Managerial remuneration under Companies Act, 1956

Manager

A person having power of planning, directing and controlling are covered in management. For example: Directors, MD, Managers or person having same designation etc.

Managerial Remuneration

As per Companies Act, 1956 Managerial Remuneration should be include all the payment and benefit whichever incurred by the company on behalf of management. Managerial remuneration may include:
1. Salary
2. Commission
3. RFA
4. Life Insurance Policy
5. Membership fees of club
6. Cost of car facilities
7. Any other allowances of benefits.
8. 
Managerial remuneration is given on the basic of net profit. In case of shortage of profit or absence of profit it can be given on the basic of effective capital.

Maximum limit of managerial remuneration on the basic of net profit:

Situation-I
If company having only one whole time director or MD or Manager 		5% of Net Profit

Situation-II
If company having more than one whole time directors or MD or Managers	10% of Net Profit

Situation-III
If company having one part time director or MD or Manager			 3% of Net Profit

Situation-IV
Situation-I + Situation-III								6% of Net Profit

Situation-V
Situation-II + Situation-III							11% of Net Profit


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 ceiling limit of Rs.24,00,000/- p.a. or Rs. 2,00,000/- p.m. calculated on the following scale :
 
	Where the effective capital of company is 
	Monthly remuneration payable shall not exceed

	i)
	Less than Rs. 1 crore 
	Rs. 75,000

	ii)
	Rs. 1 crore or more but less than Rs. 5 cr. 
	Rs. 1,00,000

	iii)
	Rs. 5 crore or more but less than Rs. 25 cr. 
	Rs. 1,25,000

	iv)
	Rs. 25 crore or more but less than Rs. 50 cr. 
	Rs. 1,50,000

	v)
	Rs. 50 crore or more but less than Rs. 100 cr. 
	Rs. 1,75,000

	vi)
	Rs. 100 crore or more 
	Rs. 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;
i. 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.

B. [bookmark: 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 of company is 
	Monthly remuneration payable shall not exceed

	i)
	Less than Rs. 1 crore
	Rs. 1,50,000

	ii)
	Rs. 1 crore or more but less than Rs. 5 crore
	Rs. 2,00,000

	iii)
	Rs. 5 crore or more but less than Rs. 25 crore
	Rs. 2,50,000

	iv)
	Rs. 25 crore or more but less than Rs. 50 crore
	Rs. 3,00,000

	v)
	Rs. 50 crore or more but less than Rs. 100 crore
	Rs. 3,50,000

	vi)
	Rs. 100 crore or more
	Rs. 4,00,000



C. 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; 

Managerial Remuneration to Non Whole-Time Directors

As per section 198 of the Companies Act, the maximum managerial remuneration permissible is 11% of the net profits. If we practically analyse that 11%, first 5% percent is for the managing or whole-time directors, next 5% is for the second managing director, if there is any and only the balance 1% is left for the non whole-time directors. SEBI's requirement for listed companies to have independent directors in the Board imposes much more obligation on the non whole-time directors. Adequate compensation is absolutely essential to motivate the independent directors and to ensure their greater involvement in the company. The limits fixed under schedule XIII may require further revision in respect of the non whole-time directors. 

Schedule XIII and sitting fees to Managing and Whole-time directors

By virtue of the explanation given by the DCA, payment of sitting fees to managerial personnel is also treated as part of remuneration and in the case of Schedule XIII appointments, no sitting fees is payable unless specific provision is made in the appointment.

Effect of appointment in contravention of Schedule XIII
 
Appointment in contravention to Schedule XIII, when so declared by the Company Law Board has the following effects:-

a) The appointee is liable to refund the entire amount received as salaries, commission and
perquisites received or enjoyed by him. The company cannot waive the recovery unless approved by the Central Government u/s 309(5b).

b) Every officer in default and the appointee are liable for imprisonment upto 3 years and also fine of Rs.500/- for every day of default.

c) The offence is not compoundable under Section 621A.

Validity of appointment in case resolution authorizing the remuneration was not passed within 90 days of appointment by the shareholders

DCA had clarified that if the Board resolution, in respect of the remuneration package, was already filed along with Form No.25C with the concerned ROC and the shareholders subsequently ratified the same, then a) the resolution in the AGM/EGM, approving the appointment and/or remuneration, can be passed even after the expiry of 90 days from the date of appointment by the Board b) the same is not required to be filed with the ROC c) the appointment is valid and the company can make payment of remuneration.


