
Labour Codes Garage – All Matters Will Taught Here 
 
A series of cascading calculations attempting to model the impact of new labour codes 
on their company’s payroll. A seemingly simple change in the definition of 'wages' has 
thrown their entire salary structure, from provident fund contributions to gratuity and 
leave encashment, into a state of flux. 
 
"If we increase the basic pay to 50% for everyone, the gratuity liability balloons by 
nearly 20%. But if we don't, we're non-compliant. How do we explain a potential dip in 
take-home pay to the employees, even if their social security is stronger?" 
 
This scenario isn't fictional; it's a conversation echoing in boardrooms and finance 
departments across India. The four new labour codes—heralded as a landmark reform 
to simplify India's archaic web of labour laws—are finally on the horizon. While their 
promise is one of simplification and economic growth, the immediate reality for 
businesses is a significant operational overhaul. This isn't just a minor policy update; 
it's a fundamental shift in how Indian companies will manage their workforce, structure 
compensation and ensure labour law compliance. 
 
For HR leaders, CFOs and business owners, the question is no longer if these 
changes are coming, but are you ready for the payroll and policy overhaul? The 
following will serve as a strategic guide to navigating the new labour codes 2025, 
moving from confusion to clarity and from compliance risk to competitive advantage. 
 
De-Jargoning the Four Codes: What’s Really Changing? 
 
The Govt. of India has consolidated 29 diverse and often overlapping central labour 
laws into four comprehensive codes. The goal is to streamline compliance, improve 
the ease of doing business, and provide a robust safety net for workers. Let's break 
down what each code means in simple, relatable terms. 
 
1. Code on Wages, 2019 
 
This is, perhaps, the most talked-about of the four codes because of its direct and 
immediate financial implications. It subsumes laws related to minimum wage, bonus 
payments, and equal remuneration. 
 
The Game-Changer: 
 
The code introduces a new, uniform definition of 'wages'. The core provision states 
that allowances (like HRA, travel allowance, and special allowances) cannot exceed 
50% of an employee's total remuneration. Consequently, the 'basic pay' component of 
the salary must be at least 50% of the total. 
 
Callout Quote: "The 50% rule for basic pay is the epicenter of the new labour codes. 
It's the single most critical change that will trigger a cascade of payroll, tax and CTC 
restructuring." 
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2. Code on Social Security, 2020 
 
This code aims to create a universal social security net for all workers, including the 
vast unorganised sector and gig economy workers. It amalgamates nine laws related 
to EPF, ESI, gratuity and maternity benefits. 
 
Key Shifts: 
 
 Gig Worker Inclusion: 

 
For the first time, platform and gig workers (like food delivery partners and 
freelance consultants) will be brought under the social security umbrella. 
 

 Gratuity Calculation: 
 
Gratuity will now be calculated on a larger wage base (due to the new definition), 
increasing the payout amount. It also extends to fixed-term employees without the 
requirement of five years of continuous service. 

 
3. Code on Industrial Relations, 2020 
 
The IR Code seeks to improve the business environment by simplifying regulations 
related to trade unions, industrial disputes, and retrenchment. 
 
What to Know? 
 
 Higher Retrenchment Threshold: 

 
Companies with up to 300 employees will no longer need government permission 
for layoffs or closure, a significant increase from the previous limit of 100. 
 

 Fixed-Term Employment: 
 
The code formalizes fixed-term employment, giving employers more flexibility in 
hiring for specific projects or periods. These employees will be eligible for the same 
benefits, including gratuity, as permanent staff. 

 
4. Code on Occupational Safety, Health & Working Conditions, 2020 
 
This code consolidates 13 laws governing workplace safety and health. It broadens 
the ambit of safety regulations to cover more industries, including IT, services, and 
even establishments with a single worker. 
 
Major Highlights: 
 
 Standardized Safety: 

 
It aims to create uniform safety standards across all sectors. 
 
 



 Focus on Wellbeing: 
 
The code includes provisions related to the physical and mental well-being of 
employees, a crucial aspect in today's work culture. 

 
The Ripple Effect: 
 
Unpacking the Impact on Payroll, Policies & CTC 
 
The new definition of wages is the stone thrown into the pond, and its ripples will touch 
every aspect of your HR and finance functions. Understanding these payroll changes 
under new labour laws is the first step toward effective preparation. 
 
1. The Great CTC Restructuring 
 
The most immediate task for every company is to perform a CTC restructuring. Let’s 
take a simple example: 
 

 
 
As the table shows, to maintain the same CTC, the increase in basic pay leads to 
higher PF contributions from both the employee and the employer. This directly 
reduces the net take-home salary for the employee. For the employer, it means a 
higher outgo towards social security benefits and increased liability for gratuity. 
 
2. A Complete Overhaul of Your Leave Policy 
 
The OSH Code introduces changes to how leave is calculated and encashed. 
 
 Leave Encashment: 

 
The new codes propose that leave encashment at the time of exit will be calculated 
on the new, broader definition of wages. This will make full and final settlements 
more expensive for employers. 
 



 Leave Entitlement: 
 
The threshold for leave eligibility has been reduced from 240 days of work in a year 
to 180 days, making more employees eligible for annual leave. 

 
This requires a comprehensive labour law policy update for HR teams, who must 
redraft leave policies and re-calculate potential liabilities. 
 
3. The Quad-Fold Challenge for HR and Finance 
 
The implementation of these codes presents four key challenges that require a 
cohesive HR strategy for labour code implementation: 
 
 Financial Impact: 

 
Increased cost burden due to higher PF, gratuity, and leave encashment payouts. 
CFOs need to model this impact on the company's P&L statement and cash flows. 
 

 Technological Readiness: 
 
Your existing HRMS, ERP and payroll systems are likely configured based on the 
old wage structures. They need to be updated and rigorously tested to handle the 
new calculations accurately. 
 

 Compliance & Reporting: 
 
The codes aim for simplification but will initially require meticulous attention to new 
reporting formats and compliance deadlines to avoid hefty penalties. 
 

 Employee Communication: 
 
This is perhaps the most delicate challenge. How do you communicate a potential 
reduction in take-home pay as a long-term benefit? A clear, transparent, and 
empathetic communication strategy is non-negotiable. 

 
From Theory to Action: You’re Step-by-Step Implementation Plan 
 
Feeling overwhelmed? Let's break down the preparation into a manageable action 
plan. 
 

Phase 1: Assess & Strategize (Now) 
 
1. Form a Cross-Functional Task Force: 

 
This isn't just an HR or finance issue. Your task force should include heads of HR, 
Finance, Legal and IT to ensure a holistic approach. 
 
 
 
 



2. Conduct a Comprehensive Impact Analysis: 
 
Review your entire workforce's current salary structures. Identify the percentage of 
employees whose basic pay is less than 50% of their CTC. Model different 
scenarios for CTC restructuring. Calculate the exact financial impact on payroll 
costs, gratuity liability and other benefits. 
 

3. Review & Redraft All Employment Policies: 
 
Update your leave policy, bonus policy and gratuity policy. Revisit all employment 
contracts, especially for fixed-term employees. Ensure your HR handbook reflects 
the labour law policy update for HR. 

 
Phase 2: Build & Test (Next 3-6 Months) 

 
1. Upgrade Your Digital Infrastructure: 

 
Work with your HRMS/payroll vendor to understand their readiness for the new 
codes. Configure and test the new wage definitions and calculation logic in your 
systems. Digital payroll readiness is crucial to prevent errors and ensure smooth 
processing. 
 

2. Develop a Robust Employee Communication Plan: 
 
Craft clear and simple messaging. Avoid legal jargon. Prepare FAQs, 
presentations and town hall content. Train your HR business partners and line 
managers to handle employee queries effectively. The key is to frame this as a 
positive change for long-term social security. 

 
Phase 3: Implement & Monitor (Go-Live) 

 
1. Execute the CTC Restructuring: 

 
Roll out the revised salary structures and issue updated letters to all employees. 
 

2. Run Parallel Payrolls: 
 
Before the final go-live, consider running a parallel payroll for a month to compare 
the old and new systems, identify discrepancies and fix bugs. 
 

3. Establish a Monitoring Mechanism: 
 
Continuously monitor compliance with the new codes. Conduct regular internal 
audits to ensure all processes are aligned with the new labour law compliance  
requirements. 

 
Learning from the Field: Case Study Snippets 
 
While the codes are yet to be fully implemented, proactive companies have already 
begun their journey. 



 A Bengaluru-based IT Major: 
 
This company began its impact analysis over a year ago. They created a dedicated 
portal on their intranet with animated videos and infographics explaining the impact of 
new labour codes on salary. They are running monthly workshops for employees to 
address concerns, focusing on the theme of "Building a Secure Future." 
 

 A Manufacturing SME in Gujarat: 
 
With a large blue-collar workforce, this SME focused on face-to-face communication. 
They trained factory supervisors to explain the changes in the local language, using 
simple examples related to PF and gratuity benefits. Their HR team developed a 
simple calculator tool that workers could use to see the long-term growth in their social 
security savings. 
 
The Unspoken Risk of Non-Compliance & the Reward of Proactivity 
 
The Ministry of Labour and Employment is clear: simplification does not mean laxity. 
The penalties for non-compliance under the new codes are stringent, including steep 
financial penalties and, in some cases, imprisonment for directors. Beyond the legal 
risks, non-compliance can lead to employee distrust, industrial disputes and significant 
reputational damage. 
 
Conversely, the benefits of getting this right are immense. Proactive implementation 
demonstrates a commitment to employee welfare, enhancing your employer brand. It 
fosters a culture of transparency and trust, leading to better employee morale and 
retention. A streamlined compliance framework also frees up your HR and finance 
teams from navigating a complex web of laws, allowing them to focus on more 
strategic, value-added initiatives. 
 
The Future of Work: A New Social Contract 
 
The new labour codes are more than just a regulatory update; they represent a new 
social contract for 21st-century India. They are a definitive step towards formalizing 
the economy, providing a safety net for millions, and creating a more flexible and 
dynamic labour market. 
 
For businesses, this is a moment of transformation. The transition will require 
investment, meticulous planning, and empathetic leadership. But for those who 
embrace this change, the reward is a more resilient, compliant, and people-centric 
organization, ready to thrive in the future of work. The payroll and policy overhaul is 
not just a challenge to be overcome; it's an opportunity to build a better, more equitable 
workplace for all. The time to prepare is now. 
 

*** 


