Rules, 1962, subject to a ceiling of 10% of salary. 
PERQUISITES: 
Category A: 

 (i) Contribution to the Provident Fund, Family Benefit Fund Superannuation Fund as per Rules 
of the Company. 

 (ii) Gratuity not exceeding half a month salary for each completed year of service. 
 (iii) Earned Privilege Leave: As per the rules of the Company subject to the condition that the 

leave accumulated but not availed of will be allowed to be encashed for 15 days salary for 
every year completed services at the end of the tenure. 

Category B: 
 (i) Car: The Company shall provide a car for the Company's business and if no car is provided 

reimbursement of the conveyance shall be as per actual on the basis of claims made by him. 
 (ii) Telephone: Free use of telephone at his residence provided that personal long distance calls 

on the telephone shall be billed by the Company to the Whole-time director. 
Note.—For the purpose of perquisites stated in Category "A" above, "Family" means the spouse, the 
dependent children and dependent parents of the appointee. 
RESOLVED FURTHER THAT Shri SM, the Whole-time director will also be entitled for the 
reimbursement of actual entertainment, traveling, boarding and lodging expenses incurred by him in 
connection with the Company's business and such other benefits/amenities and other privileges, as any 
from time to time, be available to other Senior Executives of the Company. 
RESOLVED FURTHER THAT the Board of directors of the Company be and is hereby authorised 
to execute the agreement with the Whole-time director subject to the approval of the Central 
Government and to do all such acts, deeds, matters and things as in its absolute discretion, it may 
consider necessary, expedient or desirable, and to settle any question, or doubt that may arise in 
relation thereto and the Board shall have absolute powers to accept any modification in the terms and 
conditions as may approved by the Central Government while according its approval and acceptable to 
Shri SM, the Whole-time director and to modify the same in accordance with the said approval of the 
Central Government and to give effect to the foregoing resolution, or as may be otherwise considered 
by it to be in the best interest of the Company. 
RESOLVED FURTHER THAT the Board of directors of the Company be and are hereby authorised 
to make an application to the Central Government for seeking approval of the Central Government and 
also to comply with all other formalities relating to the re-appointment of Whole-time director. 

 

Appendix 4 
Specimen of Notice to be published in newspaper 

I. For re-appointment of Whole-time Director 
NOTICE is hereby given pursuant to section 640B of the Companies Act, 1956 that the company 

intends to make an application to the Central Government for its approval under section 198, 269, 309 and 
other applicable provisions, if any, for the reappointment of Sri .............. as the Managing Director of the 
company for the further period of 3 years w.e.f. ...... at a remuneration and subject to the terms and 
conditions as approved by the Board in its Meeting held on ...... and approval of the members in the Annual 
General Meeting held on...... 
By Order of the Board 
For XYZ Co. Ltd. 
................................. 
Company Secretary 
Dated 



 
II. For appointment of Managing Director 

NOTICE is hereby given pursuant to section 640B of the Companies Act, 1956 that the company 
intends to make an application to the Central Government for its approval under section 198, 269, 309 and 
other applicable provisions, if any, for the appointment of Sri .............. as the Managing Director of the 
company for the period of 3 years w.e.f. ...... at a remuneration and subject to the terms and conditions as 
approved by the Board in its Meeting held on...... and approval of the members in the Annual General 
Meeting held on...... 
By Order of the Board 
For XYZ Co. Ltd. 
Company Secretary 
Dated 

Appendix 5 
Specimen of General meeting resolutions 

I. For appointment of Managing director 
RESOLVED THAT pursuant to Section 269 and other applicable provisions, if any, of the 
Companies Act, 1956, read with Schedule XIII of the said Act, subject to requisite permission from the 
Central Government, approval be and is hereby granted to the appointment of Mr. DB, as the 
Managing director and CEO of the Company, with effect from March 1, 2006 for a period of five 
years. 
RESOLVED FURTHER THAT subject to the limits contained in Section 198 and 309 of the 
Companies Act, 1956, Mr. DB as an expatriate Managing Director and CEO of the Company be paid 
effective March 1, 2006, such remuneration comprising of salary, performance linked bonus, 
commission on profits and perquisites, as may be determined by the Board from time to time within 
the maximum limits specified below: 
(I) Remuneration comprising of salary and commission on profits/performance linked bonus 

 (i) Salary up to Rs. 244.8 lakhs per annum; 
 (ii) Performance linked bonus/commission on profits, not exceeding 1% of the net profits of the 

Company in any financial year of the Company as the Board may determine from time to 
time, but subject to a further ceiling of twice the amount of salary for the relevant period; 

 (iii) At the discretion of the Board, the payment may be made on a pro-rata basis every month or 
on an annual basis; 

 (iv) The net profits for the purposes of this clause shall be calculated in accordance with section 
198 and section 309 of the Companies Act, 1956. 

(II) Perquisites/Benefits 
 (i) Residential Accommodation: 

• Rent free accommodation for occupation by sell and family. 
• Where such rent-free accommodation is leased/licensed/tenanted by the Company for 

such accommodation shall not exceed 60%of the remuneration set out at A above. 
 (ii) Other Perquisites 

• Education allowance for children, furnishings at residence, medical and personal accident 
insurance, leave travel allowance/concession for self and family, club fees and other 
allowances and benefits as per the Rules of the Company, the monetary value of which 
shall not exceed Rs. 60 lakhs per annum. 



However, the following perquisites/benefits shall not be included in applying the ceiling of 
Rs. 60 lakhs stipulated in B(ii) above: 
• Company car with driver (owned/leased or hired) for official duties and telephone at 

residence including payment for local calls and long distance official calls. 
• Provision for air travel for self and family in connection with home leave as per Rules of 

the Company. 
• Overseas medical expenses incurred on specialist medical advice, in accordance with the 

Rules of the company. 
• Long Service Award as per Rules for the Company. 
• Costs and expenses incurred by the Company in connected with joining/transfer from one 

location to another of the Company or its affiliates/associates. 
(III) Unless otherwise stipulated, for the purpose of this resolution, the perquisites shall be evaluated as 
per the Income Tax Rules wherever applicable. In the absence of any such Rule, perquisites shall be 
evaluated at actual cost. 
(IV) The total remuneration and perquisites/benefits contemplated as per clause (I) and (II) above, 
including contribution towards Provident fund, Superannuation Fund, Annuity Fund, Gratuity fund 
(including any unfunded retirement benefits as per the rules of the Company), overseas medical, leave 
encashment, home leave expenses for expatriates, etc. payable to all the Managing/Wholetime 
Directors of the Company shall not exceed 10%of the profits of the Company calculated in accordance 
with Section 198 and Section 309 of the Companies Act, 1956. 
(V) The limits stipulated in this Resolution are the maximum limits and the Board may in its absolute 
discretion pay a lower remuneration and revise the same from time to time within the maximum limits 
stipulated by this resolution. 
(VI) In the absence or inadequacy of profits in any financial year, the remuneration payable to a 
Managing Director by way of salary and perquisites shall not exceed the maximum limits prescribed 
under Schedule XIII of the Companies Act, 1956. 
(VII) The maximum limit for salary and other perquisites shall be enhanced by 15% every year over 
the preceding year's salary and other perquisites. 
(VIII) in the event of any re-enactment or recodification of the Companies Act, 1956 or the Income 
Tax Act, 1961 or the Amendment thereto, this Resolution shall continue to remain in force and the 
reference to various provisions of the Companies Act, 1956, or the Income Tax Act, 1961 shall be 
deemed to be substituted by the corresponding provisions of the new Act or the amendments thereto or 
the Rules and notifications issued there under. 
RESOLVED FURTHER THAT the provisions of this Resolution being specific to Mr. DB will 
prevail over the provisions of Special Resolution dated May 15, 1998 as amended by Special 
Resolution dated April 25, 2000 passed at the AGM of the Company, generally in respect of 
Wholetime and Managing Directors." 

Explanatory Statement 
Mr. DB was appointed as an Additional Director by the Board at its meeting held on February 14, 

2006, to assume responsibilities as Managing Director and CEO of the company with effect from March 1, 
2006, in accordance with section 260 of the Companies Act, 1956 and Article 111 of the Article of 
Association to hold office till the conclusion of the Annual General Meeting of the Company scheduled to 
be held on May 26, 2006. Notices have been received pursuant to Section 257 of the Companies Act, 1956 
together with necessary deposit of Rs. 500 proposing Mr. DB as a Director of the Company. 

Born and educated in Zimbabwe, Mr. DB Graduated from the University of Natal with majors in 
business finance, marketing and business administration and joined Unilever SA in 1978. His career over 



 
the years has spanned various sales and marketing and marketing positions, culminating in a secondment to 
Lever Rexona in Australia in 1987. 

On his return to South Africa in late 1988, he took up the position of Sales Director, which was 
followed by spell as Marketing Director. Mr. DB moved to London in 1994 to Personal Products Co-
ordination where he became the Regional Liaison Member for Africa, Middle East, Central an Eastern 
Europe and Turkey before moving to Vice President, Home and Personal Care for the Africa Business 
Group. Mr. DB was appointed Managing Director Lever Pond's South Africa in 1997 and National 
Manager, Unilever South Africa, in May 2000 whilst in this position Mr. DB served on several external 
Boards including the Advertising Standards Authority, the Consumer Goods Council of South Africa and 
was a member of Presidential Big Business working group. 

In March 2004, Mr. DB took over as President, Africa Regional Group and in July 2004 was appointed 
President, NAMET in addition to his then current role. In April 2005 he was appointed Group Vice-
President AMET. 

Proposed remuneration for Mr. DB is designed to protect his remuneration in his previous assignment 
taking note of the fact that he is an expatriate and will, therefore, suffer a degree of hardship while being 
posted to India. The Board believes that his proposed remuneration in commensurate with his role and 
responsibility as Managing Director and CEO of the Company. 

None of the Directors, except Mr. DB is concerned or interested in this resolution. The Board 
commends the resolution at item Nos. ….. for approval of the members. 
II. For appointment of Manager 

RESOLVED THAT in accordance with the provisions of Sections 198, 269, 387 and all other 
applicable provisions, if any, read with Schedule XIII to the Companies Act 1956, and subject to all 
such sanctions, as may be necessary, the consent of the Company be and is hereby accorded to the 
appointment of Shri AK as the Manager of the Company for a period of 05 (five) years commencing 
from February 8, 2006 on the terms and conditions including remuneration set out in the Agreement to 
be entered into between the Company and Shri AK, which Agreement is hereby specifically sanctioned 
with liberty to the Board of Directors (hereinafter referred to as "Board" which term shall be deemed to 
include any Committee of the Board constituted to exercise its powers including powers conferred by 
this resolution) to alter and vary the terms and conditions of the said appointment and/or Agreement, as 
may be agreed to between the Board and Shri AK, so as not to exceed the limits specified in Schedule 
XIII to the Companies Act, 1956 or any amendments thereto. 
RESOLVED FURTHER THAT in the event of loss or inadequacy of profits in any financial year 
during the currency of tenure of Shri AK, as Manager, the remuneration and perquisites set out as 
aforesaid be paid or granted to him as minimum remuneration and perquisites provided that the total 
remuneration by way of salary, perquisites and other allowances shall not exceed the applicable ceiling 
limit in terms of Schedule XIII to the said Act as may be amended from time to time or any equivalent 
statutory re-enactment thereof for the time being in force. 
RESOLVED FURTHER THAT the Board of Directors be and is hereby authorised to take all such 
steps as may be necessary, proper or expedient to give effect to this resolution. 

Explanatory Statement 
The Board of Directors of the Company at their meeting held on February 8, 2006, have, subject to the 

approval of the Members in general meeting and the Central Government, if required, appointed Shri AK 
as Manager of the Company for a period of 05 (five) years commencing from February 8, 2006 on the 
remuneration determined by the Remuneration Committee of the Board of Directors. Shri AK aged 34 
years is a commerce and law graduate and an associate member of the Institute of Company Secretaries of 
India. He has over ten years of experience in corporate secretarial, legal, finance and managerial functions. 
The remuneration payable to and the terms of appointment of Shri AK as Manager of the Company during 
the tenure of his appointment will comprise salary, allowances and the other perquisites, the aggregate 
monetary value of such salary, allowances and perquisites being limited to Rs. 9,00,000 (Rupees nine 



lakhs) per annum. The perquisites and allowances payable to Shri AK will include Company owned/Leased 
Accommodation or House Rent allowance in lieu thereof, medical reimbursements, leave travel concession 
for self and his family including dependants; medical insurance and such other perquisites and/or 
allowances within the amount specified above. The said perquisites and allowances shall be evaluated, 
wherever applicable, as per the Income Tax Act, 1961 or any Rules thereunder (including any statutory 
modification(s) or re-enactment thereof, for the time being in force). However Company's contribution to 
Provident Fund, Superannuation or Annuity Fund to the extent these singly or together are not taxable 
under the Income Tax Act, 1961 and Gratuity payable and encashment of leave at the end of the tenure, as 
per the rules of the Company, shall not be included in the computation of limits for the remuneration. In 
addition to the above, Shri AK shall also be eligible to an annual increment not exceeding 15% on the last 
drawn salary, perquisites and allowances during his tenure as Manager. Shri AK fulfils the conditions for 
eligibility contained in Part I of Schedule XIII to the Companies Act, 1956. The terms and conditions of 
appointment and payment of remuneration are set out in the Agreement to be entered into between the 
Company and Shri AK. The Board or any Committee thereof, subject to requisite approval(s), if necessary, 
is entitled and authorised to revise at any time, the salary, allowances and perquisites payable to the 
Manager of the Company such that the overall remuneration payable to the Manager of the Company shall 
not exceed the limits specified above. Either party may terminate the aforesaid Agreement by giving three 
months prior notice of termination in writing to the other party. 

The draft Agreement to be entered into between the Company and Shri AK is available for inspection 
at the Registered Office of the Company on all working days except Saturdays between 11.00 a.m. and 1.00 
p.m. upto March 29, 2006. 

The Board of Directors accordingly recommend the resolution set out at Item No. 9 of the 
accompanying Notice for the approval of the Members. Your approval is sought by voting by Postal Ballot 
in terms of the provisions of Section 192A of the Companies Act, 1956, read with the provisions of the 
Companies (Passing of Resolutions by Postal Ballot) Rules, 2001. 

None of the Directors of the Company is, in any way, concerned or interested in the said resolution. 

 
Appendix 6 

Specimen of the Board resolution for acceptance of resignation of the 
Whole-time Director 

The Chairman placed before a Board resignation letter received from Ms. TM for consideration and 
acceptance for resigning from the Whole-time Directorship of the company and will continue as the 
director of the Company. 

After due discussion the Board accepted her resignation from the Whole-time Directorship of the 
Company and will continue as the director of the Company. The Board further placed on record its 
appreciation for the valuable services and guidance rendered by her as a Whole-time Director of the 
Company. 

Thereupon the Board unanimously passed the following resolution: 
RESOLVED THAT the resignation tendered by Ms. TM from the office of the Whole-time Director 
of the Company be and is hereby accepted w.e.f. 1st April, 2006 and relieved from all the liabilities 
and charges in the capacity of the Whole-time Director but will remain continue as the ordinary 
director of the Company. 
FURTHER RESOLVED THAT Shri RCM, the Managing Director of the Company be and is hereby 
authorised to file the e-Form 32 for the resignation of Ms. TM from the office of the Whole-time 
Director of the Company w.e.f. 1st April, 2006 and intimate the same to the Stock Exchanges and 
other authorities as required to give effect to the resignation. 

 



 
Appendix 7 

Specimen of agreement for appointment of Managing Director 
THIS AGREEMENT made this the .... day of ....... 2006, between NPL Ltd., a company incorporated 

under the Companies Act, 1956 (hereinafter called as "the Company") and having its Registered office at 
111, Tilak Nagar, Indore (M.P.) of the first part and Shri ABC S/o Shri XYZ R/o 204 Bijali Nagar, Indore 
(M.P.) a director of the company (hereinafter called "the managing director") of the second part. 

WHEREAS Shri ABC satisfies the conditions specified in Part I of Schedule XIII to the Companies 
Act, 1956, and other relevant provisions of the Act; 

WHEREAS the Board of directors of the company has at its meeting held on xx.xx.xxxx appointed 
Shri ABC as Managing Director of the company for a period of five years from xx.xx.xxxx on the terms 
and conditions and subject to the remuneration approved by the Board of directors and set out hereunder, 
and WHEREAS Shri ABC has accepted the said terms and conditions of the appointment. 

Now it is hereby agreed by and between the parties hereto as follows:— 
 1. Shri ABC has been appointed as the Managing Director of the company with effect from 1st 

August, 2006 for a period of five years. 
 2. The Managing Director shall exercise and perform such powers and duties as the Board of 

directors of the company (hereinafter called "the Board") shall, from time to time, determine, and 
subject to any directions and restrictions, from time to time, given and imposed by the Board and 
further subject to the superintendence, control and direction of the Board, he shall have the general 
control, management and superintendence of the business of the company with power to appoint 
and to dismiss employees and to enter into contracts on behalf of the company in the ordinary 
course of business and to do and perform all other acts, deeds, and things, which in the ordinary 
course of business, he may consider necessary or proper or in the interest of the company, 
provided however, that nothing shall be done by the managing director which by the Act or the 
articles of the company shall be transacted at a meeting of the Board by resolution or which shall 
not be effective unless approved by the Board or which are not expressly provided. 

 3. Without prejudice to the generality of the power vested in the managing director hereinabove the 
Managing Director shall be entitled to exercise the following powers:— 

 (i) With the Board's approval, together with the person in charge of finance for the time being of 
the company and other personnel authorised by the Board, to open and operate any banking or 
other account and to draw, make, accept, execute, endorse, discount, negotiate, retire, pay, 
satisfy and assign cheques, drafts, bills of exchange, promissory notes, hundis, interest and 
dividend warrants and other negotiable or transferable instruments or securities. 

 (ii) To borrow moneys with or without security, for the purpose of business of the company, 
subject of course to the approvals of the company as required under section 293(1)(d) of the 
Companies Act and approval of the Board of directors of the company as required under 
section 292 of the said Act and subject further to such maximum limit as the Board may 
impose from time to time while giving its approval. 

 (iii) To incur capital expenditure upto a sum of Rs. 1.00 Crore during any financial year. 
 (iv) To invest funds of the company (other than in the shares of the other companies covered by 

section 372A of the Act) and fixed deposit with the company's bankers. 
 (v) To appoint distributors for the sale of the products of the company subject to prior approval of 

the Board whenever necessary. 
 (vi) To ensure that all taxes due to the Central and State Governments and Municipal authorities 

are paid promptly. 
 (vii) To engage persons in the employment of the company. 



 (viii) To increase the salary or remuneration of any employee of the company and to sanction 
annual increases. 

 (ix) To enter into contracts for the purchase of goods for the company subject to prior approval of 
the Board of directors in term of sections 297 and 299 of the Companies Act, 1956, wherever 
necessary. 

 (x) To institute, prosecute, defend, oppose, appear or appeal to, compromise, refer to arbitration, 
abandon and execution, become non-suited in any legal proceedings including trade marks, 
trade names, trade property and passing off actions and revenue proceedings relating to 
customs or excise duties, tax on income, profits and capital and taxation generally or 
otherwise. 

 4. The Managing Director shall throughout the said term, devote his entire time, attention and 
abilities to the business of the company and shall carry out the orders, from time to time, of the 
Board and in all respect conform to and comply with the directions and regulations made by the 
Board, and shall faithfully serve the company and use his utmost endeavors to promote the 
interests of the company. 

 5. The company shall pay to the Managing Director during the continuance of this agreement in 
consideration of the performance of his duties:— 

 (1) Salary at the rate of Rs. 2,00,000 (Rupees Two Lakhs only) per month; 
 (2) Commission not exceeding 1% of the net profit of the company subject to Rs. 12 Lakhs per 

annum. 
 (3) The Managing Director shall be entitled to the following perquisites and facilities: 
  3.1 Perquisites 
 I. Housing: The expenditure to the company on hiring furnished accommodation shall not 

exceed 60% of the salary. In case the Managing Director is provided accommodations 
owned by the company, he will pay 10% of his salary towards house rent. 

 II. Gas, Electricity, Water and Furnishings: Besides house as mentioned above, the 
expenditure on gas, electricity, water and furnishing will be borne by the company and 
the market value will be evaluated as per Income-tax Rules, 1962. 

 III. Medical Reimbursement: Medical expenses incurred by the appointee on self, spouse and 
dependent children will be reimbursed to him subject to a ceiling of one month's salary in 
a year or three month's salary over a period of three years. 

 IV. Club Fees: Fees of two clubs subject to a maximum of two clubs excluding admission 
and life membership fees. 

 V. Annual Leave: 30 days annual leave with pay for every completed service of eleven 
months. 

 VI. Leave Travel Concession: For self and family once a year in accordance with the rules of 
the company. 

 VII. Personal Accident Insurance: The annual premium on a policy shall not exceed Rs. 
10,000. 

 VIII. Provident fund and superannuation: 
 A. Company's contribution towards provident fund as per rules of the company, but not 

exceeding 10% of salary and company's contribution towards superannuation fund 
which shall not, together with the company's contribution to provident fund, exceed 
25%. 

 B. Gratuity payable at the rate of half month's salary for each completed year of service 
with a service of six months or more being treated as a full year. 

 C. Encashment of leave at the end of tenure. 



 
 IX-A. Car with driver: The managing director will be provided with a car and driver for use on 

company's business. Use of car for private purpose will be billed by the company. 
 B. Telephone: Free telephone at his residence; Personal long distance calls will be billed to 

the managing director. 
  The provision of car for official use and telephone at residence will not be considered as 

perquisite. 
 X. The company shall reimburse actual entertainment and traveling expenses incurred by the 

managing director in connection with the company's business. 
  In the event of inadequacy or absence of profits during the duration of the agreement, the 

managing director shall be entitled to the remuneration herein provided but without 
commission and where applicable the same shall be subject to the approval of the Central 
Government. 

 6. The Managing Director shall not, during the period of his employment and without the previous 
consent in writing of the Board, engage or interest himself either directly or indirectly in the 
business or affairs of any other person, firm, company, body corporate or in any undertaking or 
business of a nature similar to or competing with the company's business and further, shall not, in 
any manner, whether directly or indirectly use, apply or utilise his knowledge or experience for or 
in the interest of any such person, firm, company or body corporate as aforesaid or any such 
competing undertaking or business as aforesaid. 

 7. The Managing Director shall not, during the continuance of his employment with the company, 
divulge or disclose to any person, firm, company or body corporate whomsoever or make any use 
whatever for his own or for whatever purpose, of any confidential information or knowledge 
obtained by him during his employment as to the business or affairs of the company or as to any 
trade secrets or secret processes of the company and the managing director shall, during the 
continuance of his employment hereunder, also use his best endeavors to prevent any other person, 
firm, company or body corporate concerned from doing so. 

 8. Either party shall terminate this agreement by giving to the other advance notice of three months, 
provided that the company may waive the notice by giving in cash the remuneration for three 
months which the managing director would have received had he remained in office for the said 
three months. 

 9. The Managing Director shall, from time to time, during his employment hereunder fully disclose 
to the company the progress of investigations and of any discoveries he may make himself or in 
conjunction with other officials or non-officials with regard to any improvement, invention or 
discovery arising out of or in connection with the said employment, he shall forthwith disclose to 
the company a full and complete description of the nature of said improvement, invention or 
discovery and the mode of performing the same. 

 10. This agreement and the terms and conditions hereof shall be subject to the approval of the 
shareholders of the company in general meeting and also of the Central Government under the 
relevant provisions of the Companies Act, 1956 if necessary. 

IN WITNESS WHEREOF, the parties hereto have set their hands on the day, month and the year 
above written. 

For and on behalf of the company, ...…………………................. 
(....................) (Name of Managing Director) 
Chairman 
Witness: 1 
 2 



 

 
Chapter 2 

 

Remuneration to Managerial Personnel 
Synopsis 

 Important Provisions at a Glance  
1. Managerial personnel  
2. Meaning of remuneration  
3. Total ceiling of managerial remuneration  
4. Remuneration for professional services rendered by a director  
5. Whether remuneration to deputy managing director/works manager/sales manager outside the 

provisions of section 198(1)?  
6. Whether remuneration to Technical directors or directors designated as technical outside the 

purview of section 198(1)?  
7. Whether remuneration to director working as technical adviser be included in 11% managerial 

remuneration?  
8. Mode of payment of remuneration  

Sitting Fees 
9. Sitting fees paid for attending meeting are excluded from overall managerial remuneration 

ceiling  
10. Approval of the Central Government is not required for increase in sitting fee within the 

prescribed limit  
11. Provisions in the Articles of Association  
12. Sitting fee, traveling expenses, etc. payable for attending meeting even, if no business is 

transacted at the meeting for want of quorum  
13. General permission granted by the RBI to pay sitting fees to non-resident non-whole-time 

directors  
Remuneration payable as per Schedule XIII without approval of the Central Government 

Remuneration payable to managerial personnel by company having profits 
14. Requirement for approval of members in the general meeting and filing of e-Form 25C  

Remuneration payable to managerial personnel by company having no profits or 
inadequate profits 

15. Meaning of 'no profit' or 'inadequate profit'  
16. Computation of profit under section 349  
17. Meaning of the "effective capital"  
18. Amount of maximum remuneration payable to a managerial person  
19. Perquisites allowable to expatriate managerial person including a NRI  
 Remuneration Committee  
20. Requirement for appointment of a Remuneration Committee of the Board  
21. Company should have at least three non-executive independent directors  
22. Company should not have committed any default in repayment of any of its debts  
23. Mandatory requirement to send a detailed statement alongwith a notice calling the general 

meeting  
24. Requirement of approval by way of an ordinary resolution passed in general meeting of 

members  
25. Requirement of approval by way of a special resolution passed in general meeting of 

members  
26. Tenure of appointment  



 
27. Maximum remuneration payable to managerial person in case he is a managerial personnel in 

two companies  
Payment of remuneration to managerial person with the approval of the Central Government 

28. Requirement of approval of the Central Government for payment of remuneration to 
managerial person  

29. Compulsory requirement of approval of the Central Government for appointment of 
managerial personnel  

30. Compulsory requirement for prior approval for payment of remuneration exceeding the 
ceiling limit of Rs. 48,00,000 p.a. or Rs. 4,00,000 p.m.  

31. Increase in remuneration and requirement for approval of the Central Government  
32. Reimbursement of expenditure incurred on specialised medical treatment of a managerial 

person required approval of the Central Government  
33. Payment of guarantee commission to the managing or whole-time director is remuneration 

which requires approval of the Central Government  
34. Amendment of provisions relating to the managing, whole-time director or non-rotational 

directors require approval of the Central Government  
Appendix 1 Specimen of the Resolutions  
Appendix 2 Specimen of e-Form 25B  

Important Provisions at a Glance 
Sl. No. Sections Matters dealt with E-Form Nos. 

1. 198 Overall managerial remuneration. 25A 
2. 169 Appointment and managerial personnel. 25C 
3. 309 Remuneration to directors. 25B 
4. 310 Central Government approval required for provisions for increase in 

remuneration. 
 

25A 
5. 311 Central Government approval required for increase in remuneration 

of managing or whole-time director. 
 

6. Schedule  
XIII 

Conditions to be fulfilled for appointment of managerial personnel 
without Central Government's approval. 

 

1. Managerial personnel 
The term "Managerial Person" under the Act means a managing director, whole-time director or 

manager. A company may either have a managing director or manager and in any of the case may also have 
whole-time director. Part I of Schedule XIII to the Companies Act, 1956 also states that the managerial 
person means a managing director or whole-time director or a manager. 
2. Meaning of remuneration 

The remuneration includes pay, compensation, or reward for work, etc. The word remuneration is 
defined in the explanation appended to section 198 of the Companies Act. Accordingly, for the purposes of 
sections 198, 309, 310 and 311, remuneration shall include the following:— 
 (a) any expenditure incurred by the company in providing any rent free accommodation, or any other 

benefit or amenity in respect of accommodation, free of charge, to any of the company's directors 
and manager; 

 (b) any expenditure incurred by the company in providing any other benefit or amenity free of charge 
or at a concessional rate to any of the company's directors and manager; 

 (c) any expenditure incurred by the company in respect of any obligation or service, which, but for 
such expenditure by the company, would have been incurred by any of the company's directors 
and manager; and 



 
 (d) any expenditure incurred by the company to effect any insurance on the life of, or to provide any 

pension, annuity or gratuity for, any of the company's directors and manager or his spouse or 
child. 

Expenditure incurred on maintenance of vehicles would fall within the meaning of the expression 
'remuneration' and once remuneration is fixed as provided under section 309 it is not possible to state that 
the expenditure incurred by the company on personal use of car by directors would not be allowable 
deduction. In so far as the company is concerned the expenditure is business expenditure, which could not 
be disallowed as such. [Sayaji Iron & Engineering Co. v CIT (2002) Comp Cas 675 (Guj)]. 
3. Total ceiling of managerial remuneration 

Section 198(1) relates to overall maximum managerial remuneration and managerial remuneration in 
case of absence or inadequacy of profits. The total managerial remuneration payable by a public company 
or a private company which is a subsidiary of a public company, to its directors and its manager in respect 
of any financial year shall not exceed 11% of the net profits of the company for that financial year. Such 
net profits shall be computed in a manner laid down under sections 349 and 350, except that the 
remuneration of the directors shall not be deducted from the gross profits. 

Remuneration is payable to all the directors including managing and whole-time directors and in any 
capacity. Therefore, it includes the remuneration for services rendered by him in any other capacity other 
than that of a director. 
4. Remuneration for professional services rendered by a director 

Proviso of section 309(1) excludes any remuneration for professional services rendered by a director, 
provided that the director possesses requisite professional qualification for practicing the profession in 
respect of which they render special services. It is immaterial, whether the professional fees, which are paid 
to him is on a monthly basis or on a case to case basis. [Stup Consultants Ltd. v Union of India]. 
5. Whether remuneration to deputy managing director/works manager/sales manager outside the 
provisions of section 198(1)? 

The Act does not recognise a "deputy managing director". The designation would be misleading if the 
incumbent is not a director. However, if the person concerned is in fact not a director and is not occupying 
the position of a managing director, manager or holding other managerial office, his remuneration would be 
outside the scope of section 198. 

Appointment of a director as a whole-time sales manager or works manager would attract the 
provisions of section 269 as from the date of his appointment since, as a director, he will be in the position 
of a whole-time director. The provisions of sections 309 and 198 would also be attracted. 
6. Whether remuneration to Technical directors or directors designated as technical outside the 
purview of section 198(1)? 

Though the directors are designated as "technical advisors' or as 'technical directors' the functions 
entrusted to them are not of a purely advisory or technical nature and in fact considerable administrative 
and executive powers, involving the exercise of managerial decision have been entrusted to them, and 
consequently the remuneration paid to them is held to fall within the scope of section 198(1) of the Act. 

It is hardly necessary to stress the point that the formal designation given to a director is in no way 
significant, so far as the question of applicability of the provisions of the Act is concerned. The important 
point is whether the nature of the duties and powers delegated to a director would, in fact, place him in the 
position of a managing director or a director in the whole-time employment of a company. 
7. Whether remuneration to director working as technical adviser be included in 11% managerial 
remuneration? 

If a director of the company is working as a technical adviser to the company and is paid remuneration 
by way of monthly salary, his salary will be included in the 11% managerial remuneration. 



 
8. Mode of payment of remuneration 

Within the limits of the maximum remuneration specified in section 198(1), a company may pay a 
monthly remuneration to its managing or whole-time director in accordance with the provisions of section 
309 or to its manager in accordance with the provisions of section 387. 

Payment of monthly remuneration to an ordinary or a sitting director is governed by the provisions of 
section 309. 

SITTING FEES 
A director who is not a managing or whole-time director may be paid sitting fees for attending 

meetings of the Board or of the committee of directors. 
9. Sitting fees paid for attending meeting are excluded from overall managerial remuneration ceiling 

The limit of 11% of the net profits on overall maximum managerial remuneration shall be exclusive of 
any sitting fees payable to directors for attending each meeting of the Board or committee. 
10. Approval of the Central Government is not required for increase in sitting fee within the 
prescribed limit 

No approval of the Central Government under section 198 will be necessary for an increase in the 
amount of sitting fee so long as such increase is within the limits prescribed by the Government. 

By Notification No. GSR 580(E), dated 24-7-2003, the government has increased the fees payable to 
directors of public companies and private companies which are subsidiaries of public companies for 
attending the Board meetings and Committee thereof w.e.f. 24-7-2003 as under: 
 (a) Companies with a paid-up share capital and free reserves of Rs. 10 crore and above or turnover of 

Rs. 50 crore and above shall be paid sitting fees not exceeding the sum of twenty thousand rupees; 
and 

 (b) Other companies shall pay sitting fees not exceeding the sum of ten thousand rupees. 
11. Provisions in the Articles of Association 

The Articles shall contain a provision authorising payment of sitting fees to directors. Where the 
articles provide that sitting fees to directors may be paid in conformity with the provisions of the 
Companies Act, 1956 as may be applicable from time to time, then the Board of the said company could 
increase the sitting fees on the basis of the provision in the said Rules from time to time. 
12. Sitting fee, traveling expenses, etc. payable for attending meeting even, if no business is 
transacted at the meeting for want of quorum 

It has been clarified vide Circular No. 1 of 1972, dated 2-2-1972 (DCA) that sitting fees, traveling 
allowances, etc., are payable to a director who was present at the meeting of the Board or committees 
thereof with a view to participating in its proceedings though no business could be transacted at that 
meeting for want of quorum. 
13. General permission granted by the RBI to pay sitting fees to non-resident non-whole-time 
directors 

The Reserve Bank has granted general permission vide its Notification No. FERA 128/92-RB, dated 
19th March, 1993 to companies in India to make payments in Indian rupees to their non whole-time 
directors who are resident outside India and are on a visit to India for the company's work such as attending 
Board meetings, etc., and are entitled to payment of sitting fees or commission or remuneration in 
accordance with the provisions contained in the concerned company's entered into by it or in any Board 
resolution or general body resolution passed by the company. Provided that the Central Government's 
approval has been obtained by the company under section 309(4) or section 310 of the Companies Act, 
1956, wherever it applies. 

However, Government of India's approval should have been obtained by the company under the 
Companies Act, 1956, for the appointment of the director, wherever applicable. 



 
REMUNERATION PAYABLE AS PER SCHEDULE XIII WITHOUT APPROVAL OF THE 

CENTRAL GOVERNMENT 
Schedule XIII of the Companies Act, 1956 has been amended by Notification No. GSR 36(E), dated 

16th January, 2002. By this amendment, the remuneration scale has been revised by addition of a new 
category. The revised slabs for remuneration have come into force w.e.f. 16th January, 2002. The Schedule 
has been placed at Appendix 1 to previous Chapter and can be referred to. 

Part II of Schedule XIII has following three sections, based on the profitability and net worth of a 
company. 

Section I applies for:— Remuneration payable by companies having profits in any financial year, 
subject to the provisions of sections 198 and 309, may pay any 
remuneration, by way of salary, dearness allowance, perquisites, 
commission and other allowances, which shall not exceed 5% of its net 
profits for one such managerial person, and if there is more than one such 
managerial person, 10% for all of them together. 

Section II applies for:— Remuneration payable by companies having no profits or inadequate 
profits. 

 Section II has the following three parts which applies to a company 
depending upon the remuneration payable and its net worth. 

Monthly remuneration payable Rs. Where the effective 
capital of a company 
is— 

(A) 
Not 

exceeding the 
ceiling limit 

of Rs. 24 lacs 
p.a. or Rs. 2 
lakhs p.m. 

(B) 
Not 

exceeding the 
ceiling limit 

of Rs. 48 lacs 
p.a. or Rs. 4 

lacs p.m. 

(C) 
Exceeding the 
ceiling limit 

of Rs. 48 lacs 
p.a. or Rs. 4 

lacs per 
month 

 (i) less than Rs. 1 
crore 

75,000 1,50,000 1,50,000 

 (ii) Rs. 1 crore or 
more but less 
than Rs. 5 
crores 

1,00,000 2,00,000 2,00,000 

 (iii) Rs. 5 crores or 
more but less 
than Rs. 25 
crores 

1,25,000 2,50,000 2,50,000 

 (iv) Rs. 25 crores 
or more but 
less than Rs. 
50 crores 

1,50,000 3,00,000 3,00,000 

 (v) Rs. 50 crores 
or more but 
less than Rs. 
100 crores 

1,75,000 3,50,000 3,50,000 

 (vi) Rs. 100 crores 
or more 

2,00,000 4,00,000 4,00,000 

 



 
Where the effective 
capital of a company 
is— 

Monthly remuneration payable Rs. 

 (A) 
Not exceeding 

the ceiling limit 
of Rs. 24 lacs 
p.a. or Rs. 2 
lakhs p.m. 

(B) 
Not 

exceeding the 
ceiling limit 

of Rs. 48 lacs 
p.a. or Rs. 4 

lacs p.m. 

(C) 
Exceeding 
the ceiling 
limit of Rs. 
48 lacs p.a. 

or Rs. 4 
lacs per 
month 

Conditions of 
Schedule XIII 
required to be 
fulfilled for paying 
remuneration in any 
of the category: 

   

— Requirement of 
approval of 
general meeting 
by way of:— 

Ordinary 
Resolution 

Special 
Resolution 

Special 
Resolution 

— Approval by 
way of 
resolution 
passed by the 
remuneration 
committee. 

Required Required Required 

— Company should 
not have 
committed any 
default in 
repayment of 
any of its debts 
(including 
public deposits) 
or debentures or 
interest payable 
thereon for a 
continuous 
period of 30 
days in the 
preceding 
financial year 
before the date 
of appointment. 

Required Required Required 

— Period for 
sanction of 
remuneration. 

Not exceeding 
five years 

Not 
exceeding 
three years 

Not 
exceeding 
three years 

 



 
Monthly remuneration payable Rs. Where the effective 

capital of a company 
is— 

(A) 
Not 

exceeding the 
ceiling limit 

of Rs. 24 lacs 
p.a. or Rs. 2 
lakhs p.m. 

(B) 
Not 

exceeding the 
ceiling limit 

of Rs. 48 lacs 
p.a. or Rs. 4 

lacs p.m. 

(C) 
Exceeding the 
ceiling limit 

of Rs. 48 lacs 
p.a. or Rs. 4 

lacs per 
month 

— Sending a 
statement along 
with a notice 
calling the 
general meeting 
of the 
shareholders 
containing 
the:— 

Not required Required Required 

 I. General 
Information. 

   

 II. Information 
about the 
appointee. 

   

 III. Other 
Information. 

   

 IV. Disclosure.    
— Approval of the 

Central 
Government for 
payment of 
remuneration. 

Not required Not required Prior approval 
required 

— Net worth of the 
company. 

Should be 
positive 

Should be 
positive 

Should be 
negative 

— Requirement of 
filing of Form 
No. 25C with 
ROC within 90 
days from the 
date of 
appointment 

Apply Apply Apply 

Section III applies for:— Remuneration payable to a managerial person in two companies subject to 
the provisions of Sections I and II, a managerial person shall be eligible to 
draw remuneration from one or both companies subject to that the total 
remuneration drawn from the companies does not exceed the higher 
maximum limit admissible from any one of the companies of which he is a 
managerial person. 



 
REMUNERATION PAYABLE TO MANAGERIAL PERSONNEL BY COMPANY HAVING 

PROFITS 
As per provisions of Section I of Part II of Schedule XIII to the Companies Act, 1956, subject to the 

provisions of sections 198 and 309, a company may pay any remuneration, by way of salary, dearness 
allowance, perquisites, commission and other allowances, which shall not exceed 5% of its net profits for 
one such managerial person, and if there is more than one such managerial person, 10% for all of them 
together. Section 309(3) provides that managerial personnel may be paid remuneration either by way of a 
monthly payment or at specified percentage of the net profits of the company or partly by one way and 
partly by the other. In case if remuneration exceeds 5% or 10% as the case may be, it cannot be paid 
without the approval of the Central Government. 
14. Requirement for approval of members in the general meeting and filing of e-Form 25C 

The appointment may be made by the Board subject to the approval of members in the next general 
meeting by way of ordinary resolution. The company shall also be required to file e-Form 25C 
electronically with the Registrar of Companies, within 90 days from the date of appointment. 

REMUNERATION PAYABLE TO MANAGERIAL PERSONNEL BY COMPANY HAVING NO 
PROFITS OR INADEQUATE PROFITS 

Section II of Part II of Schedule XIII to the Companies Act, 1956 relates to remuneration payable to 
managerial person i.e., a managing or whole-time director or a manager by companies having no profits or 
inadequate profits. 

Following are the worth noting points in regard to payment of remuneration by companies having no 
profits or inadequate profits for appointment of a managerial person under the provisions of Schedule XIII 
to the Companies Act, 1956. 
15. Meaning of 'no profit' or 'inadequate profit' 

If in any financial year, a company has suffered losses or the profit of the company computed in the 
manner laid down in sections 349 and 350, except that the remuneration of directors shall not be deducted 
from the gross profit, is less than the overall managerial remuneration payable under the provisions of 
section 198 read with the provisions of section 309 of the Act, shall be considered as 'no profit' or 
'inadequate profit'. 

It means that the remuneration payable to the managerial person is more than 5% of the net profit in 
case of one managerial person or more than 10% of the net profit in case of more than one managerial 
person. 
16. Computation of profit under section 349 

Computation of net profits under section 349 has to be based on the net profits shown in the profit and 
loss account of a company prepared in accordance with the normal accounting principles and applicable 
accounting standards. Certain additions and deletions contained in section 349 are to be made. 

Statements of computation of profit for the purpose of managerial remuneration covering various items 
of additions and deletions based on the analysis of section 349 is placed below: 

Profit Before Tax as per profit and loss account  
Add the following if debited to the profit & loss account before arriving at the profit before tax 
Managerial Remuneration 
— Salaries 
— Allowances 
— Company's contribution to PF & other funds 
— Benefits 
— Personal accident insurance premium 
— Leave Encashment 
— Medical Reimbursement 
— Sitting fee 



 
 

Provision for doubtful debts 
Provision for doubtful advances 
Loss on sale/disposal/discarding of assets 
Loss on sale of investments 
Write off of investments 
Provision for diminution in the value of investments 
Unserviceable fixed assets written off 
Fall in the value of foreign currency monetary assets 
Loss on cancellation of foreign exchange contracts 
Provision for contingencies and unascertained liabilities 
Provision for loss of subsidiary companies 
Lease Premiums written off 
Provision for warranty spares/supplies 
Infructious project expenses written off 
Provisions for redundancy in stores, spares and finished goods 
Provision for anticipated loss in case of contracts 
Loss on sale of undertaking 
Provision for wealth tax 
Voluntary compensation paid under VRS 
Depreciation as provided in the books 
Less the following if credited to the profit & loss account for arriving at profit before tax 
Capital profit on sale/disposal of fixed assets 
Capital profit on sale of immovable assets (if the company is engaged in business of wholly or partly 
buying and selling of any such immovable property, it shall not be deducted) 
Profit on sale of undertaking/any part thereof 
Profit on buy-back of shares 
Profit/discount on redemption of shares or debentures 
Profit on sale of investments 
Compensation received on "Non compete" Agreements 
Write back of provision for doubtful debts 
Write back of provision for doubtful advances 
Appreciation in the value of investments 
Compensation received on surrender of tenancy rights 
Profit on sale of undertaking 
Consideration received on assignment of operating licences 
Write back of provision for contingencies 
Write off bad debts against the provision created earlier 
Write back of provision for diminution in the value of investments 
Excess of expenditure over income, i.e. loss of earlier years computed in accordance with section 349. 
Profit on sale of forfeited shares 
Depreciation as provided in the books of account 
Profit on sale of shares of subsidiary/associated companies 

Besides the above 
 (a) certain extraordinary items as required under accounting standard-5 are shown after arriving at 

profits before tax, such items also need to be considered for arriving at the profit under section 349 
of the Companies Act; 

 (b) bounties and subsidies received from any Government or any Public Authority constituted or 
authorised by any Government shall also be added notwithstanding the fact that they may have 
been directly credited to capital reserves. 



 
17. Meaning of the "effective capital" 

For the purpose of deciding remuneration payable to managerial persons in a company, the effective 
capital, which is the base for determining eligibility of remuneration, shall be calculated as on the last date 
of the financial year preceding the financial year in which the appointment is made. 

For ascertaining the effective capital of a company for arriving at the maximum permissible 
remuneration, the following shall be considered and added:— 
 — Paid-up share capital (excluding share application money and advances against shares); 
 — Share premium account; 
 — Reserves and surplus (excluding revaluation reserve); and 
 — Long-term loans and deposits repayable after one year but excluding working capital loans, 

overdrafts, interest due on loans unless funded, bank guarantee and short-term arrangements. 
The following amount shall be deducted:— 

 — Investments (except in the case of investment company); 
 — Accumulated losses; 
 — Preliminary expenses not written off. 

The net figure will be considered as the effective capital of a company. Where the appointment of the 
managerial person is made in the year in which the company has been incorporated, the effective capital 
shall be calculated on the date of such appointment on the abovesaid basis. 
18. Amount of maximum remuneration payable to a managerial person 

Where in any financial year during the currency of tenure of the managerial person, a company has no 
profits or its profits are inadequate, it may pay remuneration to a managerial person by way of salary, 
dearness allowance, perquisites and other allowances not exceeding the ceiling limit of Rs. 48,00,000 per 
annum or Rs. 4,00,000 per month calculated on the following scale. 

Monthly remuneration payable Rs. Where the effective capital of a company 
is— (A) 

Not exceeding the ceiling limit 
of Rs. 24,00,000 p.a. or Rs. 

2,00,000 p.m. 

(B) 
Not exceeding the ceiling 

limit of Rs. 48,00,000 p.a. or 
Rs. 4,00,000 p.m. 

 (i) less than Rs. 1 crore 75,000 1,50,000 
 (ii) Rs. 1 crore or more but less than 

Rs. 5 crores 
1,00,000 2,00,000 

 (iii) Rs. 5 crores or more but less than 
Rs. 25 crores 

1,25,000 2,50,000 

 (iv) Rs. 25 crores or more but less than 
Rs. 50 crores 

1,50,000 3,00,000 

 (v) Rs. 50 crores or more but less than 
Rs. 100 crores 

1,75,000 3,50,000 

 (vi) Rs. 100 crores or more 2,00,000 4,00,000 
Note.—Over and above the given ceiling on monthly remuneration, the managerial person shall also be 

eligible for the following perquisites/benefits which shall not be included in the computation of the ceiling 
on remuneration specified above:— 
 (a) company's contributions to provident fund, superannuation fund or annuity fund upto the non-

taxable limits under Income-tax Act, 1961; 
 (b) gratuity at the rate of half month's salary for each completed year of service; and 
 (c) encashment of leave at the end of tenure. Please see the special allowances for an expatriate. 



 
19. Perquisites allowable to expatriate managerial person including a NRI 

Besides perquisites as stated above, an expatriate managerial person including a Non-Resident Indian 
shall also be eligible to the following perquisites which shall not be included in the computation of the 
ceiling on remuneration specified above:— 
 (a) Children's education allowance: In case of children studying in or outside India, an allowance 

limited to a maximum of Rs. 5,000 per month per child or actual expense incurred, whichever is 
less. Such allowance is admissible upto a maximum of two children. 

 (b) Holiday passage for children studying outside India/family staying abroad: Return holiday 
passage once in a year by economy class or once in two years by first class to children and to the 
members of the family from the place of their study or stay abroad to India if they are not residing 
in India with the managerial person. 

 (c) Leave travel concession: Return passage for self and family in accordance with the rules specified 
by the company where it is proposed that the leave be spent in home country instead of anywhere 
in India. 

For the purpose of above said benefits, family means the spouse, dependent children and dependent 
parents of the managerial person. 

REMUNERATION COMMITTEE 
20. Requirement for appointment of a Remuneration Committee of the Board 

Schedule XIII of the Companies Act, 1956 as amended by Notification No. GSR 36(E), dated 16th 
January, 2002 provides that payment of remuneration of a managerial person shall be approved by a 
resolution passed by the Remuneration Committee. Therefore, it shall be compulsory for a public company 
or a private company, which is a subsidiary of a public company to constitute and appoint a remuneration 
committee of the directors. (See Appendix 1 for the resolutions) 

Explanation IV of Schedule XIII, inserted by Notification No. GSR 36(E), dated 16th January, 2002 
provides that for the purposes of this section, 'Remuneration Committee' means that a committee which 
consists of at least three non-executive independent directors including nominee director or nominee 
directors, if any. 

Therefore, if a company is not capable to appoint a remuneration committee consisting of three non-
executive independent directors it shall not be eligible to appoint or re-appoint a managerial person under 
the provisions of Schedule XIII of the Companies Act and it shall be required to obtain approval of the 
Central Government for that purpose in terms of the provisions of section 269 of the Act. 
21. Company should have at least three non-executive independent directors 

To fulfill the requirements for approval of remuneration payable to a managerial person by a 
remuneration committee, it shall be compulsory for a company to have at least three non-executive 
independent directors in the Board of directors at the time of appointment of a managerial person. 
However, a nominee director of a financial institution shall be considered as an independent director and 
may be appointed as a member of the remuneration committee. 
22. Company should not have committed any default in repayment of any of its debts 

The Part A and Part B of Part II of Schedule XIII of the Act provides that the company should not have 
made any default in repayment of any of its debts (including public deposits) or debentures or interest 
payable thereon for a continuous period of thirty days in the preceding financial year before the date of 
appointment of such managerial person. 

Therefore, if a company has committed any of the above said default it shall not be eligible to appoint 
or re-appoint a managerial person under the provisions of Schedule XIII of the Companies Act and it shall 
be required to obtain approval of the Central Government for that purpose in terms of the provisions of 
section 269 of the Act. 



 
23. Mandatory requirement to send a detailed statement alongwith a notice calling the general 
meeting 

Schedule XIII of the Companies Act, 1956 as amended by Notification No. GSR 36(E), dated 16th 
January, 2002 provides that if the remuneration payable to a managerial person is exceeding the ceiling of 
Rs. 24,00,000 p.a. or Rs. 2,00,000 p.m. but not exceeding the ceiling limit of Rs. 48,00,000 per annum or 
Rs. 4,00,000 per month a statement alongwith a notice calling the general meeting shall be given to the 
shareholders containing the following particulars:— 
 I. General Information: 
 (1) Nature of industry. 
 (2) Date or expected date of commencement of commercial production. 
 (3) In case of new companies, expected date of commencement of activities as per project 

approved by financial institutions appearing in the prospectus. 
 (4) Financial performance based on given indicators. 
 (5) Export performance and net foreign exchange collaborations. 
 (6) Foreign investments or collaborators, if any. 
 II. Information about the managerial person being appointed 
 (1) Background details. 
 (2) Past remuneration. 
 (3) Recognition or awards. 
 (4) Job profile and his suitability. 
 (5) Remuneration proposed. 
 (6) Comparative remuneration profile with respect to industry, size of the company, profile of the 

position and person (in case of expatriates the relevant details would be w.r.t. the country of 
his origin). 

 (7) Pecuniary relationship directly or indirectly with the company, or relationship with the 
managerial personnel, if any. 

 III. Other information 
 (1) Reasons of loss or inadequate profits. 
 (2) Steps taken or proposed to be taken for improvement. 
 (3) Expected increase in productivity and profits in measurable terms. 
 IV. Disclosures 
 (1) The shareholders of the company shall be informed of the remuneration package of the 

managerial person. 
 (2) The following disclosures shall be mentioned in the Board of director's report under the 

heading 'Corporate Governance', if any, attached to the annual report:— 
 (i) all elements of remuneration package such as salary, benefits, bonuses, stock options, 

pension, etc. of all the directors; 
 (ii) details of fixed component and performance linked incentives along with the 

performance criteria; 
 (iii) service contracts, notice period, severance fees; 
 (iv) stock option details, if any, and whether the same has been issued at a discount as well as 

the period over which accrued and over which exercisable. 
24. Requirement of approval by way of an ordinary resolution passed in general meeting of members 

In the following cases the appointment of managerial person shall be made by the members at the 
general meeting by way of an ordinary resolution:— 
 (a) where a company having adequate profit in any financial year and remuneration payable by the 

company is subject to the provisions of sections 198 and 309, by way of salary, dearness 



 
allowance, perquisites, commission and other allowances, is not exceeding 5% of its net profits for 
one such managerial person, and if there is more than one such managerial person, 10% for all of 
them together; and 

 (b) where in any financial year during the currency of tenure of the managerial person a company has 
no profits or its profits are inadequate, the remuneration payable to managerial person by way of 
salary, dearness allowance, perquisites and other allowances not exceeding the receiling limit of 
Rs. 24,00,000 per annum or Rs. 2,00,000 per month calculated on the scale as given in 
Notification No. GSR 36(E), dated 16th January, 2002. 

25. Requirement of approval by way of a special resolution passed in general meeting of members 
In the following cases the appointment of managerial person shall be made by the members at the 

general meeting by way of a special resolution:— 
 (a) if the appointee has not completed the age of 25 years, but has attained the age of majority or he 

has attained the age of 70 years; 
 (b) where in any financial year during the currency of tenure of the managerial person a company has 

no profits or its profits are inadequate, and the proposed remuneration to managerial person by 
way of salary, dearness allowance, perquisites and other allowances not exceeding the limit of Rs. 
48,00,000 per annum or Rs. 4,00,000 per month calculated on the scale as given in Notification 
No. GSR 36(E), dated 16th January, 2002. 

26. Tenure of appointment 
In terms of the amendments made by in Schedule XIII of the Companies Act, 1956 vide Notification 

No. GSR 36(E), dated 16th January, 2002 a company may appoint managerial person for a period of five 
years at a time. 

However, if a company proposes to pay remuneration in excess of Rs. 24,00,000 p.a. or Rs. 2,00,000 
p.m. and the company has no profits or its profits are inadequate, the remuneration will be approved for a 
period not exceeding three years at a time. 
27. Maximum remuneration payable to managerial person in case he is a managerial personnel in 
two companies 

Section III of Part II of Schedule XIII to the Companies Act, 1956 inter alia provides that the total 
remuneration which can be paid by two companies in which an individual is a managerial person shall not 
exceed the higher maximum limit admissible from any one of the companies of which he is a managerial 
person. It is to be noted that Section III is also subject to the provisions of Sections I and II. 

As per Press Note No. 2/96, dated 16-9-1996 issued by the Department of Company Affairs vide F. 
No. 1/18/96-CL V inter alia provides that a person who is a managerial person in more than one company 
shall be able to draw remuneration from one or both the companies. 

For making payment to a managerial person from two companies, the following steps are to be 
taken:— 
 (i) ascertain that which of the following two sections is applicable to both the companies of which 

one common individual is a managerial person; 
  Section I — Remuneration payable by companies having profits. 
  Section II — Remuneration payable by companies having no profits or inadequate profits. 
 (ii) working out of maximum remuneration which can be paid to the managerial person by each 

company separately, the higher of above two maximum limits will be the ceiling on total 
maximum remuneration which can be paid to such managerial person by both companies taken 
together. 



 
PAYMENT OF REMUNERATION TO MANAGERIAL PERSON WITH THE APPROVAL OF 

THE CENTRAL GOVERNMENT 
28. Requirement of approval of the Central Government for payment of remuneration to managerial 
person 

A company which has no profits or has inadequate profits shall not pay to its directors, including any 
managing or whole-time director or manager, by way of remuneration any sum exclusive of any fees 
payable to directors under section 309(2), except with the previous approval of the Central Government. 
[Section 198(4)] 

However, approval of the Central Government shall not be required for payment of remuneration to its 
managerial person if the appointment has been made in accordance with the provisions of section 269 read 
with Schedule XIII to the Act. [Section 198(4)] 
29. Compulsory requirement of approval of the Central Government for appointment of managerial 
personnel 

If the appointment and remuneration of a managerial person has not been made in accordance with the 
provisions of Schedule XIII, it shall be got approved by the Central Government. In order to obtain 
approval of the Central Government, application shall be made in the prescribed Form 25A within a period 
of ninety days from the date of appointment. 

Following are the other provisions in this regard in case of a company having adequate profits:— 
 (i) Section 198 places a ceiling on the overall maximum managerial remuneration. The total 

managerial remuneration payable by a public company or a private company which is a subsidiary 
of a public company to its directors and its manager in respect of any financial year, shall not 
exceed 11% of the net profits of that company for that financial year. Net profits are required to be 
computed in the manner laid down in sections 349 and 350 except, that the remuneration of the 
directors shall not be deducted from the gross profit. 

 (ii) Section 309(3) says that a director who is either in the whole-time employment of the company or 
a managing director may be paid remuneration either by way of a monthly payment or at a 
specified percentage of the net profits of the company or partly by one way and partly by the other 
with the approval of the Central Government and such remuneration shall not exceed 5% of the 
net profits for one such director, and if there is more than one such director, 10% for all of them 
put together. 
Approval of the Central Government for payment of remuneration shall be necessary only if 
remuneration exceeds 5% of the net profits for one such director, and if there is more than one 
such director, 10% for all of them put together. This aforesaid limit is applicable in the case of a 
company having profits. 

30. Compulsory requirement for prior approval for payment of remuneration exceeding the ceiling 
limit of Rs. 48,00,000 p.a. or Rs. 4,00,000 p.m. 

In the case of a company having negative or zero effective capital and proposes to pay managerial 
remuneration to a person in excess of Rs. 48,00,000 p.a. or Rs. 4,00,000 p.m. calculated on the scale in 
terms of the amendments made in Schedule XIII of the Companies Act, 1956 vide Notification No. GSR 
36(E), dated 16th January, 2002 the appointment of such managerial person shall be made subject to the 
prior approval of the Central Government. 
31. Increase in remuneration and requirement for approval of the Central Government 

Section 310 stipulates that in case of a public company, or a private company which is a subsidiary of a 
public company, any provision relating to increase in the remuneration of any director including a 
managing or whole-time director, or any amendment thereof, which purports to increase or has the effect of 
increasing, whether directly or indirectly the amount thereof shall not have any effect— 
 (a) in cases where Schedule XIII is applicable, unless such increase is in accordance with the 

conditions specified in that Schedule; and 



 
 (b) in any other case, unless it is approved by the Central Government; and the amendment shall 

become void if, and in so far as, it is disapproved by that Government. 
The provision relating to the remuneration may be contained in the company's Memorandum or 

Articles, or in any agreement entered into by it, or in any resolution passed by the company in general 
meeting or by its Board of directors. 

Following are the other important provisions in this regard:— 
 (1) Approval of the Central Government shall be obtained where the provision for increase in 

remuneration is not in accordance with the provisions of Schedule XIII to the Act. In order to 
obtain approval of the Central Government, application shall be made in the prescribed e-Form 
25A. (Previously it was required to submit in the Form 26, which has been merged with an e-Form 
25A vide Notification No. GSR 56(E) dated 10th Feb., 2006) 

 (2) Section 310 does not apply to an independent private company. It also does not apply to a 
Government Company — DCA Notification No. GSR 235, dated 31-1-1978. 

32. Reimbursement of expenditure incurred on specialised medical treatment of a managerial person 
required approval of the Central Government 

The DCA has, vide its Circular Letter No. 2/S1/CL-VII/95, dated 7-11-1996, has clarified that any 
proposal for reimbursement of expenditure incurred on specialised medical treatment of managing director 
or whole-time director or manager over the ceiling mentioned in the total managerial remuneration package 
would require approval of the Central Government under section 310 of the Companies Act, 1956. In order 
to obtain approval of the Central Government, an application should be preferred with the Central 
Government in the prescribed e-Form 25A (Specimen of e-Form 25A has been given in the Chapter 1) after 
complying with the required formalities. Such proposals are normally considered by the Central 
Government within the framework of the policy as stated below:— 
 (a) Having regard to the improved medical facilities available in India, the managerial personnel 

should obtain specialised treatment abroad only in exceptional and deserving cases. All proposals 
for reimbursement on specialised medical treatment abroad must invariably be accompanied by an 
essentiality certificate issued and signed by Director General of Health Services of the concerned 
State Government/Union Territory. The requirement for production of essentiality certificate may 
however, be waived on the satisfaction of the Central Government in genuine and deserving cases 
of medical emergency as a special case. Such proposals may be considered on merits on the basis 
of the circumstances of the case, financial position of the company, period of association of the 
concerned managerial personnel with the company, amount of total managerial remuneration and 
medical reimbursement paid to the managerial personnel in the past and other relevant factors. 

 (b) The ceiling on reimbursement of medical expenses on specialised medical treatment abroad 
(inclusive of air fare, boarding/lodging for the patient and the attendant, where the Director 
General of Health Services considers it necessary that the attendant should accompany the patient) 
is Rs. 9 lakhs only. 

 (c) The proposal for increase in the remuneration by way of reimbursement of medical expenses on 
specialised treatment abroad is considered in respect of the managerial personnel himself/herself 
and not his/her family members or dependents. 

 (d) It should be noted that any claim for an amount in excess of Rs. 9 lakhs would not be entertained 
by the Central Government. 

 (e) The application under section 310 of the Companies Act, in this regard, should be preferred within 
the currency of the tenure of the managerial personnel concerned. 

33. Payment of guarantee commission to the managing or whole-time director is remuneration which 
requires approval of the Central Government 

It has been mentioned in the 14th Annual Report on the Working and Administration of the Companies 
Act, 1956, year ended March 31, 1970, that the guarantee commission is nothing but a sum of remuneration 
within the meaning of section 309 requiring approval of the Central Government. Payment of such 



 
guarantee commission, and particularly to managing/whole-time directors, etc. will not normally be 
approved. 
34. Amendment of provisions relating to the managing, whole-time director or non-rotational 
directors require approval of the Central Government 

In the case of a public company, or a private company which is a subsidiary of a public company, an 
amendment of any provisions relating to the appointment or re-appointment of a managing, whole-time 
director or of the directors not liable to retire by rotation, whether that provision be contained in the 
company's Memorandum or Articles, or in any agreement entered into by it, or in any resolution passed by 
the company in general meeting or by its Board of directors shall not have any effect unless approved by 
the Central Government and the amendment shall become void if, and in so far as, it is disapproved by that 

Government. An application in the prescribed e-Form 25B electronically has to be made to the Central 
Government (See Specimen of e-Form 25B in Appendix 2). 

The application need not be made where a new provision regarding appointment or re-appointment of 
a managing director, whole-time director or director not liable to retire by rotation is to be inserted. The 
approval would be required only when an existing provision in the Articles of Association is amended. 

 

Appendix 1 
Specimen of the Resolutions 

I. Board resolution for constituting and appointing Remuneration Committee 
The Chairman appraised that in terms of the provisions of Schedule XIII of the Companies Act, 1956 

the Company has to appoint an independent Remuneration Committee of the Board. The Board considered 
that the Committee should have at least three non-executive independent director. After considering the 
status of directors, the Board passed the following resolution unanimously. 

RESOLVED THAT pursuant to the provisions of Schedule XIII of the Companies Act, 1956 and in 
accordance with the provisions of Article of Association of the Company, the Board hereby constitute 
and appoint a Committee of the Board of directors, named as 'REMUNERATION COMMITTEE' 
consisting of the following directors of the company: 
COMMITTEE MEMBERS: ——————————————————————————————————————— 
S. No. Name Designation Position in Committee ——————————————————————————————————————— 
1. Shri KCS Director Chairman 
2. Shri GSK Director Member 
3. Shri MSS Director Member ——————————————————————————————————————— 
FURTHER RESOLVED THAT the Remuneration Committee shall have powers to act in 
accordance with the provisions of the Articles of Association of the Company read with the Schedule 
XIII to the Companies Act, 1956. 
DECISION & VOTING POWERS: 
All the decision of the committee shall be taken by vote of majority. Members of the committee shall 
be entitled to vote, in case of equality, the Chairman shall have one additional casting vote. 
TENURE OF THE COMMITTEE: 
The Committee shall continue to be in function as a Committee of the Board until otherwise resolved 
by the Board, to carry on the functions of the Committee in relations of the determination of the 
remuneration payable to the executive and other non executive directors, recommendation for 
appointment/re-appointment of the Executive Directors, revision in the remuneration of the existing 
executive directors of the company from time to time. 
MEETINGS: 
The Committee shall meet on the reference made by the Board to the Committee for proposal for 
appointment, re-appointment, determination of the fixation of the remuneration, revision in the 



 
remuneration payable to the managing director/whole-time director of the Company from time to time. 
The Committee on any matter relating to the reference made to it shall submit a report along wit the 
resolution passed by it to the Board from time to time. 
The Chairman of the Remuneration Committee shall attend the annual general meeting of the 
Company to provide any clarification on matter relating to the remuneration payable to the directors of 
the Company. 

II. Board resolution for consideration of matter relating to appointment of the Whole-time Director 
The Chairman informed that Ms. Abha Jaiswal was appointed by the Board as the director of the 

Company w.e.f. 30th January, 2005. The Board considered for needs to appoint Ms. Abha Jaiswal as the 
Whole-time Director of the Company. 

The Board considered that in terms of the amendments made in the Schedule XIII of the Companies 
Act, 1956, the Company is required to refer the matter to the independent Remuneration Committee for the 
purpose to consider, determine and approval for the appointment and remuneration payable to her who is 
proposed to be appointed as Whole-time Director of the Company. 

The Board considered and after due consideration passed the following resolution unanimously: 
RESOLVED THAT pursuant to the provisions of Schedule XIII to the Companies Act, 1956, the 
Board of directors of the Company be and is hereby submit reference to the Remuneration Committee 
to determine and approval of the terms of appointment of Ms. Abha Jaiswal as the Whole-time 
Director and to fix her remuneration payable as a Whole-time Director of the Company. 
FURTHER RESOLVED THAT complete details of the Ms. Abha Jaiswal be provided to the 
Remuneration Committee along with the Balance Sheets as may be required by the Remuneration 
Committee. 
FURTHER RESOLVED THAT the Remuneration Committee be requested to submit its report and 
approval by way of resolution passed in the Committee meeting on the above said matters as it may 
considers appropriate in the interest of the Company within a period of one month from the date of 
reference. 

III. Resolution passed by the Remuneration Committee for the appointment of the Whole-time 
Director 

The Chairman informed that Ms. Abha Jaiswal was appointed by the Board as the director of the 
Company w.e.f. 30th January, 2006. The Committee considered that looking into the provision of Schedule 
XIII of the Companies Act, 1956, the Board has given a reference to the Committee for consideration and 
recommendation on the appointment, terms, conditions and remuneration payable to Ms. Abha Jaiswal as 
the Whole-time Director which may be further considered by the Board before placing of the business at 
the general meeting for the approval of the members. 

The Committee considered the various matters relating thereto including, the profitability of the 
Company, qualification and experience of Ms. Abha Jaiswal, existing remuneration payable to the 
Managing and Whole-time Directors, future business prospectus, effect of her appointment in the effective 
management of the affairs of the company etc. 

After due discussion the Committee passed the following resolution unanimously: 
RESOLVED THAT pursuant to the provisions of section 198, 269, 302, 309, 310 and 311 read with 
Schedule XIII of the Companies Act, 1956 and other applicable provisions, if any, of the Companies 
Act, 1956 (including any statutory modifications or re-enactment thereof for the time being enforce) 
the Remuneration Committee be and hereby recommend to the Board for the appointment of Ms. Abha 
Jaiswal as Whole-time Director and designated as the Executive Director of the Company for a period 
of five years w..e.f. 1st April, 2006 on the salary, allowances and perquisites as under: 

 (a) Salary: Rs. 22,500 per month. 
 (b) Perquisites: Subject to the ceiling of Rs. 2,40,000 per annum. 



 
Category A: 

 (i) House rent allowance subject to a maximum of 50% of the salary or house accommodation 
shall be provided by the Company and 10% of salary shall be recovered by way of rent. 

  Expenditure incurred by the Company on her electricity, water and furnishing shall be 
evaluated as per Income-tax Rules, 1962 subject to a ceiling of 10% of salary. 

 (ii) Re-imbursement of medical expenses of the Whole-time Director and his family, the total cost 
of which to the Company shall not exceeding one month salary in the year or three months 
salary in a block of three years. 

 (iii) Leave travel assistance: Expenses incurred for self and family and family in accordance with 
the Rules of the Company. 

 (iv) Club Fees: subject to a maximum of two clubs this will not include admission and life 
membership. 

 (v) Personal accident insurance premium: not exceeding Rs. 4,000 P.A. 
 (vi) Contribution to Provident Fund & Family Benefit Funds: As per Rules of the Company. 

Category B: 
 (i) Car: The Company shall provide a car for the Company's business and, if no car is provided 

reimbursement of the conveyance shall be made on actual basis as may be claims made by 
him. 

 (ii) Gratuity: As per rules of the Company, subject to a maximum ceiling as may prescribed in 
under the Payment of Gratuity Act from time to time. 

 (iii) Earned Privilege Leave: As per the rules of the Company subject to the condition that the 
leave accumulated but not availed of will be allowed to be encashed for 15 days salary for 
every year completed services at the end of the tenure. 

 (iv) Telephone: Free use of telephone at his residence provided that personal long distance calls 
on the telephone shall be billed by the Company to the Whole-time Director. 

Note.—For the purpose of perquisites stated in Category "A" above, "Family" means the spouse, 
the dependent children and dependent parents of the appointee. (a) Salary: Rs. 20,000 per month, with 
the annual increment of Rs. 5,000 only. 
FURTHER RESOLVED THAT in the event of there being loss or inadequacy of profit for any 
financial year, the aforesaid remuneration payable to Ms. Abha Jaiswal shall be the minimum 
remuneration payable to her in terms of the provisions of Schedule XIII to the Companies Act, 1956. 
RESOLVED FURTHER THAT Ms. Abha Jaiswal shall also be entitled for the reimbursement of 
actual entertainment, traveling, boarding and lodging expenses incurred by her in connection with the 
Company's business and such other benefits/amenities and other privileges, as any from time to time, 
be available to other Senior Executives of the Company. 
RESOLVED FURTHER THAT Shri JPS, the Chairman of the meeting be and is hereby requested to 
submit the minutes of the Committee meeting to the Board of directors for their further needful. 

IV. Board resolution for the consideration of the approval of the Remuneration Committee 
The Chairman placed before the Board report of the Remuneration Committee constituted by the 

Board recommending remuneration payable to Ms. Abha Jaiswal on appointment as the Whole-time 
Director of the Company designated as Executive Director. 

The Board discussed the various aspects of the report of the Committee and analysed the amount of 
salary, other perks and perquisites forming part of the remuneration payable to Ms. Abha Jaiswal. 

The Board approved the recommendation of the Remuneration Committee and decided to seek 
approval of the members at the next annual general meeting on the same terms, conditions and 
remuneration as approved by the Board. 



 
V. General meeting resolution for appointment of the Whole-time Director 

RESOLVED THAT pursuant to the provisions of section 198, 269, 302, 309, 310 read with Schedule 
XIII and other applicable provisions of the Companies Act, 1956 (including any statutory 
modifications or re-enactment thereof for the time being in force) the approval of the Company be and 
is hereby granted for appointment of Ms. Abha Jaiswal as the Whole-time Director of the Company 
and designated as the Executive Director of the Company for a period of five years w..e.f. 1st April, 
2006 on the following terms, conditions and remuneration as approved by the Remuneration 
Committee of the Board of Directors of the Company: 

 (a) Salary: Rs. 22,500 per month. 
 (b) Perquisites: Subject to the ceiling of Rs. 2,40,000 per annum. 

Category A: 
 (i) House rent allowance subject to a maximum of 50% of the salary or house accommodation 

shall be provided by the Company and 10% of salary shall be recovered by way of rent. 
  Expenditure incurred by the Company on his electricity, water and furnishing shall be 

evaluated as per Income-tax Rules, 1962 subject to a ceiling of 10% of salary. 
 (ii) Re-imbursement of medical expenses of the Whole-time Director and his family, the total cost 

of which to the Company shall not exceeding one month salary in the year or three months 
salary in a block of three years. 

 (iii) Leave travel assistance: Expenses incurred for self and family and family in accordance with 
the Rules of the Company. 

 (iv) Club Fees: subject to a maximum of two clubs this will not include admission and life 
membership. 

 (v) Personal accident insurance premium: not exceeding Rs. 4,000 P.A. 
 (vi) Contribution to Provident Fund & Family Benefit Funds: As per Rules of the Company. 

Category B: 
 (i) Car: The Company shall provide a car for the company's business and, if no car is provided 

reimbursement of the conveyance shall be made on actual basis as may be claims made by 
her. 

 (ii) Gratuity: As per rules of the company, subject to a maximum ceiling as may prescribed in 
under the Payment of Gratuity Act from time to time. 

 (iii) Earned Privilege Leave: As per the rules of the Company subject to the condition that the 
leave accumulated but not availed of will be allowed to be encashed for 15 days salary for 
every year completed services at the end of the tenure. 

 (iv) Telephone: Free use of telephone at his residence provided that personal long distance calls 
on the telephone shall be billed by the Company to the Whole-time Director. 

Note.—For the purpose of perquisites stated in Category "A" above, "Family" means the spouse, the 
dependent children and dependent parents of the appointee. 
FURTHER RESOLVED THAT in the event of there being loss or inadequacy of profit for any 
financial year, the aforesaid remuneration payable to Ms. Abha Jaiswal, shall be the minimum 
remuneration payable to her in terms of the provisions of Schedule XIII to the Companies Act, 1956. 
RESOLVED FURTHER THAT Ms. Abha Jaiswal, the Whole-time Director shall also be entitled for 
the reimbursement of actual entertainment, traveling, boarding and lodging expenses incurred by her in 
connection with the Company's business and such other benefits/amenities and other privileges, as any 
from time to time, be available to other Senior Executives of the Company. 
RESOLVED FURTHER THAT the Board be and is hereby authorised to do all such acts, deeds, 
matters and things as in its absolute discretion, it may consider necessary, expedient or desirable, and 



 
to settle any question, or doubt that may arise in relation thereto and the Board shall have absolute 
powers to decide break up of the remuneration within the above said maximum permissible limit and 
in order to give effect to the foregoing resolution, or as may be otherwise considered by it to be in the 
best interest of the Company. 

 

Appendix 2 
Specimen of e-Form 25B 

Form of application to the Central Government for approval to amendment of provisions 
relating to managing, whole-time or non-rotational directors 

[Pursuant to section 268 of the Companies Act, 1956] 
Note.—All fields marked in * are to be mandatorily filled. 
1. (a) *Corporate identity number (CIN) of company  XXXXXXXXXXXXXXXX 
  
 (b) Global location number (GLN) of company   
  
2. (a) Name of the company  GREAT LTD. 
  
 (b) Address of the registered office of the company 1234, KANCHAN BAGH INDORE 

(M.P.) 452001 
3. *Numbers of directors   4  
4. *Proposal and reason(s) for which government's approval is sought 

It is proposed to amend the provisions for appointment of the managing and whole-time director 
for a period of 5 years at a time, in place of the existing provisions for a period of two years. 
The amendment is proposed to give continuity as well as stability in the office of the managing 
or whole time director and to avoid unnecessary administrative burdens for compliance of 
various provisions relating thereto. 

5. (a) *Whether the proposal has been approved by the board of directors  Yes  No 

 (b) *Whether the proposal was approved by company in general meeting  Yes  No 

6. (a) *Whether the company has obtained any loans from banks or financial institutions  Yes  No 

 (b) *Whether banks or financial institutions hold any shares of the company  Yes  No  
Attachments 

1. *Copies of the proceedings along with resolution of the board and general body 
meeting of the company. 

Attach 

2. *Newspaper clippings in which notices pursuant to section 640B have been 
published. 

Attach 

3. Certified copy of the Memorandum and Articles of the Company. Attach 
4. No objection certificate from concerned banks or financial institutions. Attach 
5. Optional attachment(s) — if any.  

Declaration 
To the best of my knowledge and belief, the information given in this application and its attachments is 
correct and complete. 
I have been authorised by the board of directors' resolution dated * 01/01/2007   
(DD/MM/YYYY) to sign and submit this application. 



 
To be digitally signed by 

Managing director or director or manager or secretary of the company SM 
 

For office use only 
Digital signature of the authorising officer 
This e-Form is hereby approved   
This e-Form is hereby rejected   

 

Annexure 1 to Appendix 2 
Specimen of special resolution passed at the Extraordinary General Meeting of the members 

of the company 
That the Articles of association of the company be altered in the manner following: 

"Provided that the Managing Directors or whole time directors of the company shall be appointed by 
the company in general meting for a period not exceeding five years at a time." 

 

Annexure 2 to Appendix 2 
Specimen of the notice published in the newspapers 

GREAT G LIMITED 
Regf.Office: 1234, Kanchan Bagh, Indore (M.P.) 

NOTICE 
NOTICE is hereby given that the company intends to make an application to the Central Government 

for its approval under section 268 of the Companies Act, 1956 to the amendment of Article 124 of the 
Company's Articles of Association by the addition of a proviso thereto making suitable provision relating 
to appointment of the Managing Directors and Whole-time Directors for a period not exceeding five years 
at a time.  
   By order of the Board 

Indore, ABHA JAISWAL 

1st Jan., 2007 COMPANY SECRETARY 



 

 
Chapter 3 

 

Remuneration to Ordinary Directors 
Synopsis 

1. Meaning of 'Ordinary' or 'Non-Executive Director'  
2. Ceiling on remuneration of ordinary or non-executive directors  
3. Quantum of commission that may be paid to non-executive directors  
4. Commission may be paid to all non-executive directors  
5. Prior approval of the members  
6. Special resolution shall be valid for a period of five years  
7. Renewal of special resolution  
8. Articles must provide for remuneration to non-executive directors  
9. Central Government's approval  
10. Application to the Central Government  
11. Copy of application to the Registrar  
12. Excess remuneration, if any, paid to directors  
13. Payment of traveling, boarding and lodging expenses  
14. Payment of guarantee commission to directors is not remuneration  
Appendix 1 Specimen of special resolutions  
Appendix 2 Specimen of special resolution for approval of the members for inclusion of a 

provision in the Articles for payment of remuneration to Non-executive Directors  
Appendix 3 Specimen of Board resolution for waiver of recovery of remuneration  
1. Meaning of 'Ordinary' or 'Non-Executive Director' 

Non-executive directors are those on the Board of a company who are other than a managing or whole-
time director. These non-executive directors normally receive only sitting fees for every meeting of the 
Board and Committee attended by them. 

Therefore, a director who is neither in the whole-time employment of the company nor a managing 
director is called an ordinary director or non-executive director. 
2. Ceiling on remuneration of ordinary or non-executive directors 

Sections 309(4) and 309(7) deals with remuneration payable to the part time directors, that is to say the 
directors who are neither in the whole-time employment of the company nor a managing director, within 
the overall limit stipulated in section 198(1) and further in section 309(4) itself. 

Section 309(4) authorises payment of remuneration to part time directors in two alternative ways:— 
 (i) by way of monthly, quarterly or annual payment with the approval of the Central Government; 

and/or 
 (ii) by way of commission without the approval of the Central Government, subject to the approval of 

the members by way of special resolution. 
Therefore, if the commission payable exceeds the limit, payment can be made only with the approval 

of the Central Government. 
3. Quantum of commission that may be paid to non-executive directors 

Section 309(4) provides that a director or directors who is/are not managing or whole-time directors 
may be paid remuneration periodically with the approval of the Central Government or may be paid 
commission, provided the said remuneration shall not exceed 1% of the net profits if the company has a 
managing or whole-time director and 3% in other cases. The net profits shall be computed in terms of 
sections 198, 349 and 350 of the Act. 



 
4. Commission may be paid to all non-executive directors 

At the time of initiating the payment of commission to non-executive directors, subject to necessary 
approvals, the Board may decide that the same shall be shared equally by and amongst all such directors or 
in any other way as may be approved by the Board or as prescribed in the Articles. 
5. Prior approval of the members 

Besides the approval of the Central Government, no payment to non-executive directors without the 
prior approval of the company in general meeting accorded by a special resolution in terms of section 
309(4) can be made. (Appendix 1) 
6. Special resolution shall be valid for a period of five years 

The approval of members by way of special resolution will be valid at a time for a period of five years. 
The said approval shall be prior to the payment of the commission. 
7. Renewal of special resolution 

The special resolution passed under section 310(4)(b) is valid for a period of 5 years at a time, it may 
be renewed for a further period of five years at a time and any renewal must be done not earlier than one 
year from the date on which it is to come into force. 
8. Articles must provide for remuneration to non-executive directors 

If there is no provision in the articles for payment of remuneration to non-executive directors, action 
shall first be taken to amend the provisions of articles to include a suitable provision by way of a special 
resolution at a general meeting. (Specimen of the resolution has been given in Appendix 2) 
9. Central Government's approval 

Although the section prescribes that the approval of the Central Government is necessary only for 
payment of fixed remuneration to non-executive directors, it is found that the Department is of the view 
that a company cannot pay commission to non-executive directors based on 1% or 3% of net profits, as the 
case may be, without the prior approval of that government on the ground that any such payment would 
mean increase in the remuneration to a director which would attract the provisions of section 310 and thus 
need the approval of the Central Government. 

The Government's view is that where directors receive fees for Board meetings attended by them, 
proposal for payment of commission or other remuneration to them would mean increase in remuneration 
under section 310. However, where the directors do not receive Board meeting fees or other remuneration, 
Central Government's approval is required as any remuneration proposed to be paid will be deemed to be 
an increase in remuneration and will require approval of the Government under section 310 and also 
approval of members by special resolution. 
10. Application to the Central Government 

The application for payment of remuneration to non-executive directors shall be made in e-Form 25A. 
(Previously in the Form 26, which has been merged in the e-Form 25A by the Notification No. GSR 56(E) 
dated 10th Feb., 2006) Before making the application, the company shall publish a notice to the members of 
the company indicating the nature of the application proposed to be made, one in a newspaper in the 
principal language of the district in which the registered office is situated and also in an English newspaper 
circulating in that district. Copies of the notices duly certified as to date of publication shall be sent with the 
application. Fees as prescribed in the Companies (Fees on Applications) Rules, 1999 shall accompany the 
application. 

It may be noted that no form is prescribed for making application to the Central Government under 
section 309(4) for payment of remuneration in excess of 1% or 3%. But where application is made under 
section 310 even for payment within 1% or 3%, the application shall be in the prescribed Form 26 besides 
issue of general notice under section 640B. 
11. Copy of application to the Registrar 

Copy of the above application shall be forwarded to the Registrar of Companies also. 



 
12. Excess remuneration, if any, paid to directors 

If any director draws remuneration in excess of the limits provided in section 309 or without the 
approval of the Central Government, where required, he shall refund such excess to the company unless on 
an application made by the company, the Government waives the recovery for good and sufficient reasons. 
The application may be made in the form of a letter after it is approved by the Board. Such waiver of 
excess remuneration also requires the approval of members. (See Appendix 3) 
13. Payment of traveling, boarding and lodging expenses 

The Articles shall contain a provision for payment of traveling, boarding and lodging expenses to 
directors in connection with the business of a company. In this context the clarification vide Circular No. 
5/75, dated 1-2-1975 given by the DCA have been reproduced as under: 

"Whether the condition restricting traveling and daily allowances, which may be paid to the 
directors of the company for performing journeys on the business of the company to the limits laid 
down in rule 6D of the Income-tax Rules, 1962 should be imposed, has been considered in consultation 
with the Company Law Advisory Committee. Having regard to the various practical difficulties faced 
by the companies in complying with the aforesaid condition, the Central Government have decided 
that no such condition could be imposed. The companies may, however, be advised to ensure that the 
payment will be on the basis of actual expenditure and expenditure kept to the minimum." 

14. Payment of guarantee commission to directors is not remuneration 
The Department had issued earlier Circular No. 14/50-CL.V, dated 16-12-1969 according to which 

guarantee commission payable to the directors for personal guarantee on loans to the company was to be 
treated as remuneration under section 309(1) of the Companies Act, 1956. In Sussen Textile Bearings Ltd. v 
Union of India reported in (1984) 55 Comp Cas 492, it was held by Delhi High Court that guarantee 
Commission paid by a company to its director for standing surety for loans and credit facilities taken by the 
company was not a remuneration within the meaning of section 309 of the Companies Act, 1956 and 
approval of the Central Government was not necessary. [Circular No. 3/94 (F. No. 14/3/87-CL.V), dated 
16-2-1994] 

 
Appendix 1 

Specimen of special resolutions 
I. For payment of commission to Non-executive Directors 

RESOLVED THAT pursuant to Section 309 and all other applicable provisions, if any, of the 
Companies Act, 1956 ("the Act") and subject to all permissions, sanctions and approvals as may be 
necessary, approval of the Company be and is hereby accorded for the payment of commission to the 
Director(s) of the Company who is/are neither in the whole time employment nor managing 
director(s), in accordance with and upto the limits laid down under the provisions of Section 309(4) of 
the Act, computed in the manner specified in the Act, for a period of 5 years from the financial year 
commencing 1st April, 2006, in such manner and upto such extent as the Remuneration Committee of 
the Board may, from time to time, determine. 
RESOLVED FURTHER THAT for the purpose of giving effect to this resolution, the Board and/or 
Remuneration Committee constituted by the Board be and are hereby authorised to take all actions and 
do all such deeds, matters and things, as it may in its absolute discretion deem necessary, proper or 
desirable and to settle any question, difficulty or doubt that may arise in this regard. 

Explanatory statement 
The Board at its meeting held on February 8, 2006 adopted the "XYZ Group– Corporate Governance 

Policies and Code of Conduct" which emphasises Company's adherence to the globally acclaimed best 
corporate governance principles. The said principles, inter alia, envisage a performance driven 
remuneration policy. 



 
The Chairman and the non executive Directors are required to devote more time and attention, more so 

with the requirements of the revised Corporate Governance Policies. The Board therefore recognizes the 
need to suitably remunerate the Director(s) of the Company who are neither in the whole time employment 
nor managing director(s) with such commission upto a ceiling of 1% (if the Company has a managing or 
whole time director or manager) or 3% (if the Company has no managing or whole time director or 
manager) of the net profits of the Company, every year, computed in the manner specified in the Act, or 
such other limit as may be approved by the Central Government, for a period of 5 years from the financial 
year commencing 1st April, 2006. 

The quantum of the said commission will be apportioned amongst the non-executive Directors 
including Chairman commensurate with their respective performance, which will be adjudged by the 
Remuneration Committee of the Board, based on pre-defined qualitative and quantitative parameters. 

The Board of Directors accordingly recommends the resolution set out at Item No. ….. of the 
accompanying Notice for the approval of the Members. Your approval is sought by voting by Postal Ballot 
in terms of the provisions of Section 192A of the Companies Act, 1956, read with the provisions of the 
Companies (Passing of Resolutions by Postal Ballot) Rules, 2001. 

All the non executive Directors of the Company, may be deemed to be concerned or interested in this 
resolution to the extent of commission that may be payable to them from time to time. 

 
Appendix 2 

Specimen of special resolution for approval of the members for inclusion of a 
provision in the Articles for payment of remuneration to Non-executive Directors 

RESOLVED THAT the Articles of Association of the company be altered by incorporating therein a 
new article being numbered 115A after the existing article 115 thereof: 
"115A. Subject to the provisions of section 309 and other applicable provisions of the Act, the 
directors of the company (other than a managing or a whole-time director) may be paid remuneration 
in addition to fees, if any, paid to them for meetings of the Board/Committee attended by them, by way 
of commission or by way of monthly, quarterly or annual payment, if the company in general meeting 
by a special resolution authorises such payment provided that such remuneration to all such directors 
shall not in the aggregate exceed 3% of the net profits of the company where there is no managing or 
whole-time director or manager in the company and 1% of the net profits of the company in other 
cases, which may be increased to 5% of the net profits of the company if the company in general 
meeting by special resolution so resolves, the said net profits having to be computed in the manner laid 
down in sub-section (5) of section 309 of the Act as may be applicable from time to time and that such 
remuneration shall be paid to all the directors for the time being in office (other than a managing or a 
whole-time director) or to one or more of them in such proportion as the Board may by resolution 
decide or equally amongst all such directors where the Board does not so decide." 

Reference notes 
If there is no provision in the Articles for payment of commission or other remuneration to non-

executive directors, the draft resolution as set out above may be recommended by the Board for the 
consideration and approval of members. 

An explanatory statement on the following lines may be annexed to the notice in respect of the 
meeting. "In the light of the services rendered by the non-executive directors for the business of the 
company it is considered desirable that they shall be paid commission upto the scale laid down in section 
309(4) and other provisions contained in the Companies Act, 1956, provided the proposal is approved by 
the members by a special resolution and further by the Central Government where such approval becomes 
necessary from time to time. To enable the Board to pay commission to non-executive directors as above 
stated, primarily the Board shall be vested with the power by the articles of association of the company. 
The special resolution set out in the notice is for the purpose of inclusion of a provision in the Articles. 



 
The non-executive directors would be deemed to be interested in the resolution to the extent of the 

remuneration they would get when the Board exercises the said power proposed to be incorporated in the 
articles. The Board recommends the draft resolution for the approval of the members. 

 
Appendix 3 

Specimen of Board resolution for waiver of recovery of remuneration 
RESOLVED THAT subject to the approval of Central Government pursuant to sub-section (5B) of 
section 309, consent of the Board be and is hereby accorded for waiver from recovery of excess 
amount of remuneration already paid to Mr. .............. Managing Director of the company for the 
financial year .............. in excess of the limits prescribed in Part II of Schedule XIII to the Act. 
RESOLVED FURTHER THAT Shri Pankaj Pabiya, the Company Secretary be and is hereby 
instructed to make the application to the Central Government pursuant to this resolution and that he is 
also authorised to do all such acts, deeds and things as may be required to be done in this regard 
including making of representation before the Central Government. 

Alternate Specimen 
RESOLVED THAT subject to the approval of the Central Government recovery from Mr. A, the 
Managing Director of the Company, of a sum of Rs. ...... incurred for his hospitalisation and medical 
treatment in excess of and over the limit of the medical expenses allowed to be paid to him in terms of 
the Agreement, dated ........, between him and the Company as approved by the Central Government 
and the members in general meeting, be and is hereby waived. 

Explanatory statement 
The Agreement, dated ...... between the Company and Mr. A, its Managing Director, as approved by 

the Central Government, inter alia, provides that the Managing Director will be entitled to medical 
expenses actually incurred by him for self, wife and dependent children upto a limit of Rs. .... in every year 
of service, subject to a maximum of Rs. ............. for a period of two years of service. 

On ........ Mr. A, while on an Export Promotion tour of several countries in South East Asia, suffered a 
very serious heart attack and had to be immediately hospitalised in Hong Kong where he was under 
treatment upto....... 

The expenses of medical treatment and hospitalisation in Hong Kong, as you may well imagine, are 
quite high. On top of this, Mr. A had to remain under constant medical care even after his return to India. 
As a result, a sum of Rs. ..... has been incurred by the Company on account of Mr. A's hospitalisation and 
continuing medical treatment thereafter in excess of the permissible limits as specified in the aforesaid 
Agreement. 

The Company has already applied to the Central Government seeking its permission to waive recovery 
of the excess medical expenses incurred on behalf of Mr. A. 

Your Directors feel that the medical expenses in excess of the limits specified were absolutely 
unavoidable and wholly and exclusively due to the gravity of Mr. A's illness and the responsibility of the 
Company to ensure his complete recovery in the best interests of the company, would now like to have 
your consent to such waiver. 

No Director other than Mr. A is interested or concerned in the resolution. 
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