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ABSTRACT: 

According to the Act, bonuses are paid depending on the establishment's allocable surplus. The method for 

determining the allocable surplus is set down in the Act and takes into consideration a number of variables, 

including available earnings, reserves, and certain deductions. Additionally, it establishes a cap on bonus payments 

to strike a balance between workers' interests and the establishment's capacity to make money. Employers must 

calculate and pay bonuses in accordance with the Act within a certain amount of time after the end of the accounting 

year. It emphasises how crucial it is to keep detailed logs and records of bonus computations and payouts. The Act 

also offers procedures for addressing disagreements about incentive payments. In resolving disputes and 

guaranteeing adherence to the Act, it creates the function of specified authorities, including the Assistant 

Commissioner of Labour and the Labour Court. The Payment of Bonus Act, 1965's main goal is to advance social 

justice and fairness by guaranteeing that workers get a cut of the business's earnings. The Act intends to provide 

employees financial stability, promote productivity, and promote amicable workplace relations. 
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I. INTRODUCTION 

In India, a significant piece of law called the Payment of Bonus Act, 1965, controls how incentives are given to 

workers. By assuring a fair distribution of revenues among qualified employees, it seeks to provide employees 

financial incentives and promote pleasant employer-employee relationships. The Act lays forth the guidelines and 

requirements for bonus computation, eligibility, and payout. Detailed information on the 1965 Payment of Bonus 

Act is provided in this introduction [1], [2]. Businesses that satisfy specific requirements, such as having a certain 

number of workers and producing a particular amount of profit, are subject to the Payment of Bonus Act. The Act 

aims to advance social justice and worker welfare while outlining businesses' responsibilities with relation to the 

distribution of incentives to qualified workers. 

The Act lays forth the formula for determining bonuses, which is based on the employee's income or wages and 

the establishment's earnings. It creates a formula to calculate the allocable surplus, or the sum that may be 

distributed as bonuses. The Act also specifies the minimum and maximum bonus payment amounts. Employees 

who satisfy the requirements of the Payment of Bonus Act, such as completing a certain amount of service, are 

eligible to earn bonuses. Employees working in factories, enterprises, and certain industries are among the kinds 

of workers defined by the Act as being eligible for bonuses. 

The Act also handles crucial issues including the deadline for incentive payments, the upkeep of registers and 

documents, and the authority of inspectors designated to assure Act compliance. It contains mechanisms for 

resolving disputes and settling claims relating to bonus payments. By guaranteeing that workers get a fair share of 

income, the Payment of Bonus Act, 1965 seeks to strengthen their feeling of financial security. It acts as a tool for 

honouring and rewarding workers' efforts and promoting loyalty and productivity. Employers must abide by the 

Act in order to respect their legal commitments and preserve good employee relations. 

The Payment of Bonus Act, 1965 contains rules that both employers and workers should be aware of in order to 

guarantee that bonus payments are computed and distributed in conformity with the law. Employers can administer 

bonus payments efficiently if they are aware of the Act's requirements, and workers may make use of the Act's 

rights and benefits by doing so. Overall, the Payment of Bonus Act, 1965 significantly contributes to guaranteeing 
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equal profit distribution, encouraging employee welfare, and creating a positive work environment. It demonstrates 

the government's commitment to social fairness and labour force wellbeing. 

II. DISCUSSION 

The Workmen's Compensation Act regulations were the subject of the preceding unit. The annual bonus is a 

significant part of the workers' compensation. This accounts for 8 to 10% of all worker wages. The working class 

views its payment as a tremendous hope and anticipation since it can now be asserted as a legal entitlement. The 

yearly bonus will continue to play a role in bridging the gap between the current and the living wage since real 

earnings paid to the majority of Indian employees have not even risen to prewar (1939) levels. Although opinions 

have been stated calling for the complete elimination of bonus claims in favour of salary increases, it seems that 

such a dramatic move has little chance of being accepted—at least not until the whole wage policy is rationalised 

and planned in lieu of its current haphazard expansion. This unit's goal is to help the pupils understand fundamental 

phrases. You have to be able to comprehend a variety of ideas pertaining to the Payment of Bonus Act at the 

conclusion of this course. 

The Payment of Bonus Act, 1965 was passed to provide provisions for the bonus payments to employees of certain 

enterprises based on productivity or profit, as well as for things related thereto. any factory as defined by the 

Factories Act of 1948 is subject to the Act, as is any other enterprise with twenty or more employees on any given 

day of the accounting year. The Act may, however, be made applicable to any factory or institution employing less 

than twenty but not fewer than ten people following two months' notice in the Official Gazette. The Central 

Industrial Relations Machinery (CIRM) is responsible for enforcing the Act. The Chief Labour Commissioner 

(Central) Organisation, often known as CIRM, is a department under the Ministry of Labour. The Chief Labour 

Commissioner (Central) serves as its leader [3]–[5].  

Concept of Bonus 

The idea of an annual profit bonus has a lengthy history. Bonuses were once thought of as gifts or ex-gratia 

payments made by employers to their staff in order to encourage their work during significant holidays like Diwali, 

Durga Puja, and Onam. Before the First World War, some European businesses handed out free Dhotis and other 

home items during holidays, while Indian businesses provided bonuses in the form of presents in kind and cash. 

Bengal has a system in place that paid bonuses during Durga Puja regardless of profit or loss. Large businesses 

offered supplementary payments known as bonuses. In the midst of the First World War, a formal bonus payment 

system was established. The textile sector in Bombay and Ahmedabad provided recent salary increases of 10% in 

1917 under the guise of a war bonus; in 1918, this was raised to 15%. When the war was over, several businesses 

ceased offering bonuses. Workers declared it to be a right and went on strike as a result. In February 1924, the issue 

was brought to a committee chaired by the Chief Justice of Bombay. The Committee noted that the workers had 

not made any actionable claims, whether they were legal, equitable, or based on tradition. However, in businesses 

that were profitable, employees still received bonuses as an ex-gratia payment. Due to the subsequent years' 

economic downturn, bonuses stopped being a significant issue in labour relations. 

When enterprises began producing extraordinary profits during the Second World War, bonus once again became 

a hot topic. Despite the fact that some companies choose to provide bonuses, many bonus-related complaints were 

brought to ad hoc Industrial Courts of Tribunals for resolution in accordance with the Defence of India Rules. Some 

of these cases even reached the Supreme Court. The judges held that labour and capital have to work together in 

order for profits to be created. Therefore, the latter had a claim to a portion of the rising earnings. This was the case 

until the Bombay High Court ruled that employees had the right to demand bonuses from their employers as 

additional compensation for work performed under an express or implied contract (India Hume Pipe Company v. 

E.M. Nanavutty 48 Bombay L.R. 551). 

Objectives of this Act 

The following are the Act's goals: 

1. To enhance the legal obligation to provide a bonus incentive for excellent performance in the event of 

profits or losses. 

2. To establish a formula for bonus calculation. 

3. Set minimum and maximum % bonuses. 



 
International Journal of Innovative Research in Engineering and Management (IJIREM) 

 

Innovative Research Publication    54 

 

 

4. To provide a means for setting off/setting on. 

5. To provide a procedure for redress. 

Key Provisions 

The following are the Act's main clauses: 

1. The Act states that "any person employed on a salary or wage not exceeding three thousand five hundred 

rupees per mensem in any industry to do any skilled or unskilled manual, supervisory, managerial, 

administrative, technical or clerical work for hire or reward, whether the terms of employment be express 

or implied" is considered an employee. 

2. A prerequisite for receiving a bonus from an employer during an accounting year is that the employee must 

have worked for at least 30 days throughout the year. 

3. Employers are required to provide a minimum bonus of 8.33% of the employee's annual income or 

compensation, or $100, whichever is greater. The employer need not have any allocable surplus throughout 

the accounting year in this case. When an employee is under the age of fifteen at the start of the accounting 

year, the minimum bonus that is due is 8.33% of their base salary, or sixty rupees, whichever is greater. 

4. The employer is required to provide a bonus (maximum bonus) equal to an amount that cannot be more 

than 20% of the workers' income or wages received during any accounting year if the allocable surplus 

exceeds the minimum bonus amount that is due to them. 

5. The amount placed on or shut off must be considered when calculating the allocable surplus. With those 

words: 

a. If the allocable surplus in any accounting year exceeds the maximum bonus that may be paid to the 

establishment's employees, the excess surplus is carried forward to be used in the following accounting 

year, and so on through the fourth accounting year, inclusive;  

b. A deficit is carried over to be offset in the next accounting year, and so on, up to and including the fourth 

accounting year, if there is no or a small amount of an allocable surplus for that year. 

When computing bonus for the subsequent accounting year, the amount of set on or set off carried forward from 

the earliest accounting year should be taken into first consideration if any amount has been carried forward and set 

on or set off in any accounting year. In regards to any disagreement involving the payment of bonuses, any sums 

due to an employee by way of bonus under this Act should be paid in cash by his employer within a month of the 

day on which the award becomes enforceable or the settlement takes effect. 

But in all other circumstances, it must be paid within eight months after the end of the accounting year. However, 

the Government may decide to extend the abovementioned eight-month term to another period or periods if the 

Employer applies to it and there are adequate grounds, as long as the total time thus extended does not, in any 

instance, exceed two years. If an employee is terminated from employment due to any of the following reasons: (i) 

fraud; (ii) riotous or violent conduct while on the grounds of the establishment; or (iii) theft, misappropriation, or 

sabotage of any establishment property, the employee will not be eligible to receive a bonus. 

Duties and Rights of Employer 

Employers have strict obligations to meet regarding the payment of incentives to their workers under the Payment 

of Bonus Act, 1965. In addition to these obligations, employers also have a duty to respect and acknowledge 

workers' rights regarding incentive payments. The Payment of Bonus Act of 1965 gives employers the following 

principal obligations and privileges [6]–[8]. 

Duties of Employers: 

Allocable surplus calculation: Employers are in charge of figuring out the allocable surplus, or the money that is 

available for bonus payments. This requires figuring up the establishment's earnings using the Act's specified 

formula. 

Allocation and Distribution of Bonus:  Employers must designate a percentage of the allocable surplus for 

payment as bonuses to qualified workers. Bonus distribution and allocation. They are responsible for making sure 

the bonus money is allocated equitably and in compliance with the Act's rules. 
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Timely Payment: Employers are required to pay bonuses to qualified workers within the Act's established time 

frames. Within eight months after the end of the accounting year, bonuses must be paid. 

Maintaining Records: Employers are expected to keep correct and current records, including registers and other 

pertinent papers, regarding bonus payments. These documents must be kept for a certain amount of time and should 

be accessible to authorised employees for review. 

Employer Rights: 

Allocable excess Calculation: Employers are permitted to use the formula provided to determine the allocable 

excess. This enables them to calculate the available funds for the incentive payments to workers. Employers are 

free to choose the incentive rate they want to provide, as long as they do so within the Act's established guidelines. 

They may take into account things like the establishment's financial situation, production levels, and other pertinent 

aspects. 

In the event of a disagreement involving bonus payments, employers have the right to defend themselves. When a 

disagreement is being resolved, they might argue their position and provide pertinent evidence before the proper 

authorities. Employers have the right to anticipate that their staff members will abide by the 1965 Payment of Bonus 

Act's regulations. This involves adhering to the qualifying requirements, providing the necessary data, and helping 

to keep records up to date. 

It is essential for employers to carry out their obligations under the Payment of Bonus Act, 1965 in order to 

guarantee legal compliance and preserve positive employer-employee relations. Employers may foster a productive 

workplace that supports fair bonus payouts and fosters employee happiness by carrying out these obligations and 

upholding workers' rights. To guarantee correct and timely compliance, employers should become acquainted with 

the Act's provisions, especially those pertaining to the calculation and payment of incentives. Employee trust and 

goodwill will grow as a result, which will benefit the workforce's general well-being and productivity. 

Eligibility and Disqualification of Bonus 

Certain qualifying requirements and exclusions for the payment of bonuses to workers are established under the 

Payment of Bonus Act, 1965. These clauses specify which workers are eligible for bonuses and under what 

conditions they may be excluded. The following are the main criteria for eligibility and ineligibility for incentives 

under the 1965 Payment of Bonus Act: 

Eligibility for Bonus 

Minimum Employment Period:  

An employee must have worked for at least 30 days in the business where the Act is applicable throughout the 

financial year in order to be eligible for a bonus. 

Minimum Salary/Wage Threshold:  

The Act specifies a salary or compensation level over which workers are qualified for bonuses. The current 

threshold is Rs. 21,000 per month (or as otherwise determined by the government). 

Failure to Qualify for Bonus 

Dismissal for Misconduct:  

A worker may not be eligible to receive a bonus for that fiscal year if they were fired as a result of misbehaviour, 

fraud, or riotous or violent behaviour. 

Retirement or Resignation of Free Will:  

Unless specifically stated in the employment contract or business policy, an employee may be unable to receive a 

bonus if they voluntarily leave or retire from service before the end of the financial year. 

Misconduct-related losses or willful omissions losses:  
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Employees may not be eligible for bonuses if the company suffers losses as a result of their deliberate 

wrongdoing or willful failure to carry out their responsibilities. 

Sabotage or fraud:  

Employees who commit fraud or sabotage that causes the company to suffer financial losses may not be eligible 

for a bonus. It is vital to remember that the precise eligibility and disqualification requirements may change based 

on the establishment, industry, or particular conditions agreed upon between the employer and workers via 

employment contracts or collective bargaining agreements. 

The 1965 Payment of Bonus Act strives to make sure that revenues are distributed fairly among qualified workers. 

The Act contributes to upholding the integrity of the bonus system and preventing misuse or unjustified benefits 

by clearly defining eligibility requirements and disqualification clauses. While granting employers the option to 

withhold incentives in circumstances of wrongdoing or financial losses brought on by employees, it encourages 

workers to carry out their responsibilities carefully and properly. 

To properly identify which workers are qualified for bonuses and to guarantee legal compliance, employers should 

carefully evaluate the eligibility and disqualification criteria stated in the Payment of Bonus Act, 1965. On the other 

hand, workers should be informed of their legal rights and obligations under the Act and seek compensation if they 

feel they have been unfairly denied a bonus. Overall, the eligibility and disqualification rules of the Payment of 

Bonus Act, 1965 support a positive working relationship between employers and workers by ensuring fairness and 

openness in the bonus distribution process. 

III. CONCLUSION 

In conclusion, the Payment of Bonus Act, 1965 is an important piece of law that tries to guarantee equitable profit 

distribution and provide workers financial incentives. The Act specifies precise rules for who is eligible to receive 

incentives and who is not, promoting openness and equality in bonus payouts. The minimum length of service and 

salary requirement for workers to qualify for bonuses are set down in the Act. By establishing these standards, it 

assures that workers who have provided a particular amount of service and meet the required wages are entitled to 

a share in the establishment's earnings. On the other side, the Act also includes disqualification clauses to prohibit 

misuse and safeguard employers' interests. Employees may not be eligible to receive bonuses if they were fired for 

misbehaviour, resigned voluntarily or retired, engaged in deliberate misconduct that resulted in financial losses, or 

harmed the employer's interests via fraud or sabotage. 

The Act offers a fair framework that encourages workers to carry out their responsibilities diligently and 

responsibly while enabling employers to withhold incentives in appropriate situations by setting these eligibility 

and disqualification criteria. An important factor in promoting positive employer-employee relations and honouring 

workers' contributions is the Payment of Bonus Act, 1965. By assuring a fair distribution of earnings and offering 

financial incentives that spur workers to increase their productivity and allegiance to the company, it fosters social 

justice. To appropriately evaluate bonus eligibility and disqualification, employers must comprehend and abide by 

the rules of the Act. Employees should also be informed of their legal rights and obligations under the Act so they 

may exercise them and seek remedies in the event of an unfair disqualification. 
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