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Sec 196: Appointment of ED 

The section is already covered in chapter 1. 
 

Sec 197: Managerial Remuneration 
Why Provision is Made? 

BOD are the management of the company. The BOD receives the remuneration against their work done. 
Now the remuneration to the director is essential and crucial element for the purpose of the company. 
Because if company gives less remuneration to the director then he will not be willing to perform in the 
company. If director receives excess remuneration, then he deserves then it will be excess cost for the 
company. If the remuneration to the director is fixed, then there will not be any motivating factor for 
him to perform more efficiently. 
Thus there is requirement of the absolute method which can decide the remuneration of the BOD which 
will be reasonable for the company as well as which shall create the motivating factor for the BOD to 
perform more efficiently. That is why section 197 is prepared. 

Applicability 
Public Companies. The provision of max remuneration in case of loss is not applicable to government 

companies. So Gov Co can pay any amount of remuneration in case of loss. 

Bare Text Text for Understanding 

197(1): Limit of Managerial Remuneration 
The total managerial remuneration payable by a 

public company, to its directors, including managing 

director and whole-time director, and its manager in 

respect of any financial year shall not exceed eleven 

per cent. of the net profits of that company for that 

financial year computed in the manner laid down in 

section 198 except that the remuneration of the 

directors shall not be deducted from the gross 

profits. 

The company can pay managerial remuneration 
maximum upto 11% of Net Profit to all of following 
persons: 

a. Managing Director, or / & 
b. Whole Time Director, or / & 
c. Manager & 
d. Other Non-executive directors. 

The net profit shall be computed as per sec 198 
(Calculation of Net Profit). 
The 11% shall be calculated only from net profit & not 
from gross profit. 

Provided that the company in general meeting may, with the approval of the 

Central Government authorise the payment of remuneration exceeding eleven per 

cent. of the net profits of the company, subject to the provisions of Schedule V. 

The company can give 
approval for the remuneration 
above 11% of the net profit 
after taking GM-SR. 

Provided further that, except with the approval 

of the company in general meeting by a special 

resolution* (Co Act, 2017): 

(i) the remuneration payable to any one 

managing director; or whole-time director 

or manager shall not exceed five per cent. 

of the net profits of the company and if 

The remuneration of the MD / WTD / Manager (i.e. ED) will be 
as follows: 
1. 5% of Net Profit if there is only one ED; or 
2. 10% of net profit to all ED if there are 2 or more ED. 

The remuneration to NED will be as follows: 
a. If company have appointed ED: then 1% of Net Profit 

to all NED; or 
b. If company not have appointed ED: then 3% of Net 

profit to all NED. 
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there is more than one such director 

remuneration shall not exceed ten per cent. 

of the net profits to all such directors and 

manager taken together;  

(ii) the remuneration payable to directors who 

are neither managing directors nor whole-

time directors shall not exceed, —  

(A) one per cent. of the net profits of the 

company, if there is a managing or 

whole-time director or manager;  

(B) three per cent. of the net profits in any 

other case. 

(the logic behind the provision is in case of absence of the ED 
the NED will have more work load. So the remuneration is 
higher i.e. 3% and if there is ED in the company then the 
workload will be lower thus the remuneration will be 1%.) 
The remuneration in addition to the above limit can be only 
with the approval of GM by OR. 
Now many of the students wondering that how the maximum 
limit of remuneration is 11%. The answer is normally if 
company have only 1 ED then the maximum remuneration will 
be 6% to all directors (5% to one ED and 1% to all NED). 
However, if the company have 2 or more ED the remuneration 
will be 11% to all directors (10% to all ED and 1% to all NED). 
In addition to this if the company does not have ED then 
maximum limit of remuneration will be 3% to all NED. 
 

Co Act,2017: Provided also that, where the company has defaulted in payment of dues to any bank or public financial 

institution or non-convertible debenture holders or any other secured creditor, the prior approval of the bank or public 

financial institution concerned or the non-convertible debenture holders or other secured creditor, as the case may be, 

shall be obtained by the company before obtaining the approval in the general meeting. 

197(2): Fees in addition to remuneration 
The percentages aforesaid shall be exclusive of any fees payable to directors under sub-section (5). 

197(3): Remuneration in case of Loss 
Notwithstanding anything contained in sub-

sections (1) and  (2), but subject to the provisions 

of  Schedule V, if, in any financial year, a company 

has no profits or its profits are inadequate, the 

company 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 sub-section (5) 

hereunder  except in accordance with the 

provisions of Schedule V. 

The remuneration to the managerial person can be paid 
based on net profit. Now the question arises that what if 
company is not making profit and it is suffering the loss? 
Then whether directors are eligible for remuneration? If yes, 
then on what basis? 
The answer to above question will be yes. But in such case 
only ED are eligible for the remuneration. NED will not 
receive remuneration in case of loss. 
Now the remuneration of the ED is given in the process 
mentioned in Sch V. The remuneration to the ED in case of 
the loss will be based on the effective capital in such case. 
(discussed at the end of table). 

197(4): Determination of Remuneration 
The remuneration payable to the directors of a company, 

including any managing or whole-time director or manager, 

shall be determined, in accordance with and subject to the 

provisions of this section, either by the articles of the 

company, or by a resolution or, if the articles so require, by a 

special resolution, passed by the company in general 

meeting and the remuneration payable to a director 

determined aforesaid shall be inclusive of the remuneration 

payable to him for the services rendered by him in any other 

capacity. 

Provided that any remuneration for services rendered by any 

such director in other capacity shall not be so included if— 

(a) the services rendered are of a professional nature; 

and 

(b) in the opinion of the  Nomination and  Remuneration 

Committee, if the company is covered under sub-

The remuneration to the BOD including the ED will 
be maximum upto limit decided in this section. But 
if the company wants to provide for lower level of 
the remuneration then it will be depending on: 

a. AOA of the company; or 
b. GM-OR; or 
c. GM-SR (if AOA requires the same). 

The above remuneration decide for the BOD will be 
inclusive of the remuneration for all services 
provided by him in any other capacity. 
e.g. if the director gives the secretarial compliance 
service in addition to the directorship then the 
remuneration decided in the above provision will 
be inclusive of secretarial compliance service. 
Exception: 
The services rendered shall not be considered as 
part of managerial remuneration if: 
a. Services given are of professional nature and 
b. Director giving such services have necessary 
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section (1) of section 178, or the Board of Directors 

in other cases, the director possesses the requisite 

qualification for the practice of the profession. 

qualification and experience for giving such 
services. (and the same is accepted and 
recommended by remuneration committee 
u/s 178) 

197(5): Sitting Fees of the Board Meeting 
A director may receive remuneration by way of fee for attending 

meetings of the Board or Committee thereof or for any other 

purpose whatsoever as may be decided by the Board.  

Provided that the amount of such fees shall not exceed the amount 

as may be prescribed. 

Provided further that different fees for different classes of 

companies and fees in respect of independent director may be such 

as may be prescribed. 

The sitting fees can only be paid to the ED & 
NED of the company for: 

a. Board meeting; or / & 
b. For committee meetings; or / & 
c. For any other meeting decided by 

BOD. 
The fees for the different class of companies 
will be different. 
The limit of the fees and the fees for  the 
independent director will be as follows. 

Rule 4: A company may pay a sitting fee to a director for attending 

meetings of the Board or committees thereof, such sum as may be 

decided by the Board of directors thereof which shall not exceed one 

lakh rupees per meeting of the Board or committee thereof. 

Provided that for Independent Directors and Women Directors, the 

sitting fee shall not be less than the sitting fee payable to other 

directors. 

a. The maximum fees that can be paid to 
any director can be Rs. 1 lac per Board 
Meeting / per committee meeting. 

b. However, the BOD can decide fees 
lower than above limit by BOD-OR. 

c. The fees of ID and 1 woman director 
shall be more than or equal to the fees 
paid to other NED. 

197(6): Method of disbursement of the remuneration. 
A director or manager 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. 

The remuneration can be paid annually or 
semiannually or monthly or in the form of 
percentage of  profit or by combination of 2  or 
more methods. 

197(7): Restriction on Independent Director. (Omitted by Co Act, 2019) 

197(8): Calculation of the Net  Profit 
The net profits for the purposes of this section  shall be computed in the manner referred to in section 198. 

197(9): Refund of excess remuneration by director. 
If any director draws or receives, directly or indirectly, by way of remuneration any such sums in excess of the limit 

prescribed by this section or without approval required under this section, he shall refund such sums to the company, 

within two years or such lesser period as may be allowed by the company, and until such sum is refunded, hold it in trust 

for the company. 

197(10): No waiver of excess remuneration refunded director. 
The company shall not waive the recovery 

of any sum refundable to it under sub-

section (9) unless approved by the company 

by special resolution within two years from 

the date the sum becomes refundable. 

a. The company cannot waive off recovery of the excess 
remuneration refunded by the director. 

b. But if GM-SR approves the director to keep the excess 
remuneration and not to refund the same to the company in 
such case the director need not   refund the remuneration and 
the company can waive of the recovery of the same. 

Co Act, 2017: Provided that where the company has defaulted in payment of dues to any bank or public financial 

institution or non-convertible debenture holders or any other secured creditor, the prior approval of the bank or public 

financial institution concerned or the non-convertible debenture holders or other secured creditor, as the case may be, 

shall be obtained by the company before obtaining approval of such waiver. 

197(11): Increase in remuneration in case of loss or inadequate profit. 
In cases where Schedule V is applicable on grounds 

of no profits or inadequate profits, any provision 

relating to the remuneration of any director which 

purports to increase or has the effect of increasing 

1. The remuneration in case of the loss shall be paid as 
per schedule V. 

2. The company cannot pay remuneration in excess of 
the limit specified in Sch V. 

3. If company wish to pay excess remuneration than the 
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the amount thereof, whether the provision be 

contained in the company’s memorandum or articles, 

or in an agreement entered into by it, or in any 

resolution passed by the company in general meeting 

or its Board, shall not have any effect unless such 

increase is in accordance with the conditions 

specified in that Schedule V. 

limit specified in Sch V the company can pay the same 
if: 
a. Conditions of Sch V are compiled for the same; or 
b. GM-SR. 

4.  Any remuneration increased than the limit specified 
above without complying with the conditions as 
specified above then such remuneration will be invalid 
in law and director will be liable to refund the same. 

197(12): Comparison of the remuneration for listed company. 
Every listed company shall disclose in the Board’s 

report, the ratio of the remuneration of each director 

to the median employee’s remuneration and such 

other details as may be prescribed. 

1. The listed company shall compare the remuneration 
of each director with the median of the remuneration 
of the employees of the company. 

2. The above comparison shall be disclosed in the 
Board’s Report. 

197(13): Insurance against fraud by BOD 
Where any insurance is taken by a company on behalf 

of its managing director, whole-time director, 

manager, Chief Executive Officer, Chief Financial 

Officer or Company Secretary for indemnifying any 

of them against any liability in respect of any 

negligence, default, misfeasance, breach of duty or 

breach of trust for which they may be guilty in relation 

to the company, the premium paid on such insurance 

shall not be treated as part of the remuneration 

payable to any such personnel. 

Provided that if such person is proved to be guilty, the 

premium paid on such insurance shall be treated as 

part of the remuneration. 

In current age company always suffers through the risk of 
fraud. Like landmark fraud executed in case of Satyam 
company. Thus it is the need of the time that the company 
shall make provision or cover against fraud. In such case 
company can take insurance against fraud. Then in the 
given situation arises that the premium paid for such 
insurance whether will be considered as part of 
managerial remuneration? 
The answer will be in two different opinions as follows: 
a. If the fraud is not executed by director against whom 

the insurance is taken or not executed by any director 
of Board then such premium will be treated as the 
expenses for the company. 

b. But if the fraud is executed by director or BOD the 
premium paid will form part of managerial 
remuneration. 

197(14): Receipt of the remuneration from holding as well  as subsidiary Company 
Subject to the provisions of this section, any director 

who is in receipt of any commission from the company 

and who is a managing or whole-time director of the 

company shall not be disqualified from receiving any 

remuneration or commission from any holding 

company or subsidiary company of such company 

subject to its disclosure by the company in the 

Board’s report. 

The director receiving the remuneration from the 
company can also hold the directorship and receive the 
remuneration from holding and subsidiary company. 
e.g. H Ltd is Holding company of S Ltd. Then director D of 
the H Ltd can also be director in S Ltd and can receive the 
remuneration from the same. And if he is director of S Ltd 
first then he can also be director of H Ltd and receive the 
remuneration from the same. 

197(15): Contravention and Consequences. 
(Co Act, 2019) If any person makes any default in 

complying with the provisions of this section, he shall be 

liable to a penalty of one lakh rupees and where any default 

has been made by a company, the company shall be liable to 

a penalty of five lakh rupees. 

On contravention of this section by receiving the 
remuneration above the limit specified without 
required approvals or not complying the provisions 
of this section then the officer in default will be 
liable to Fine of Rs. 1 lac & company is liable to Rs. 
5 lacs 

Co Act, 2017: 197(16): Report by auditors on remuneration 

The auditor of the company shall, in his report under section 143, make a statement as to whether the remuneration 

paid by the company to its directors is in accordance with the provisions of this section, whether remuneration paid to 

any director is in excess of the limit laid down under this section and give such other details as may be prescribed. 

Co Act, 2017: 197(17): Transition for existing applications to CG. 
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On and from the commencement of the Companies (Amendment) Act, 2017, any application made to the Central 

Government under the provisions of this section [as it stood before such commencement], which is pending with that 

Government shall abate, and the company shall, within one year of such commencement, obtain the approval in 

accordance with the provisions of this section, as so amended. 

 
Information to shareholders: 

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) Foreign investments or collaborations, 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 with respect to 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: 
The following disclosures shall be mentioned in the Board of Director’s report under the heading “Corporate 
Governance”, if any, attached to the financial statement: 

(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. 

Perquisites not included in managerial remuneration: 
1. A managerial person shall be eligible for the following perquisites which shall not be included in the 
computation of the ceiling on remuneration specified in and: 
(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 (43 of 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. 

2. In addition to the perquisites specified in paragraph 1 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 or: 
(a) Children’s education allowance: In case of children studying in or outside India, an allowance limited to a 

maximum of Rs. 12,000 per month per child or actual expenses incurred, whichever is less. Such allowance is 
admissible up to a maximum of two children. 

(b) Holiday passage for children studying outside India or 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. 
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Mind Benders 
1. Whether remuneration can be paid in case of loss? 
Ans: The Remuneration can be paid in case of loss only to managerial personal i.e. MD/WTD/manager. 
The remuneration cannot be paid to ordinary directors in case of loss except with the company’s 
approval in general meeting by SR. 
 
2. Sitting fees paid to MD/WTD – consequences: 
Ans: Logically sitting fees shall not be paid to ED as they are in whole time employment of the compay. 
But the bare text does not prohibit the sitting fees to be paid to the ED. So it is advisable to students 
to rember that sitting fees can be paid to ED from exam point of view. 
Note: Sitting fees can also be paid for committee meetings. 
 
3. How will you count the effective capital, if the appointment of the managerial personal is made 

in the year of incorporation of the company? 
Ans: if person is appointed as MD/WTD or manager in year of incorporation of the company the 
effective capital shall be counted as on date of the appointment. In any other case the effective 
capital shall be counted as on last day of the preceding FY. 
 
4. Whether managerial remuneration can be paid in case of negative effective capital? 
Ans: The remuneration can be paid in case of negative effective capital also. 
 
5. Whether the fees paid to any director [ordinary or executive] for rendering the professional 

services included in managerial remuneration? 
Ans: The fees paid to the director for rendering professional services shall be included in overall 
managerial remuneration except in following case. 

a. The services are rendered in the professional capacity, and 
b. CG is of the opinion that, director possesses requisite qualification. 

 
6. Whether guarantee commission paid to a director is not managerial remuneration? 
Ans: Guarantee commission paid to the director for the risk he bears which has nothing to do with 
directorship. The director in the same case does not render any service to the company. [Suessen 
Textile Bearings Ltd. Vs Union of India] 
 
7. State the items to be deducted for computing Effective capital. 
Ans: The following items are to be deducted for computing the effective capital. 

1. Investments. 
2. Preliminary expenses to the extent not written off. 
3. Accumulated losses. 

 
8. ***Can a person receive the managerial remuneration as MD or WTD or manager in the two 

companies? 
Ans: Subject to the provisions of sec 197 read with Sch V, a managerial person shall draw remuneration 
from 2 companies, provided that the companies shall be holding or subsidiary companies. And the 
person is appointed as MD/ Manager in both the companies. However, WTD can hold only 1 office. 
Thus the question of remuneration to WTD form 2 offices does not arises. 
  

 
Chart for Understanding 
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Sec 198: Calculation of Profit. 
Why Provision is Made? 

The remuneration of the directors is based on the net profit of the company. The company shall compute the net 
profit in the manner given in section 198 so that the remuneration shall be derived on the fair basis. 

Applicability 
All companies 

Bare Text Vs Text for Understanding & Writing in Exam 

198(1): Computation of Net Profit 
In computing the net profits of a company in any 

financial year for the purpose of section 197, 

(a) credit shall be given for the sums specified in 

sub-section (2), and credit shall not be given for 

those specified in sub-section (3); and 

(b) the sums specified in sub-section (4) shall be 

deducted, and those specified in sub-section (5) 

shall not be deducted. 

While calculating net profit: 
a. Items specified in 198(2) below shall be credited to 

profit and loss account. 
b. Items specified in 198(3) below shall not be credited 

to profit and loss account. 
c. Items specified in 198(4) below shall be deducted 

from profit and loss account. 
d. Items specified in 198(5) below shall not be 

deducted from profit and loss account. 

198(2): Items to be credited to profit and loss account. 
In making the computation aforesaid, credit shall be 

given for the bounties and subsidies received from 

any Government, or any public authority constituted 

or authorised in this behalf, by any Government, 

unless and except in so far as the Central 

Government otherwise directs. 

1. The government grants, bounties and the subsidies 
shall be credited to profit and loss account to 
increase the profit. Which will ultimately increase 
the remuneration of the Directors. 

2. But if the CG directs any other treatment of the same 
then it shall be treated in the manner specified by 
the government. 

198(3): Items which shall not be credited to profit and loss account. 
In making the computation aforesaid, credit shall not be given for the following sums, namely: 

(a) profits, by way of premium on shares or debentures of the company, which are issued or sold by the company 

unless the company is an investment company as referred to in clause (a) of the Explanation to section 186; 

(b) profits on sales by the company of forfeited shares; 

(c) profits of a capital nature including profits from the sale of the undertaking or any of the undertakings of the 
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company or of any part thereof; 

(d) profits from the sale of any immovable property or fixed assets of a capital nature comprised in the undertaking or 

any of the undertakings of the company, unless the business of the company consists, whether wholly or partly, of 

buying and selling any such property or assets: 

Provided that where the amount for which any fixed asset is sold exceeds the written-down value thereof, credit 

shall be given for so much of the excess as is not higher than the difference between the original cost of that fixed 

asset and its written down value; 

(e) any change in carrying amount of an asset or of a liability recognised in equity reserves including surplus in profit 

and loss account on measurement of the asset or the liability at fair value 

(f) any amount representing unrealised gains, notional gains or revaluation of assets. 

198(4): Items which shall be deducted from the profit and loss account. 
In making the computation aforesaid, the following sums shall be deducted, namely: 

(a) all the usual working charges; 

(b) directors’ remuneration; 

(c) bonus or commission paid or payable to any member of the company’s staff, or to any engineer, technician or 

person employed or engaged by the company, whether on a whole-time or on a part-time basis;  

(d)  any tax notified by the Central Government as being in the nature of a tax on excess or abnormal profits; 

(e) any tax on business profits imposed for special reasons or in special circumstances and notified by the Central 

Government in this behalf; 

(f) interest on debentures issued by the company; 

(g) interest on mortgages executed by the company and on loans and advances secured by a charge on its fixed or 

floating assets; 

(h)  interest on unsecured loans and advances;  

(i) expenses on repairs, whether to immovable or to movable property, provided the repairs are not of a capital nature;  

(j) outgoings inclusive of contributions made under section 181; 

(k)  depreciation to the extent specified in section 123;  

(l) the excess of expenditure over income, which had arisen in computing the net profits in accordance with this section 

in any year which begins at or after the commencement of this Act, in so far as such excess has not been deducted 

in any subsequent year preceding the year in respect of which the net profits have to be ascertained; 

(m) any compensation or damages to be paid in virtue of any legal liability including a liability arising from a breach of 

contract; 

(n)  any sum paid by way of insurance against the risk of meeting any liability such as is referred to in clause (m);  

(o) debts considered bad and written off or adjusted during the year of account.  
 

198(5): Items which shall not be deducted from profit and loss account. 
In making the computation aforesaid, the following sums shall not be deducted, namely: 

(a) income-tax and super-tax payable by the company under the Income-tax Act, 1961, or any other tax on the income 

of the company not falling under clauses (d) and (e) of sub-section (4);  

(b) any compensation, damages or payments made voluntarily, that is to say, otherwise than in virtue of a liability such 

as is referred to in clause (m) of sub-section (4);  

(c) loss of a capital nature including loss on sale of the undertaking or any of the undertakings of the company or of 

any part thereof not including any excess of the written-down value of any asset which is sold, discarded, 

demolished or destroyed over its sale proceeds or its scrap value;  

(d) any change in carrying amount of an asset or of a liability recognised in equity  reserves including surplus in profit 

and loss account on measurement of the asset  or the liability at fair value. 

 

Sec 199: Recovery of Remuneration in Certain Cases. 
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Why Provision is Made? 
In case if the company revises its net profit which ultimately lead to lower remuneration to directors 
then actually paid to them, then there has to be provision which should state as to how such excess paid 
remuneration shall be recovered. Thus sec 199 is made for recovery of the remuneration by company. 

Applicability 
All companies 

Bare Text Vs Text for Understanding & Writing in Exam 

199(1): Recovery of the remuneration by company / Refund of the remuneration by directors in 
case of revision of the profit. 

Without prejudice to any liability incurred 

under the provisions of this Act or any 

other law for the time being in force, where 

a company is required to re-state its 

financial statements due to fraud or non-

compliance with any requirement under 

this Act and the rules made thereunder, 

the company shall recover from any past 

or present managing director or whole-

time director or manager or Chief 

Executive Officer (by whatever name 

called) who, during the period for which 

the financial statements are required to 

be re-stated, received the remuneration 

(including stock option) in excess of what 

would have been payable to him as per 

restatement of financial statements. 

There might be situations in the company which require the revision 
of the net profit. Some of the such situations are as follows: 
a. Restatement due to fraud.  
b. Restatement due to noncompliance of any requirement. 
c. Restatement for operation of law. 
d. Restatement for giving true and fair view. 

Now the above list of the restatement is not exhaustive. There might 
be numerous reasons in which restatement of the accounts shall be 
made. The main point of discussion is whether managerial 
remuneration will change in case of such restatement of the profit 
or accounts? The answer is yes. This may also lead to refund of the 
remuneration by managerial person because remuneration as per 
restated income might be lower than the remuneration actually 
paid. 
Thus the power is given to the company to recover the remuneration 
from the following persons in case of restatement of the accounts: 
a. Recovery from the past MD / WTD / CEO / Manager. 
b. Recovery from the present MD / WTD / Manager / CEO. 

In such case the company will recover only such remuneration which 
is excess remuneration paid as per restated net profit. 

 

-= BOMBERS =- 
1. Whether NED is not covered by this section for recovery of the remuneration? 
Ans: the section does not specify the name of NED. But if we look at the provisions carefully we can 
see the name CEO who is covered in this section. Now the CEO word used in this section shall be 
interpreted in the broader objective which includes all the persons leading the company and who 
receives remuneration or the commission based on the net profit. This automatically includes the NED. 
Thus the section is also applicable to NED. 
 
2. Whether recovery of the employee stock options covered in this section? 
Ans: the section specifically provides that the employee stock options shall be considered while 
recovery of the remuneration. Thus company can recover any stock options granted to any BOD or 
CEO in case of restatement of accounts. 
 

 

Sec 200: CG or Company to fix limit of remuneration. 
Why Provision is Made? 

In the corporate world it is also observed that the EDs of the company claims more and more remuneration over 
the period of time. It can lead to payment of excess remuneration only because of greed of director. In such case 
if payment of remuneration by company is against public interest or stakeholders interest or if director is involved 
in fraud or mismanagement then CG may use this section to put maximum limit on remuneration to director. This 
will ultimately control the areas where company may incur excess remuneration even in case it is not required 
and which did not came to the notice of the members. 
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Applicability 
All companies 

Bare Text Vs Text for Understanding & Writing in Exam 

200: CG may fix the limit regarding the remuneration. 
Notwithstanding anything contained in this 

Chapter, the company may, while according 

its approval under section 196, to any 

appointment or to any remuneration under 

section 197 in respect of cases where the 

company has inadequate or no profits, fix the 

remuneration within the limits specified in this 

Act, at such amount or percentage of profits 

of the company, as it may deem fit and while 

fixing the remuneration, the company shall 

have regard to— 

(i) the financial position of the company; 

(ii) the remuneration or commission drawn by 

the individual concerned in any other 

capacity; 

(iii) the remuneration or commission drawn by 

him from any other company; 

(iv) professional qualifications and 

experience of the individual concerned; 

(v) such other matters as may be prescribed.

  

As we have seen in section 196, the appointment of the ED 
requires the approval of the GM. At the time of giving approval if 
the GM feels that the profit of the company is not adequate or 
company is suffering through loss then GM can put the maximum 
limit on the remuneration in the form of percentage or in the form 
of amount of remuneration, etc. 
But only inadequacy of the profit or the loss is not only ground for 
fixing the maximum cap on the remuneration. At the same time 
GM shall also consider the following matters. 
a. the financial position of the company: Which means how 

munch a company can afford as remuneration to BOD. 
b. the remuneration or commission drawn by the individual 

concerned in any other capacity: Which means how much 
additional payment individual receives and get benefited 
from the company additionally.  

c. the remuneration or commission drawn by him from any 
other company: which means how much amount he 
receives for additional directorship from other companies. 

d. professional qualifications and experience of the individual 
concerned: which means whether the granted 
remuneration is supported by required qualification and the 
expertise for the job. 

e. such other matters as may be prescribed: any additional 
matters which GM may think necessary for the 
remuneration. 

Module Updating 
According to Rule 6 of the Companies (Appointment and Remuneration of Managerial Personnel) Rules, 2014, 
for the purposes of clause (e) above the Central Government or the company shall have regard to the following 
matters, namely: 
(1) the Financial and operating performance of the company during the three preceding financial years. 
(2) the relationship between remuneration and performance. 
(3) the principle of proportionality of remuneration within the company, ideally by a rating methodology which 

compares the remuneration of directors to that of other directors on the board and employees or 
executives of the company. 

(4) whether remuneration policy for directors differs from remuneration policy for other employees and if so, 
an explanation for the difference. 

(5) the securities held by the director, including options and details of the shares pledged as at the end of the 
preceding financial year. 

 

201: Forms of, and procedure in relation to, certain applications 
Applicability 

To all companies 

Bare Text Vs Text for Understanding & Writing in Exam 

According to section 201 of the Companies Act, 2013: 
(i) Every application made to the Central Government under Sec 196 shall be in Form No. MR.2 and shall 

be accompanied by fee as may be specified for the purpose. 
(ii) Before any application is made by a company to the Central Government under sec 196, there shall be 

issued by or on behalf of the company a general notice to the members thereof, indicating the nature of 
the application proposed to be made. 

(iii) Such notice shall be published at least once in a newspaper in the principal language of the district in 
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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. 

(iv) The copies of the notices, together with a certificate by the company as to the due publication thereof, 
shall be attached to the application. 

(v) The Companies (Appointment and Remuneration of Managerial Personnel) Rules, 2014, prescribes that 
the companies other than listed companies and subsidiary of a listed company may without Central 
Government approval pay remuneration to its managerial personnel, in the event of no profit or 
inadequate profit beyond ceiling specified in Section II, Part II of Schedule V, subject to complying with 
the following conditions namely: 

(a) Payment of remuneration is approved by a resolution passed by the Board and, in the case of a 
company covered under sub-section (1) of section 178 also by the Nomination and Remuneration 
Committee, if any. While doing so, the clear reason and justification for payment of remuneration 
beyond the said limit has to be recorded in writing. 

(b) The company has not made any default in repayment of any of its debts (including public deposits) 
or debentures or interest payable thereon, preference shares and dividend on preference shares 
for a continuous period of thirty days in the preceding financial year before the date of payment 
to such managerial personnel. 

(c) The approval of shareholders by way of a special resolution at a general meeting of the company 
for payment of remuneration for a period not exceeding three years. 

(d) a statement along-with a notice calling the general meeting referred to above point (c), shall 
contain the information as per sub clause (iv) of second proviso to clause (B) of section II of part-
II of Schedule V of the Act including reasons and justification for payment of remuneration beyond 
the said limit. 

(e) The company has filed Balance Sheet and Annual Return which are due to be filed with the 
Registrar of Companies. 

(f) Every such application seeking approval shall be made to the Central Government within a period 
of ninety days from the date of such appointment. 

E-Filings 
MR-2: Application to CG under this chapter. 

 

Sec 202: Compensation for Loss of Office of MD/WTD/Manager: 
Why Provision is Made? 

The ED enters in to an agreement with the company as per section 190. He has right to complete his full tenure 
and receive the remuneration from the company if he is working diligently and in good faith. He might have 
rejected other companies for accepting ED. Thus the ED is depending on the company. Thus premature 
termination of him without his mistakes will lead to loss of his remuneration and opportunity. Thus the ED shall 
be paid compensation for premature termination of his officer without any reason. 
The section also states the cases where there can be a mistake of ED and he will not be eligible for compensation 
in such case. 

Applicability 
All companies 

Bare Text Vs Text for Understanding & Writing in Exam 

202(1): Compensation for loss of office only for ED. 
A company may make payment to a managing or 

whole-time director or manager, but not to any other 

director, by way of compensation for loss of office, or 

as consideration for retirement from office or in 

connection with such loss or retirement. 

1. The company can pay the compensation for loss of 
office or consideration for retirement only to ED such 
as MD / WTD / Manager. 

2. However, the company cannot pay compensation to 
NED in this section, the company can pay the 
compensation to NED in sec 191. (discussed in chapter 
Meetings of Board and its Powers). 

202(2): Restriction on compensation to ED. 
No payment shall be made under sub-section (1) in the 

following cases, namely: 

The compensation to ED shall not be paid in 
following cases. 
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(g) where the director resigns from his office as a result of 

the reconstruction of the company, or of its 

amalgamation with any other body corporate or 

bodies corporate and is appointed as the managing or 

whole-time director, manager or other officer of the 

reconstructed company or of the body corporate 

resulting from the amalgamation; 

(h) where the director resigns from his office otherwise 

than on the reconstruction of the company or its 

amalgamation as aforesaid; 

(i) where the office of the director is vacated under sub-

section (1) of section 167; 

(j) where the company is being wound up, whether by an 

order of the Tribunal or voluntarily, provided the 

winding up was due to the negligence or default of the 

director; 

(k) where the director has been guilty of fraud or breach 

of trust in relation to, or of gross negligence in or gross 

mismanagement of, the conduct of the affairs of the 

company or any subsidiary company or holding 

company thereof; and 

(l) where the director has instigated, or has taken part 

directly or indirectly in bringing about, the termination 

of his office. 

a. Where directors resign as follows: 
i. Resignation because of Amalgamation or 

reconstruction of the company even when he 
is appointed as ED of amalgamated company. 

ii. Where director resigns voluntarily without 
any reason or due to personal reasons. 

b. Where director is liable to vacate office u/s 167 
(discussed in chapter Appointment and 
Qualification of Directors). 

c. Director enters into any transaction or he does 
any act or negligence which lead to winding up 
of company. 

d. The director has executed fraud or gross 
negligence or mismanagement in the conduct of 
the affairs of: 
i. Company itself in which he is director; or 
ii. Holding company of the company in 

which he is director. 
e. Where director does any act or creates or 

supports to create any situation which can 
terminate his office.  

 
Other than the cases specified above the director is 
eligible for the compensation. E.g. where company 
removed the director voluntarily in section 169 
without any reason then the director is eligible for 
compensation under this section. 

202(3): Limit on compensation to ED. 
Any payment made to a managing or whole-time 

director or manager in pursuance of sub-section (1) 

shall not exceed the remuneration which he would 

have earned if he had been in office for the remainder 

of his term or for three years, whichever is shorter, 

calculated on the basis of the average remuneration 

actually earned by him during a period of three years 

immediately preceding the date on which he ceased to 

hold office, or where he held the office for a lesser 

period than three years, during such period. 

If the compensation derived as per this section, then such 
compensation shall not exceed the maximum limit 
calculated as per following method. 
 
Max Compensation = Period of Compensation X Average 
yearly remuneration earned. 
 
Period of Compensation = Remaining period of office or 3 
years whichever is lower. 
 
Average yearly remuneration earned = Average 
remuneration of period which is lower of {actual period 
worked or 3 years}. 

Provided that no such payment shall be made to the 

director in the event of the commencement of the 

winding up of the company, whether before or at any 

time within twelve months after, the date on which he 

ceased to hold office, if the assets of the company on 

the winding up, after deducting the expenses thereof, 

are not sufficient to repay to the shareholders the 

share capital, including the premiums, if any, 

contributed by them. 

Where ED retires from the office and within 12 months’ 
company enters into winding up, then in such case if the 
company is able to repay money of equity shareholders 
including their premiums, then only compensation can be 
paid to ED for loss of office as per above method. 
Which means if all the debt and expenses of the company 
are entirely satisfied and in addition to this entire 
investment of the shareholders is also repaid, and after 
that the funds remains in company then from such funds 
the compensation shall be paid to ED and the remaining 
amount shall be paid to equity shareholders as surplus 
earned. 

202(4): Remuneration to ED in other capacity. 
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Nothing in this section shall be deemed to prohibit 

the payment to a managing or  whole-time director, or 

manager, of any remuneration for services rendered 

by him to the company in any other capacity. 

the payment made to any ED in any other capacity will 
not be counted in the limit of this section. The section 
allows payment of remuneration ED in any other 
professional capacity. Thus it can be paid in addition to 
the compensation of this section. 

  
Text for Understanding 

 
 

 

 

 

 

 

 

 

 

 

 

 

For example 
Mr Kalu is appointed for 5 years in case of company on basis of following approved remuneration 

over period. 
1st Year = Rs. 5 lacs, 2nd Year = Rs. 10 lacs, 3rd Year = Rs. 15 lacs, 4th Year = Rs. 20 lacs, 5th Year = Rs. 

25 lacs 
 

Removal 
After 

Residual 
Period 

Calculation of Average Remuneration Compensation 

1st year 4 yrs or 3 yrs 
(Lower) 

 
 
 
 

 

2nd year 3yrs or 3 yrs 
Choose any 

one 

 
 
 
 

 

3rd year 2years or 3 
years 

(lower) 

 
 
 
 

 

4th year 1 year or 3 year 
(lower) 

 
 
 

 

Compensation to ED for loss of office 

Situations where no compensation will be paid 
(a) director resigns from his office in case of 

reconstruction of the company, or of its 
amalgamation and he is appointed as same 
in new company. 

(b) where the director resigns from his office 
voluntarily; 

(c) where the office of the director is vacated 
under sub-section (1) of section 167; 

(d) where the company is being wound up, 
whether by an order of the Tribunal or 
voluntarily, due to default of the director; 

(e) where the director has been guilty of fraud 
or breach of trust 

(f) where the director has instigated, or has 
taken part directly or indirectly in bringing 
about, the termination of his office 

In any other situation 
compensation will be paid to ED 

Amount of Compensation = Average 
Remuneration X Residual period. 

Average Remuneration 
1. Actual Period 
worked or 3 years 
whichever is lower 
period. 
2. Take yearly average 
of remuneration of 
above period. 

Residual Period 
 Actual Period 
remaining or 3 
years whichever 
is lower period. 
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2 year & 7 
months 
(2.58) 

2 yrs & 5 
months (2.42) 

or 3 years 
(lower) 

  

3 years & 
165 days 

(3.45) 

1 year & 200 
days (1.54) or 3 

years 
(lower) 

  

 

Sec 203: Whole Time Key Managerial Personal. (WTKMP) 

The section is already covered in chapter 1. 
 

Sec 204: Secretarial Audit for bigger Companies. 
Why Provision is Made? 

In case of big companies the legal compliance is the essential element. The legal compliance is the one of the most 
risky areas in the company such as finance and top management are also risky areas. In case of default in legal 
compliance of the company it might lead to manipulation of the company and fraud also. In such case the section 
204 provides for secretarial audit of the big companies which ensures legal compliance in the same. 

Applicability 
Applicable to only: 

a. listed  Company; or 
b. Public Company having paid up capital of Rs. 50 Crs or more; or  
c. Public company having turnover 250 Crs or more. 

 

Bare Text Vs Text for Understanding & Writing in Exam 

204(1): Applicability of Secretarial Audit. 

Every listed company and a company belonging to other class of companies 

as may be prescribed shall annex with its Board’s report made in terms of 

sub-section (3) of section 134, a secretarial audit report, given by a 

company secretary in practice, in such form as may be prescribed. 

 

Companies (Appointment & Remuneration of Managerial Personnel) 

Rules, 2014. 

Rule 9 : (1) For the purposes of sub-section (1) of section 204, the other 

class of companies shall be as under— 

(a) every public company having a paid-up share capital of fifty crore 

rupees or more; or 

(b) every public company having a turnover of two hundred fifty crore 

rupees or more. 

(2) The format of the Secretarial Audit Report shall be in Form No. 

MR.3. 

Every company belonging to 
following class shall compulsorily 
conduct the secretarial audit. 

a. Listed company 
b. Public Company having paid 

up capital Rs. 50 crs or more. 
c. Public company having 

turnover of Rs. 250 crs or 
more. 

 
The above company after conduct of 
the secretarial audit shall attach the 
same audit report to the Board 
Report and submit the same in GM. 
 
The secretarial audit report shall be 
submitted in the form MR 3. 

204(2): Duties of the company regarding secretarial audit. 

It shall be the duty of the company to give all assistance and facilities to the company secretary in practice, for auditing 

the secretarial and related records of the company. 

204(3): The Duties of BOD 

The Board of Directors, in their report made in 

terms of sub-section (3) of section 134, shall explain 

The BOD need to give Board Report to members in u/s 
134(3). 
The BOD shall give all reasoning and basis for qualification 
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in full any qualification or observation or other 

remarks made by the company secretary in practice in 

his report under sub-section (1). 

or observations made by company secretary in his 
secretarial audit report. 

204(4): Contravention and penalties 
If a company or any officer of the company or the company 

secretary in practice, contravenes the provisions of this 

section, the company, every officer of the company or the 

company secretary in practice, who is in default, shall be 

punishable with fine which shall not be less than one lakh 

rupees but which may extend to five lakh rupees. 

In case of contravention of the provision of this 
section the fine of Rs. 1 lakh to Rs. 5 lakh will be 
applied on following persons: 
1. Company; or 
2. Every officer of the company who is in default; 

or 
3. Company secretary in default. 

 

Sec 205: Functions of Company Secretary 
Why Provision is Made? 

The company secretary of the company is the legal compliance officer of the company. The work he does 
in the company shall be reviewed by BOD as well as members. Regarding the same the functions of 
company secretary are defined in this section. 

Applicability 
To companies which require the appointment of Company Secretary. 

Bare Text Vs Text for Understanding & Writing in Exam 

205(1): Functions of Company Secretary 
The functions of the company secretary shall include, 

(a) to report to the Board about compliance with the provisions of this Act, the rules made there under and other 

laws applicable to the company; 

(b) to ensure that the company complies with the applicable secretarial standards; 

(c) to discharge such other duties as may be prescribed. 

Explanation.—For the purpose of this section, the expression “secretarial standards” means secretarial standards 

issued by the Institute of Company Secretaries of India constituted under section 3 of the Company Secretaries 

Act, 1980 and approved by the Central Government. 

205(2): No disturbance to the functions of other BOD. 
The provisions contained in section 204 and section 205 shall not affect the 

duties and functions of the Board of Directors, chairperson of the 

company, managing director or whole-time director under this Act, or any 

other law for the time being in force. 

The acts done by Company secretary 
will not affect the functions of the 
BOD, chairman, MD/WTD under this 
act or any other law. 

Companies (Appointment & Remuneration of Managerial Personnel) Rules, 2014 
Duties of Company Secretary. 
Rule 10: The duties of Company Secretary shall also discharge, the following duties, namely: 
(1) to provide to the directors of the company, collectively and individually, such guidance as they may 

require, with regard to their duties, responsibilities and powers; 
(2) to facilitate the convening of meetings and attend Board, committee and general meetings and maintain 

the minutes of these meetings; 
(3) to obtain approvals from the Board, general meeting, the Government and such other authorities as 

required under the provisions of the Act; 
(4) to represent before various regulators, and other authorities under the Act in connection with discharge 

of various duties under the Act; 
(5) to assist the Board in the conduct of the affairs of the company; 
(6) to assist and advise the Board in ensuring good corporate governance and in complying with the 

corporate governance requirements and best practices; and 
(7) to discharge such other duties as have been specified under the Act or rules; and 
(8) such other duties as may be assigned by the Board from time to time. 
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Coverage in the chapter 
The following content is covered till now from different chapters of Companies Act, 2013. 

Section Name of Section Name of Chapter 
196 Appointment of MD / WTD / Manager (ED) Appointment & Remuneration 

of Managerial personnel 

197 Managerial Remuneration -do- 

198 Calculation of Net Profit -do- 

199 Refund of Remuneration -do- 

200 CG to Put Maximum limit of Remuneration -do- 

201  -do- 

202 Compensation to ED for loss of office -do- 

203 Whole Time Key Managerial Personnel -do- 

204 Secretarial Audit -do- 

205 Functions of Company Secretary -do- 

 

E-Forms 
Companies (Appointment & Remuneration of Managerial Personnel) Rules, 2014 

E-Form Details Relevant 
section 

Rule No 

MR-1 Filing of return of appointment 196 3 

MR-2 Form of application to CG for appointment as ED in case of 
contravention of Sch V 

196, 201 7 

MR-3 Secretarial Audit Report 204 9 

 


