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PROGRAM SCHEDULE  

One-Day Training on Labour Laws and Contract Labour for Aspiring and Existing 

Entrepreneurs 

Time: 10:00 AM to 5:00 PM 

 

Program Schedule 

9:30 AM – 10:00 AM: Registration 

 

Session 1: Overview of Labour Laws in India 

Time: 10:00 AM – 11:30 AM 

Topics Covered: 

• Introduction to Indian Labour Laws and their Relevance for Entrepreneurs and MSMEs 

• Key Labour Laws Affecting Businesses in India (Factories Act, Minimum Wages Act, 

Payment of Wages Act, Industrial Disputes Act, etc.) 

• Understanding the Labour Codes: Wages, Industrial Relations, Social Security, and 

Occupational Safety, Health & Working Conditions 

• Importance of Compliance and Penalties for Non-Compliance 

Interactive Activity: 

• Case discussion on common compliance challenges faced by MSMEs in India. 

 

 

11:30 AM – 11:45 AM: Tea Break 

 

Session 2: Contract Labour and the Contract Labour (Regulation & Abolition) Act, 

1970 



 

Time: 11:45 AM – 1:15 PM 

Topics Covered: 

• Who is a Contract Labourer? Definitions and Classifications 

• Provisions of the Contract Labour (Regulation & Abolition) Act, 1970 

• Roles and Responsibilities of Principal Employers and Contractors 

• Rights of Contract Workers and Implications for MSMEs 

Practical Exercise: 

• Participants will work through a scenario related to managing contract labour under Indian law. 

 

1:15 PM – 2:15 PM: Lunch Break 

 

Session 3: HR Practices, Payroll Management, and Employee Benefits for MSMEs 

Time: 2:15 PM – 3:30 PM 

Topics Covered: 

• Managing Labour Contracts, Employment Agreements, and Payroll Systems 

• Understanding Provident Fund (PF), Employee State Insurance (ESI), Gratuity, and Bonus 

Provisions 

• Employee Welfare Schemes and Statutory Deductions for MSMEs 

• Best Practices in Handling Labour Disputes and Maintaining Employee Relations 

Group Activity: 

• Participants will develop a basic HR policy for their business, including key employee benefits 

and payroll systems. 

 

3:30 PM – 3:45 PM: Tea Break 

 

Session 4: Ensuring Compliance and Managing Legal Risks 



 

Time: 3:45 PM – 5:00 PM 

Topics Covered: 

• Labour Law Compliance Checklist for MSMEs 

• Filing Returns and Maintaining Registers: Best Practices 

• Audits and Inspections by Labour Authorities 

• Managing Legal Risks: How to Handle Violations, Disputes, and Employee Grievances 

Final Activity: 

• Case study on labour law non-compliance and how an MSME resolved the issue, followed by 

group discussion. 

 

5:00 PM: Closing Remarks and Certificate Distribution 

 

Program Overview: 

This one-day program equips aspiring and existing entrepreneurs with a comprehensive understanding 

of labour laws and contract labour management in India, with a special focus on MSMEs. Through 

practical activities and case studies, participants will learn how to navigate legal obligations, ensure 

compliance, and manage HR operations effectively. 

 

 

 

 

 

 

 

 



 

COURSE CURRICULUM 

Labour Laws and Contract Labour 

 

Course Objectives 

This course aims to equip aspiring and existing entrepreneurs, particularly those running MSMEs, with 

essential knowledge about labour laws and contract labour management in India. Participants will: 

• Understand key labour laws and regulations affecting businesses. 

• Gain insights into the Contract Labour (Regulation & Abolition) Act, 1970 and its application. 

• Learn about best practices in HR management, payroll systems, and employee benefits. 

• Understand how to ensure legal compliance, manage risks, and resolve disputes effectively. 

 

Module Breakdown 

Module 1: Overview of Labour Laws in India 

• Introduction to Indian Labour Laws and Their Relevance for Entrepreneurs and 

MSMEs 

o Overview of the labour law framework in India. 

o The significance of labour laws for MSMEs and entrepreneurs. 

o Key challenges faced by entrepreneurs in adhering to labour regulations. 

• Key Labour Laws Affecting Businesses in India: 

o Factories Act, 1948: Regulations for factory workers and their health, safety, and 

welfare. 



 

o Minimum Wages Act, 1948: Provisions for ensuring minimum wage standards for 

workers. 

o Payment of Wages Act, 1936: Ensuring timely and fair payment to workers. 

o Industrial Disputes Act, 1947: Legal provisions for industrial disputes and their 

resolution. 

o Labour Codes: An introduction to the Labour Codes related to Wages, Industrial 

Relations, Social Security, and Occupational Safety, Health & Working Conditions. 

• Importance of Compliance and Penalties for Non-Compliance: 

o Consequences of non-compliance with labour laws. 

o Legal risks and penalties for MSMEs failing to meet compliance standards. 

Interactive Activity: 

• Case discussion on common compliance challenges faced by MSMEs in India, focusing on 

real-life examples. 

 

Module 2: Contract Labour and the Contract Labour (Regulation & Abolition) Act, 1970 

• Who is a Contract Labourer? Definitions and Classifications: 

o Understanding the classification of contract workers under Indian law. 

o Differences between permanent employees and contract labourers. 

• Provisions of the Contract Labour (Regulation & Abolition) Act, 1970: 

o Key provisions and regulations governing the use of contract labour in India. 

o Registration requirements for contractors and principal employers. 

o Legal responsibilities of employers and contractors under the Act. 

• Roles and Responsibilities of Principal Employers and Contractors: 

o The duties of the principal employer in managing contract workers. 

o The role of contractors and their legal obligations. 

• Rights of Contract Workers and Implications for MSMEs: 



 

o The rights of contract labourers under Indian law, including wages, benefits, and 

working conditions. 

o Legal implications of failing to meet the statutory obligations for contract workers. 

Practical Exercise: 

• Participants will work through a scenario related to managing contract labour under Indian law, 

discussing the roles and responsibilities of both the principal employer and contractors. 

 

Module 3: HR Practices, Payroll Management, and Employee Benefits for MSMEs 

• Managing Labour Contracts, Employment Agreements, and Payroll Systems: 

o Best practices in drafting employment contracts and managing employee relations. 

o How to implement payroll systems that comply with statutory requirements. 

• Understanding Provident Fund (PF), Employee State Insurance (ESI), Gratuity, and 

Bonus Provisions: 

o Overview of employee benefits and statutory provisions: PF, ESI, Gratuity, and Bonus. 

o Understanding the compliance requirements for MSMEs related to these benefits. 

• Employee Welfare Schemes and Statutory Deductions for MSMEs: 

o Introduction to employee welfare schemes and their relevance to MSMEs. 

o Key statutory deductions to be made from employee salaries. 

• Best Practices in Handling Labour Disputes and Maintaining Employee Relations: 

o How to prevent and resolve common labour disputes. 

o Building strong employee relations through clear communication and fair practices. 

Group Activity: 

• Participants will develop a basic HR policy for their business, including key employee benefits 

and payroll systems, ensuring compliance with labour laws. 



 

 

Module 4: Ensuring Compliance and Managing Legal Risks 

• Labour Law Compliance Checklist for MSMEs: 

o A comprehensive checklist to ensure all legal requirements are met for MSMEs. 

o Understanding the documentation and filing obligations. 

• Filing Returns and Maintaining Registers: 

o Best practices for maintaining statutory registers and records. 

o Filing returns as per the Labour Laws and Labour Codes. 

• Audits and Inspections by Labour Authorities: 

o How to prepare for audits and inspections by labour authorities. 

o Understanding the process and requirements for successful audits. 

• Managing Legal Risks: 

o How to handle violations, disputes, and employee grievances. 

o The importance of keeping records to defend against legal challenges. 

o Steps to resolve disputes without affecting business operations. 

Final Activity: 

• Case study on labour law non-compliance and how an MSME resolved the issue, followed by 

group discussion. Participants will explore practical solutions to address non-compliance 

challenges. 

 

Course Structure 

The course consists of four modules: 

1. Overview of Labour Laws in India 

2. Contract Labour and the Contract Labour (Regulation & Abolition) Act, 1970 



 

3. HR Practices, Payroll Management, and Employee Benefits for MSMEs 

4. Ensuring Compliance and Managing Legal Risks 

 

Teaching Methods 

• Lectures: Delivering foundational knowledge on labour laws and contract labour management. 

• Case Studies: Discussing real-world examples to highlight the importance of compliance and 

resolving legal challenges. 

• Practical Exercises: Engaging in activities to apply legal principles and HR best practices in 

MSMEs. 

• Group Work: Collaborative problem-solving and creating policies or plans related to HR and 

compliance issues. 

 

Assessment Methods 

• Interactive Exercises: Scenarios and case discussions on labour law challenges and HR 

management. 

• Group Activities: Developing HR policies and compliance checklists for MSMEs. 

• Participation: Active involvement in group discussions and feedback sessions. 

 

Learning Outcomes 

By the end of this course, participants will: 

1. Have a solid understanding of the key labour laws and regulations affecting businesses in 

India. 



 

2. Be able to manage contract labour effectively and comply with the Contract Labour Act, 1970. 

3. Understand how to handle HR practices, payroll, and employee benefits in line with statutory 

requirements. 

4. Be equipped with the tools to ensure compliance, manage audits, and handle legal risks 

effectively. 

Target Audience: 

Aspiring and existing entrepreneurs, particularly those running MSMEs, who need to understand the 

intricacies of labour laws, contract labour management, and compliance with Indian labour 

regulations. 

 

 

 

 

 

 

 

 

 

 

 



 

NOTES 

Session 1: Overview of Labour Laws in India 

 

Topics Covered 

1. Introduction to Indian Labour Laws and their Relevance for Entrepreneurs and MSMEs 

o Labour Laws in India: These laws are designed to ensure fair treatment, equitable 

working conditions, and social security for employees while maintaining a balance with the 

operational needs of businesses. For entrepreneurs and MSMEs, understanding and 

complying with these laws is critical for smooth operations and long-term sustainability. 

o Key Objectives of Labour Laws: Protect workers' rights, regulate employment contracts, 

ensure fair wages, and provide a framework for resolving industrial disputes. 

o Relevance for MSMEs: 

▪ Compliance Benefits: Ensuring compliance with labour laws helps businesses avoid 

legal penalties, mitigate risks associated with disputes, and enhance their reputation 

among employees and customers. 

▪ Challenges for MSMEs: Due to limited resources, MSMEs often face difficulties in 

adhering to complex labour regulations. Compliance is often seen as a burdensome 

task, but non-compliance can result in legal complications, financial penalties, and 

operational disruptions. 

2. Key Labour Laws Affecting Businesses in India 

o Factories Act, 1948: 

▪ Regulates working conditions in factories and manufacturing establishments. It 

focuses on health, safety, welfare, and working hours for employees in factory 

settings. 

▪ Key provisions include regulating working hours (no more than 48 hours per week), 

mandatory rest periods, and safety measures for workers. 



 

o Minimum Wages Act, 1948: 

▪ Ensures that workers are paid the minimum wage set by the government for various 

types of work, ensuring a standard of living for employees. 

▪ The Act applies to various sectors such as agriculture, construction, and 

manufacturing. 

o Payment of Wages Act, 1936: 

▪ Regulates the timely payment of wages to workers employed in factories and 

industrial establishments. 

▪ Wages must be paid on time, and the Act prohibits unauthorized deductions. 

o Industrial Disputes Act, 1947: 

▪ Provides a framework for the settlement of industrial disputes and strikes, with an 

emphasis on maintaining industrial harmony. 

▪ Defines the process for resolving disputes between employers and employees, 

including the role of conciliation officers, labour courts, and tribunals. 

o Other Important Acts: 

▪ The Employees’ Provident Fund and Miscellaneous Provisions Act, 1952 

▪ The Employees’ State Insurance Act, 1948 

▪ The Payment of Gratuity Act, 1972 

▪ The Maternity Benefit Act, 1961 

3. Understanding the Labour Codes In 2020, India consolidated several labour laws into four 

Labour Codes to simplify and modernize the system, addressing the issues of compliance for both 

employees and employers: 

o Wages Code, 2019: Consolidates laws related to the payment of wages, bonus, and 

minimum wages, bringing clarity on how wages should be paid, including the prohibition 

of discrimination in wage structures. 

o Industrial Relations Code, 2020: Replaces several laws dealing with industrial disputes, 

trade unions, and strikes. This code provides a simpler mechanism for resolving industrial 

disputes and addresses the needs of both employees and employers in a streamlined 

manner. 



 

o Social Security Code, 2020: Expands the coverage of social security benefits, including 

provident fund (PF), employee state insurance (ESI), and pension schemes, making them 

more inclusive. 

o Occupational Safety, Health & Working Conditions Code, 2020: Provides regulations 

for the safety and health of workers across various industries, particularly those exposed to 

hazardous working conditions. It also standardizes working hours, rest intervals, and 

welfare measures for employees. 

4. Importance of Compliance and Penalties for Non-Compliance 

o Legal Compliance: Compliance with labour laws ensures that the rights of workers are 

respected and that the business operates within the legal framework. It minimizes the risk 

of legal disputes and the reputation damage that can come from non-compliance. 

o Penalties for Non-Compliance: 

▪ Financial Penalties: Non-compliance with the provisions of labour laws can lead to 

significant fines, ranging from small amounts to several lakhs, depending on the 

nature of the violation. 

▪ Suspension or Revocation of Licenses: Failure to comply with laws like the 

Factories Act or ESI Act can lead to the suspension or revocation of business 

licenses. 

▪ Criminal Charges: Serious non-compliance, such as child labour or unsafe working 

conditions, can lead to criminal charges against the business owner or management. 

▪ Legal Disputes and Employee Strikes: Non-compliance with the Industrial 

Disputes Act or issues related to wages can result in strikes, lockouts, or prolonged 

legal disputes, which can disrupt business operations. 

 

Interactive Activity: Case Discussion on Common Compliance Challenges Faced by MSMEs in India 

• Objective: To engage participants in a practical case study that reflects the challenges MSMEs 

face in complying with labour laws and how to address them. 



 

Scenario: 

An MSME in the manufacturing sector is found to be underpaying workers, not maintaining statutory 

registers, and failing to provide statutory benefits such as Provident Fund (PF) and Employees' State 

Insurance (ESI). The business is facing scrutiny from the Labour Department and several employee 

complaints. 

Discussion Points: 

• What are the potential legal and financial risks this business faces? 

• How should the MSME address these challenges? 

• What measures can the business take to prevent future compliance issues? 

• How can the business balance compliance with operational costs? 

Key Takeaways: 

• MSMEs should maintain proper records and comply with all statutory provisions to avoid legal 

repercussions. 

• Early adoption of compliance measures can prevent expensive penalties and disruptions in 

business operations. 

• Developing a comprehensive understanding of the labour laws, setting up a compliance 

management system, and seeking legal counsel when necessary can help MSMEs stay 

compliant and avoid costly mistakes. 

 

This session will provide a strong foundation in understanding the crucial aspects of labour laws in 

India, helping entrepreneurs and MSMEs navigate the regulatory landscape, minimize legal risks, and 

build a legally compliant workforce. 

 



 

Session 2: Contract Labour and the Contract Labour (Regulation & Abolition) Act, 1970 

 

Topics Covered 

1. Who is a Contract Labourer? Definitions and Classifications 

o Contract Labour: A contract labourer is an individual employed by a contractor to perform 

specific tasks or duties for the principal employer (the organization that hires the contractor's 

services). They are not directly employed by the principal employer but work under their 

direction and control for a fixed term or specific project. 

o Definitions under the Act: 

▪ Contract Labourer: Any person employed by a contractor to do any work in or around the 

establishment of the principal employer. 

▪ Principal Employer: The person or organization that employs the contractor to provide 

services and where the contract labourers are deployed. 

▪ Contractor: The individual or entity who hires contract workers and assigns them work at 

the principal employer’s site. 

o Classifications of Contract Labour: 

▪ Intermittent or Casual Contract Labour: Employed for work that is irregular and 

sporadic in nature, such as for certain seasonal tasks. 

▪ Continuous Contract Labour: Employed on a continuous basis, performing regular tasks 

like security, sanitation, or maintenance. 

o Differences from Regular Employees: 

▪ Contract labourers do not enjoy the same rights and benefits as regular employees unless 

specified in the contract or as mandated by law. 

2. Provisions of the Contract Labour (Regulation & Abolition) Act, 1970 The Contract Labour 

(Regulation & Abolition) Act, 1970 regulates the employment of contract labour in 

establishments where 20 or more workers are employed. 



 

 

o Key Provisions: 

▪ Registration of Contractors: Any contractor employing 20 or more contract labourers 

must register with the appropriate authority. 

▪ Licensing of Contractors: Contractors must obtain a license to employ contract labour, 

and they must comply with the conditions outlined in the Act. 

▪ Prohibition of Employment: In certain cases, contract labour can be abolished where it is 

deemed necessary, particularly if the work performed by the contract labourers is 

permanent and core to the business. 

▪ Welfare Provisions: The Act mandates that contractors provide basic welfare measures 

such as drinking water, restrooms, canteens, and other amenities for contract workers at the 

workplace. 

▪ Payment of Wages: The principal employer is responsible for ensuring that the contract 

labourers receive timely wages as per the provisions of the Payment of Wages Act, 1936. 

▪ Liability of Principal Employers: In case of failure by the contractor to pay wages or 

fulfill statutory obligations, the principal employer is held liable. 

3. Roles and Responsibilities of Principal Employers and Contractors 

o Principal Employer’s Responsibilities: 

▪ Ensure Compliance: Principal employers are responsible for ensuring that the contractor 

complies with all labour laws and regulations. 

▪ Payment of Wages and Benefits: The principal employer must ensure that the contract 

labourers receive timely wages, PF, ESI, and other statutory benefits, even if the payment is 

routed through the contractor. 

▪ Workplace Conditions: Principal employers are responsible for providing a safe and 

healthy working environment for contract workers, including compliance with safety 

regulations and welfare facilities. 

▪ Records Maintenance: The principal employer must maintain records and registers as per 

the requirements of the Act, ensuring transparency and adherence to laws. 



 

o Contractor’s Responsibilities: 

▪ Employment Conditions: The contractor is responsible for providing the agreed terms and 

conditions of employment, including work hours, wages, and other entitlements. 

▪ Welfare and Safety: Contractors are obligated to provide basic welfare and safety 

measures such as canteens, rest areas, sanitation facilities, and personal protective 

equipment (PPE) where required. 

▪ Statutory Benefits: Contractors are responsible for ensuring that contract workers receive 

statutory benefits like Provident Fund (PF), Employee State Insurance (ESI), and bonus 

payments. 

▪ Compliance with Labour Laws: Contractors must comply with all relevant labour laws, 

including payment of wages, work conditions, and dispute resolution processes. 

4. Rights of Contract Workers and Implications for MSMEs 

o Rights of Contract Workers: 

▪ Equal Pay for Equal Work: Contract workers have the right to equal pay for the same 

work performed by regular employees, as per the provisions of the Minimum Wages Act 

and Equal Remuneration Act. 

▪ Statutory Benefits: Contract workers are entitled to benefits such as Provident Fund (PF), 

Employee State Insurance (ESI), bonus, and gratuity, depending on their contract and 

duration of employment. 

▪ Workplace Safety and Welfare: Contract workers are entitled to adequate safety 

measures, clean and hygienic working conditions, and access to welfare facilities such as 

drinking water and toilets. 

▪ Protection Against Exploitation: Contract workers have the right to form unions and 

engage in collective bargaining. They are also protected from unfair termination and 

exploitation. 

▪ Security of Tenure: In certain situations, such as continuous and permanent employment, 

contract workers may have rights akin to regular employees under the Industrial Disputes 

Act, 1947. 



 

 

o Implications for MSMEs: 

▪ Compliance Complexity: MSMEs need to navigate the complexities of managing contract 

labour and ensuring they comply with statutory regulations, including welfare provisions 

and the payment of benefits. 

▪ Cost Implications: While using contract labour may reduce direct employment costs for 

MSMEs, the responsibility for ensuring statutory compliance, such as wages, welfare, and 

benefits, can increase operational costs. 

▪ Legal Risks: Failure to comply with the Contract Labour Act can expose MSMEs to legal 

liabilities, including fines, penalties, and potential claims from contract workers for non-

payment of wages or benefits. 

▪ Reputation Risk: Mishandling of contract workers can lead to reputational damage, 

particularly in industries where labour rights and working conditions are critical to brand 

image. 

 

Practical Exercise: Managing Contract Labour under Indian Law 

Scenario: 

An MSME manufacturing company hires a contractor to supply workers for its packaging and 

assembly line. The contractor employs 25 workers to perform routine tasks, but the principal employer 

has concerns about compliance with statutory benefits like provident fund (PF) and the timely 

payment of wages. Additionally, the contractor has not provided adequate safety equipment to the 

workers, and there are complaints about poor hygiene conditions. 

 

 



 

Questions for Discussion: 

• What are the responsibilities of the principal employer in this situation? 

• How should the MSME ensure that the contractor complies with the provisions of the 

Contract Labour Act, especially in terms of welfare and payment of wages? 

• What actions should the MSME take to address the complaints about safety and hygiene? 

• What could be the potential legal consequences for the MSME if the contractor fails to 

meet the requirements? 

• What steps can the MSME take to ensure a more transparent and compliant contract 

labour arrangement moving forward? 

 

 

Key Takeaways: 

• Both the principal employer and contractor have shared responsibility for ensuring compliance 

with labour laws. 

• MSMEs must ensure that contract labourers are treated fairly and in accordance with statutory 

provisions to avoid legal complications. 

• Proper documentation, regular audits, and close monitoring of contractors are critical for 

maintaining compliance and preventing disputes. 

• In case of any non-compliance, MSMEs should take corrective action immediately to mitigate 

risks. 

 

This session will provide participants with a clear understanding of the legal framework surrounding 

contract labour, equipping them to manage contract workers efficiently and in compliance with Indian 

labour laws. 



 

 

Session 3: HR Practices, Payroll Management, and Employee Benefits for MSMEs 

 

Topics Covered 

1. Managing Labour Contracts, Employment Agreements, and Payroll Systems 

o Labour Contracts and Employment Agreements: 

▪ Labour Contracts: A labour contract is an agreement between the employer and the 

employee or contractor, which outlines the terms of employment, job duties, duration of 

employment, compensation, benefits, and terms of termination. 

▪ Employment Agreements: These agreements define the relationship between the employer 

and employee, specifying roles, responsibilities, and expectations. It typically includes 

clauses related to job position, salary, working hours, benefits, and dispute resolution 

mechanisms. 

▪ Key Clauses in Employment Agreements: 

▪ Job Description: A detailed list of the tasks the employee is expected to perform. 

▪ Salary and Benefits: Clear information on the wage structure, overtime, bonuses, and 

any allowances. 

▪ Working Hours and Leave Policies: Specification of working hours, overtime, 

holidays, paid leaves, and casual leave. 

▪ Termination Conditions: Information on the process for termination, notice period, and 

severance benefits. 

▪ Non-Disclosure and Confidentiality: For employees with access to proprietary 

business information. 

▪ Importance for MSMEs: Having clear and well-structured employment agreements helps 

prevent disputes, ensures transparency, and establishes a clear understanding of the work 

terms, which is especially important for MSMEs that may lack large HR teams. 



 

o Payroll Management: 

▪ Payroll System: Payroll management involves maintaining accurate records of employee 

wages, benefits, statutory deductions, and compliance with applicable tax regulations. 

▪ Components of Payroll: 

▪ Basic Salary: Fixed amount paid to an employee, excluding bonuses or allowances. 

▪ Allowances: These can include house rent allowance (HRA), travel allowances, special 

allowances, etc. 

▪ Deductions: Statutory deductions include Provident Fund (PF), Employee State 

Insurance (ESI), and professional tax. Non-statutory deductions can include loan 

repayments, insurance premiums, and union dues. 

▪ Bonus and Incentives: Typically based on performance, company profits, or a fixed 

formula like Diwali bonuses, annual bonuses, etc. 

▪ Automation of Payroll: MSMEs can benefit from automating their payroll systems using 

software, reducing human error and ensuring timely compliance with statutory obligations. 

2. Understanding Provident Fund (PF), Employee State Insurance (ESI), Gratuity, and Bonus 

Provisions 

o Provident Fund (PF): 

▪ What is PF? A retirement benefit scheme where both the employee and employer contribute 

a portion of the salary each month into a fund. The employee can withdraw the accumulated 

amount at the time of retirement or under specific conditions (e.g., resignation or death). 

▪ Contribution Rate: Both the employee and employer contribute 12% of the employee’s 

basic salary each to the PF fund. 

▪ EPF Benefits: Employees can also avail of benefits like loans, advances, and insurance 

under the EPF scheme. 

o Employee State Insurance (ESI): 

▪ What is ESI? A social security scheme that provides benefits like medical, sickness, 

maternity, and disability benefits to employees working in an establishment with 10 or more 

employees. 



 

▪ Contribution Rate: The employer contributes 4.75% and the employee contributes 1.75% 

of their wages to the ESI fund. 

▪ ESI Benefits: Covers medical treatment, reimbursement for medical expenses, 

compensation during maternity leave, and disability benefits. 

o Gratuity: 

▪ What is Gratuity? A lump sum payment made by the employer to an employee who has 

worked for the company for five or more years upon retirement, resignation, or death. 

▪ Eligibility: Employees who have completed at least five years of continuous service are 

eligible. 

o Bonus: 

▪ What is Bonus? A form of financial reward provided to employees, typically during festive 

seasons or based on company profits. 

▪ Legal Requirement: The Payment of Bonus Act, 1965 requires employers to pay bonuses to 

employees earning less than a specified wage limit, based on company profits. 

▪ Bonus Calculation: Bonus is usually calculated as a percentage of salary, with a minimum 

requirement of 8.33% of wages. 

3. Employee Welfare Schemes and Statutory Deductions for MSMEs 

o Welfare Schemes for Employees: 

▪ Health and Safety: Providing a safe working environment by ensuring safety equipment, 

health check-ups, and proper sanitation facilities. 

▪ Education and Training: Offering training programs, skill development, or tuition 

reimbursement for employees to enhance their professional capabilities. 

▪ Insurance and Loans: Providing employees with health insurance, accidental insurance, or 

offering employee loans at competitive interest rates. 

▪ Employee Assistance Programs (EAPs): Providing emotional, psychological, and financial 

support for employees to handle personal or professional stress. 

▪ Retirement Benefits: In addition to PF, MSMEs can offer pension plans or gratuity as part 

of the retirement package. 

o Statutory Deductions: 



 

▪ Income Tax: Employers must deduct tax at source (TDS) from employees’ salaries based on 

the income tax slab and remit it to the tax department. 

▪ Professional Tax: A tax levied by state governments on employees. MSMEs must ensure 

compliance with state-specific rules. 

▪ Other Deductions: These may include deductions for union dues, loans, or advances against 

salaries. 

4. Best Practices in Handling Labour Disputes and Maintaining Employee Relations 

o Clear Communication and Transparency: Ensure open lines of communication with 

employees about their rights, benefits, and work expectations. Clear policies help minimize 

misunderstandings. 

o Conflict Resolution Mechanisms: Set up an effective grievance redressal system to address 

employee complaints quickly and fairly. This helps in maintaining industrial peace and 

preventing escalation into formal disputes. 

o Employee Engagement: Regular surveys, feedback sessions, and engagement activities can help 

understand employee concerns, fostering a positive work environment. 

o Training and Awareness: Regularly conduct training sessions for both management and 

employees on company policies, employee rights, and legal compliance. This empowers 

employees and helps managers avoid potential disputes. 

o Adherence to Labour Laws: Always follow applicable labour laws and keep employees 

informed about changes. Ensuring compliance is crucial for avoiding legal conflicts. 

 

Group Activity: Developing a Basic HR Policy for Business 

Objective: 

Participants will work in groups to develop a basic HR policy for their business, focusing on key 

employee benefits and payroll systems. 

 



 

 

Guidelines for Group Activity: 

• Structure the HR Policy: 

o Define the key components of the policy, including employee roles, responsibilities, 

and code of conduct. 

o Identify employee benefits to be included, such as Provident Fund (PF), Employee 

State Insurance (ESI), bonus, and leave policies. 

o Draft a basic payroll system that includes wage structure, overtime, statutory 

deductions (PF, ESI, professional tax), and bonus provisions. 

• Consider Welfare Schemes: 

o What employee welfare programs will the business offer? Examples: health insurance, 

training programs, or other support systems. 

• Address Dispute Resolution: 

o Create guidelines for managing employee grievances and resolving conflicts, 

emphasizing an open-door policy and formal channels for dispute resolution. 

Expected Outcomes: 

• Clear understanding of how to structure an HR policy and payroll system. 

• Practical insights into managing employee benefits and statutory deductions. 

• A functional framework for preventing and handling labour disputes, fostering a positive 

employee relationship within MSMEs. 

 

Key Takeaways: 

• MSMEs must develop clear and legally compliant HR policies to avoid disputes, ensure 

employee satisfaction, and maintain legal standing. 



 

• Payroll management should be accurate, timely, and compliant with applicable laws, especially 

with respect to statutory deductions and employee benefits. 

• Providing adequate welfare schemes and ensuring transparent employee relations are essential 

for employee retention and organizational growth. 

This session equips participants with practical knowledge and tools to effectively manage HR 

practices, payroll systems, and employee benefits, which are crucial for the success and compliance of 

MSMEs. 

 

Session 4: Ensuring Compliance and Managing Legal Risks 

 

Topics Covered 

1. Labour Law Compliance Checklist for MSMEs 

o Overview of Compliance Requirements: 

▪ Statutory Compliance: MSMEs are required to comply with a range of labour laws and 

regulations, including those related to wages, benefits, working conditions, and worker 

safety. 

▪ Key Compliance Areas for MSMEs: 

▪ Wages and Salaries: 

▪ Ensure payment of wages as per the Minimum Wages Act, 1948, including overtime 

and bonus payments. 

▪ Compliance with the Payment of Wages Act, 1936, to ensure timely payment of 

wages. 

▪ Employee Benefits: 

▪ Registration and contribution to Provident Fund (PF) and Employee State 

Insurance (ESI) schemes. 



 

▪ Providing statutory benefits such as Gratuity and Bonus under the Payment of 

Gratuity Act, 1972, and the Payment of Bonus Act, 1965. 

▪ Health, Safety, and Welfare: 

▪ Ensuring compliance with the Factories Act, 1948, for establishments engaged in 

manufacturing, including the provision of safety equipment, health checkups, and 

first-aid facilities. 

▪ Compliance with Occupational Safety, Health and Working Conditions Code, 

2020, which mandates safe working conditions and worker welfare measures. 

▪ Contract Labour Compliance: 

▪ Following the provisions of the Contract Labour (Regulation and Abolition) Act, 

1970, including the proper registration of contractors, maintaining welfare facilities, 

and ensuring payment of wages. 

▪ Labour Laws Relating to Working Hours and Leave: 

▪ Compliance with the Shops and Establishments Act and the Factories Act in terms 

of working hours, weekly offs, and paid leaves. 

▪ Accurate maintenance of leave records, ensuring employees receive earned leaves, 

casual leaves, and sick leaves as per statutory provisions. 

o Regular Audits: 

▪ MSMEs should regularly audit their compliance status to ensure adherence to legal 

requirements and avoid penalties. 

o Penalty for Non-Compliance: 

▪ Non-compliance can result in penalties such as fines, legal disputes, and even temporary 

closure of the business. In some cases, employers could be liable to pay compensation to 

employees for non-payment of statutory benefits. 

2. Filing Returns and Maintaining Registers: Best Practices 

o Required Registers and Records: 

▪ Register of Employees: A record of all employees, including personal details, salary, and 

job positions. 



 

▪ Attendance Register: Accurate documentation of employee attendance, overtime, and leave 

records. 

▪ Wage Register: A register to maintain records of wages, deductions, bonuses, and overtime 

payments. 

▪ PF and ESI Registers: Employers must maintain records for Provident Fund and Employee 

State Insurance contributions. 

▪ Gratuity Register: A record of gratuity payments due to employees upon leaving the 

company after completing the necessary period of service. 

▪ Leave Records: Maintenance of records for paid and unpaid leave taken by employees. 

▪ Health and Safety Register: Documentation regarding the safety equipment provided to 

employees and any health-related incidents. 

o Filing Returns: 

▪ ESI and PF Returns: Employers must submit monthly and annual returns to the ESI and PF 

authorities. 

▪ Income Tax Returns: Filing tax returns for employees under TDS (Tax Deducted at 

Source). 

▪ Bonus Returns: Filing annual returns under the Payment of Bonus Act to declare bonus 

payments to employees. 

 

o Best Practices for Filing and Maintenance: 

▪ Automation: MSMEs should use payroll and HR software to automate record-keeping, 

ensure accurate filing of returns, and reduce the risk of human error. 

▪ Timeliness: Ensure that all returns and statutory payments are filed and made on time, 

avoiding late fees and penalties. 

▪ Documentation for Audits: Keep documents readily available for government audits and 

inspections, including employee contracts, wage slips, attendance records, and statutory 

deduction details. 

3. Audits and Inspections by Labour Authorities 



 

o Labour Inspections: 

▪ Labour authorities conduct periodic inspections to ensure compliance with the applicable 

labour laws and regulations. 

▪ Inspectors may visit workplaces to verify whether the employer is complying with laws 

related to wages, working conditions, employee benefits, and occupational safety. 

o Types of Audits and Inspections: 

▪ Routine Audits: Random or scheduled inspections to assess adherence to various labour 

laws, including checking records, payroll, and welfare provisions. 

▪ Complaint-based Inspections: If an employee or union raises a complaint about non-

compliance, labour authorities may carry out a special inspection. 

▪ Specific Law Inspections: Inspections related to specific laws, such as compliance with the 

Factories Act, Payment of Wages Act, Bonus Act, or Contract Labour Act. 

o Preparing for Inspections: 

▪ Ensure all registers and records are up-to-date and easily accessible. 

▪ Regularly review compliance with statutory requirements. 

▪ Maintain a transparent and open approach during inspections and cooperate with authorities. 

▪ Having a designated HR or legal person responsible for compliance can streamline the 

process. 

4. Managing Legal Risks: How to Handle Violations, Disputes, and Employee Grievances 

o Handling Violations: 

▪ If violations of labour laws occur (e.g., failure to pay wages on time or not providing 

statutory benefits), MSMEs must take immediate corrective actions. This includes paying 

fines, addressing non-compliance issues, and implementing a plan to prevent future 

violations. 

▪ In case of violations related to unsafe working conditions or non-payment of statutory dues, 

the company may face litigation, reputational damage, and loss of business. 

o Dispute Resolution Mechanisms: 



 

▪ Internal Grievance Redressal System: Establish a formal procedure for employees to raise 

concerns about pay, working conditions, or workplace behavior. This can be handled by HR 

or an appointed grievance officer. 

▪ Mediation and Conciliation: Before escalating to the Labour Court, MSMEs should 

attempt to resolve disputes through mediation or conciliation by involving labor officials. 

▪ Labour Court or Tribunal: If disputes cannot be resolved internally or through mediation, 

employees may approach a Labour Court or Industrial Tribunal for a legal remedy. This 

could lead to compensation, reinstatement, or other legal outcomes. 

o Handling Employee Grievances: 

▪ Clear Grievance Policy: MSMEs must have a clear grievance-handling policy, ensuring 

employees feel comfortable raising concerns without fear of retaliation. 

▪ Documentation: All grievances and actions taken should be documented for transparency 

and future reference. 

▪ Timely Action: Address grievances as soon as possible to prevent escalation. Promptly 

resolving grievances helps build trust and a positive work culture. 

o Legal Risk Management Strategies: 

▪ Training and Awareness: Regularly train management and HR personnel on labour laws, 

dispute resolution, and legal risks. 

▪ Prevention: Ensure that all legal obligations are met from the outset, including contracts, 

statutory benefits, and workplace safety measures, to avoid potential violations. 

▪ Legal Support: MSMEs should seek legal counsel to ensure compliance with labour laws 

and to guide them in case of disputes or violations. 

 

Final Activity: Case Study on Labour Law Non-Compliance and Resolution 

Scenario: 

An MSME manufacturing unit was found non-compliant during an inspection due to several issues: 



 

• Wages: Employees had not received their bonus payments on time, and some were not paid in 

accordance with the Minimum Wages Act. 

• Provident Fund: The company had failed to make PF contributions for the past six months. 

• Health and Safety: The workplace was found lacking in safety equipment, and employees had 

raised concerns about unsafe working conditions. 

Questions for Discussion: 

• What steps should the MSME take to resolve these violations? 

• How can the company address the wage and PF issues? What steps are required for back 

payments? 

• What immediate changes should the MSME implement to address the safety and health 

concerns raised by employees? 

• How can the MSME prevent such violations in the future and ensure ongoing compliance? 

 

Key Takeaways: 

• Regular compliance checks and audits are critical to ensure adherence to labour laws and to 

avoid legal risks. 

• MSMEs must establish a clear system for filing returns, maintaining records, and addressing 

employee grievances. 

• Early detection and resolution of legal issues, backed by strong compliance mechanisms, can 

minimize risks and ensure smooth business operations. 

This session provides MSMEs with practical knowledge on maintaining compliance with labour laws, 

managing legal risks, and handling violations, which is essential for their sustainability and growth in 

a legally compliant manner. 
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