
 

 

Labour Law Audit Checklist: Navigating 
India's Transition to the Four Labour 
Codes (Effective Nov 21, 2025) 
 

I. Strategic Compliance Imperative: Navigating the 
2025 Transition 
 

A. The Mandate for Change and Implementation Scope 
The Government of India has initiated one of the most significant overhauls of its labor 
regulatory framework since Independence, announcing the implementation of the four 
comprehensive Labour Codes effective November 21, 2025. This landmark move rationalizes 
and consolidates 29 existing Central labour laws  into four functionally distinct Codes: the 
Code on Wages, 2019 (CW 2019); the Industrial Relations Code, 2020 (IR 2020); the Code on 
Social Security, 2020 (SS 2020); and the Occupational Safety, Health and Working Conditions 
Code, 2020 (OSHWC 2020). 

The transition is a strategic imperative designed to replace fragmented, complex, and often 
outdated regulations, many of which originated in the pre-Independence and early 
post-Independence eras (1930s–1950s). The stated goal of codification is to foster a modern, 
efficient, and cohesive system that promotes the ease of doing business while simultaneously 
safeguarding workers' rights and welfare, thereby aligning the nation's labor ecosystem with 
modern global trends. The successful navigation of this transition requires immediate, 
comprehensive audits of existing corporate policies, HR systems, and financial models. 

 

Jurisdictional Complexity: Central vs. State Rules 
 

A critical component of the audit must address the layered complexity inherent in India’s federal 
structure. While the Codes are centrally enacted, their operational efficacy hinges on rules and 
notifications issued by the Appropriate Government, which is frequently the State 
Government. For instance, the Appropriate Government is empowered to fix the time interval 
and spread-over time for work hours, and to determine the full flexibility of over-time hours. 
Furthermore, existing State-specific Shops and Establishments laws may not be superseded by 



 

the new central codes, creating potential compliance conflicts regarding working hours, leave, 
and related issues in organizations operating across multiple jurisdictions. 

Organizations must establish a rigorous, State-level Legal Mapping function dedicated solely to 
tracking these localized notifications. This dedicated monitoring is essential because a 
legislative lag in rule notification by various State Appropriate Governments creates a significant 
and acute non-compliance risk, particularly in the immediate period following the Codes’ 
effective date (Q4 2025 and Q1 2026). A failure to track and implement these jurisdictional 
variances could lead to inadvertent contraventions, despite general compliance with the Central 
Code provisions. 

 

B. Core Philosophy of Simplification and Compliance Paradigm Shift 
The underlying philosophy of the Labour Codes is a fundamental shift toward simplifying and 
digitizing compliance obligations, which previously involved extensive burdens across 29 central 
statutes. 

 

Compliance Simplification Framework 
The reforms aim to reduce the regulatory footprint by introducing the concepts of a Single 
Registration, Single License (PAN-India), and Single Return. This replaces the multiplicity of 
registrations, licenses, and statutory returns required under the legacy framework. The 
standardization aims to spur employment generation by making the environment more 
predictable for enterprises. 

A key requirement of the transition audit is the verification that all enterprise IT and HRIS 
systems are being reconfigured to handle this unified framework. Existing protocols designed 
around fragmented, legacy forms (such as those under the Contract Labour (Regulation and 
Abolition) Act or the Factories Act) must be formally decommissioned and replaced by the new 
standardized, digital formats specified under the Codes. The transition to a single consolidated 
digital return demands a complete restructuring of data reporting pipelines across all four 
functional areas of labor law. 

Enforcement and Risk Mitigation (Decriminalization) 
The Codes introduce a significant operational change in enforcement, establishing the role of 
the Inspector-cum-Facilitator. This role is broadened beyond mere punitive inspection to 
include advising employers and workers on compliance requirements, promoting a consultative 
approach. 

A major regulatory risk mitigation factor is the decriminalization of minor offenses. The Codes 
permit the compounding of the first offense committed under the Codes by paying 50% of the 
maximum fine provided for such offense. However, repetition of similar violations within a 



 

five-year period negates this compounding benefit. This framework suggests a shift in 
compliance focus: while procedural lapses now carry primarily monetary penalties, the audit 
must prioritize adherence to substantive worker protection elements (e.g., correct wage 
payment, social security remittance). This means developing new internal protocols for 
managing regulatory engagement, emphasizing cooperation with the Facilitator and 
documenting good faith efforts at self-correction to leverage the compounding provisions 
effectively. 

Table 1: Strategic Comparison of Key Compliance Requirements (Old vs. New) 

 

Feature Legacy 
Framework 
(Pre-Nov 2025) 

New Labour 
Codes (Post-Nov 
2025) 

Audit Checkpoint 

Registration/Licensi
ng 

Multiple 
registrations (across 
29 Acts) 

Single Registration, 
Single License  

Confirmation of 
unified system 
adoption and legacy 
cancellation. 

Statutory Returns Multiple returns Single Consolidated 
Annual Return  

Readiness for 
consolidated digital 
submission format. 

Retrenchment 
Threshold (Govt. 
Approval) 

100 or more 
workers 

300 or more 
workers  

Policy updates on 
retrenchment due 
diligence and 
communication. 

Gratuity Eligibility 
(FTEs) 

5 years of 
continuous service 

1 year of continuous 
service  

FTE contract 
revision and 
financial accrual 
re-benchmarking. 

Enforcement 
Authority 

Inspector (Punitive 
Focus) 

Inspector-cum-Facili
tator 
(Advisory/Facilitativ
e)  

Development of a 
protocol for 
cooperative 
engagement during 
inspections. 



 

 
II. Foundational Audit: Data and Policy Alignment 
 
A. Workforce Categorization and Contract Review 
 
Alignment with New Definitions 
The new Codes mandate a review and potential re-categorization of the entire workforce 
against standardized statutory definitions. These definitions now formally incorporate emerging 
employment relationships, including "Fixed-Term Employee (FTE)," "Gig Worker," and "Platform 
Worker," alongside traditional definitions of "worker" and "employee". The audit must verify that 
all employment contracts and internal HR records accurately reflect these new statutory 
classifications to ensure correct application of benefits and obligations. 

 

Fixed-Term Employment (FTE) Audit 
The status of Fixed-Term Employees (FTEs) has been significantly upgraded. FTEs are now 
guaranteed parity, receiving all benefits equivalent to permanent workers, including leave, 
medical cover, and social security. Critically, FTEs now qualify for gratuity after just one year 
of continuous service, a reduction from the previous five-year requirement. 

This reduction in the gratuity vesting period has immediate actuarial and financial implications. It 
fundamentally alters the company’s financial provisioning requirements and gratuity liability 
accruals on the balance sheet. The audit must ensure that payroll and finance systems 
commence accruing gratuity liability for all FTEs from their date of joining, anticipating the 
mandated one-year eligibility marker, to mitigate unexpected financial exposure. 

 

B. Legacy Compliance Continuity (PoSH and State Laws) 
While the Four Codes consolidate 29 laws, certain key independent compliance requirements 
remain mandatory and must be integrated into the overall statutory audit. 

 

Contract Labour Management Audit 
Although the Contract Labour (Regulation and Abolition) Act, 1970, is subsumed within the new 
Codes, the requirements surrounding the engagement of contract workers remain critical. The 
Codes maintain restrictions on engaging contract labor for core activities and expand the social 
security responsibilities of the Principal Employer. 



 

The audit requires a thorough review of vendor contracts to confirm that contractors possess the 
requisite licenses and adhere to statutory compliance regarding wages, PF, and ESIC deposits 
for their workers. A significant new compliance point under the SS Code and OSHWC Code is 
the requirement for the principal employer to ensure mandatory free annual health check-ups 
and enhanced health and social security benefits for contract workers. This expanded liability 
must be explicitly documented and managed through contractual clauses and compliance 
verification mechanisms. 

 

III. Pillar-by-Pillar Compliance Checklist (The Four 
Codes) 
A. Code on Wages, 2019 (CW 2019) Audit: Payroll Restructuring Risk 
The Code on Wages, 2019, introduces a single, universal definition of 'Wages,' which is 
uniformly applied across all four Codes for the calculation of statutory liabilities, thereby 
harmonizing decades of inconsistency. This is the most financially impactful change for most 
enterprises. 

 

Uniform Wage Definition and the 50% Statutory Cap 
The core components of the statutory wage include Basic Pay, Dearness Allowance (DA), and 
Retaining Allowance. The CW 2019 lists several components that are excluded from the 
statutory wage, such as House Rent Allowance (HRA), conveyance allowance, overtime, 
commission, gratuity, and employer contributions to PF/pension. 

However, the key reform is the 50% cap on excluded allowances. If the aggregate value of all 
excluded allowances exceeds 50% of the employee's total remuneration, the excess amount 
must be added back to the statutory wage base for the purpose of calculating mandatory 
contributions like Provident Fund (PF), Employees' State Insurance Corporation (ESIC), 
Gratuity, and Statutory Bonus. 

This mechanism is explicitly designed to curb the practice of companies deliberately keeping 
basic pay low to minimize statutory liabilities. Therefore, an immediate and mandatory Payroll 
Benchmarking Exercise is required for every employee, especially those in senior roles where 
allowances traditionally form a large proportion of the CTC. This exercise must model the 
statutory contribution base under the new 50% rule to quantify the resulting increase in 
employer PF, ESIC, and gratuity liability post-November 21, 2025. 

It is critical to clarify that the Codes prescribe the 50% threshold for computational purposes 
only; they do not mandate that the actual salary structure must be 50% basic pay. Organizations 
are not strictly required to restructure their compensation packages, but they are legally 
obligated to use an inflated base for calculating statutory contributions if the excluded 



 

allowances breach the 50% ceiling. This distinction confirms that the primary impact is a 
guaranteed increase in the cost of statutory compliance for allowance-heavy salary models. 

Table 2: Audit of the New 'Wages' Definition (Code on Wages, 2019) 

 

Wage Component 
Category 

Inclusion Status in 
Statutory Wages 

Regulatory 
Limit/Rule 

Audit Verification 
Point 

Core Wages (Basic 
Pay, DA, Retaining 
Allowance) 

Always Included N/A Must form the 
minimum base for 
contributions. 

Excluded 
Allowances (HRA, 
Overtime, 
Commission, 
Statutory Bonus, 
etc.) 

Excluded (Subject 
to Cap) 

Cannot exceed 50% 
of Total 
Remuneration. 

Validate payroll 
system logic for 
tracking and 
capping excluded 
components. 

Add-Back Provision Mandatory inclusion 
of excess amount 

If Excluded 
Allowances > 50% 
of Total 
Remuneration, the 
excess is added to 
the statutory wage 
base. 

Verification of cost 
impact and correct 
contribution base 
calculation for 
PF/ESI/Gratuity. 

 

 

Wages Payment and Deduction Compliance 
The CW 2019 standardizes rules on permissible deductions and fines that can be levied on an 
employee's wages, applying these standards to all employees regardless of their role or 
remuneration. Furthermore, the chapter on payment of wages impacts the timing of final 
settlements. The audit must review internal policies regarding deductions to ensure compliance 
with the new limits and verify that the full and final settlement process upon an employee’s 
separation aligns with the codified timelines for wage payment. 

 



 

B. Code on Social Security, 2020 (SS 2020) Audit: Expanding Liability 
The SS Code rationalizes nine existing social security laws, aiming to expand social protection 
to all workers. 

 

Extended Social Security Coverage 
The Code significantly extends coverage. Employees’ State Insurance Corporation (ESIC) 
coverage now applies pan-India, eliminating the previous criteria of “notified areas”. ESIC 
coverage is mandatory for employees earning ₹21,000 per month or less, with the employer 
contributing 3.25% and the employee contributing 0.75% of the gross salary. 

Most notably, the Code formally includes and mandates social security coverage for gig 
workers, platform workers, and workers in the unorganized sector. Aggregators employing 
gig and platform workers are now required to contribute 1–2% of their annual revenue to 
specific worker welfare funds, capped at 5% of total payouts to these workers. Organizations 
utilizing gig or platform models must immediately confirm registration compliance and establish 
mechanisms for mandatory fund contributions. 

A substantial expansion of employer liability is the inclusion of commuting accidents—those 
occurring during travel between home and the workplace—as employment-related accidents 
that qualify for compensation. The audit must ensure that employer insurance coverage and 
internal liability protocols are immediately adjusted to reflect this broader definition of 
occupational risk under the Employees' Compensation provisions. 

 

EPF and ESIC Administration Audit 
Under the SS Code, administrative processes for the Employees' Provident Fund (EPF) are 
modernized. A five-year limit has been set for initiating EPF inquiries and recovery proceedings, 
which must be completed within two years (with a possible one-year extension). Furthermore, 
the deposit amount required from employers when appealing an EPFO order has been reduced 
to 25% of the assessed amount, down from the previous range of 40–70%. 

The audit must verify that the organization’s documentation essentials are digitized and 
up-to-date, including PAN, GST, establishment proof, wage records, and active Universal 
Account Numbers (UAN) and ESIC numbers for all eligible employees. Maintaining robust and 
accurate employee master registers and statutory payroll records is paramount to ensure 
smooth audits and to successfully defend against time-bound inquiries. Internal financial 
controls must be updated to leverage the reduced appeal deposit requirement where necessary. 

 

C. Industrial Relations Code, 2020 (IR 2020) Audit: Operational 



 

Flexibility 
 

Workforce Restructuring Protocols 
The IR Code grants greater operational flexibility to larger enterprises by increasing the 
threshold for requiring prior government approval for actions such as retrenchment, closure, and 
lay-off from 100 to 300 employees. This change reduces regulatory friction for a vast segment 
of medium-to-large businesses. 

However, corresponding obligations have been introduced. The Code mandates that employers 
contribute to a Reskilling Fund upon retrenchment. This contribution must be equivalent to 15 
days of the last drawn wages for every retrenched worker. The audit must review the 
organizational chart to determine if the 300-employee threshold is applicable and, if so, 
formalize a treasury mechanism for the calculation and prompt contribution to this Reskilling 
Fund whenever workforce downsizing occurs. 

 

Internal Governance and Standing Orders 
The IR Code imposes updated requirements regarding internal governance structures. 
Organizations must comply with the establishment of Grievance Redressal Committees. 
Furthermore, establishments with 300 or more workers are required to review and amend their 
existing Certified Standing Orders to align fully with the new provisions of the IR Code. 

 

D. Occupational Safety, Health and Working Conditions Code, 2020 
(OSHWC 2020) Audit: Workplace Compliance 
The OSHWC Code significantly expands the scope of safety and working condition regulations, 
now applying to all establishments engaged in any industry, trade, or occupation employing ten 
or more workers. This brings numerous commercial establishments under stringent safety and 
facility mandates previously reserved for factories. 

 

Working Hours and Overtime Compliance 
The Code introduces a uniform, mandatory daily working hour limit, stipulating that no worker 
can be required to work for more than eight hours in a day. In line with previous regulations, 
overtime work must be compensated at double the normal wage rate. 

While the OSHWC Code offers flexibility for adopting alternative work models, such as a 
four-day work week involving 12-hour shifts per day, this flexibility is conditional. The total 
weekly hours must remain within the limit fixed by the Appropriate Government, which also has 



 

the authority to specify the time of interval and spread-over time. The audit must confirm that all 
employment contracts and internal time-and-attendance policies reflect the mandatory 
double-rate overtime pay and monitor the State-level rules for maximum permissible working 
hours. 

 

Table 3: OSHWC Code 2020: Working Hours and Leave Audit 

Parameter New OSHWC Code 
Mandate 

Audit Verification Point 

Maximum Daily Working 
Hours 

8 hours in a day  Check shift schedules for 
compliance. 

Overtime Pay Rate Double the normal wage 
rate  

Confirm payment 
calculation aligns with 
double rate. 

Maximum Overtime Limit 
(Quarterly/Periodic) 

To be fixed by Appropriate 
Government  

Monitor State Rules for 
notified limits (replaces the 
old 75-hour limit). 

Annual Leave 
Encashment/Accumulation 

Limits to be prescribed by 
the Central Government  

Confirm policy remains 
flexible pending statutory 
prescription (Critical 
Monitoring Item). 

 

Annual Leave Accumulation and Encashment 
The Code stipulates that the maximum limit for accumulating earned leave, and the entitlement 
for encashment or availing of leave at a time, will be prescribed by the Central Government. 
As these rules are still pending notification, organizations cannot finalize their statutory leave 
accumulation policies. The audit must recommend maintaining existing leave standards or 
adopting a conservative, flexible policy until the Central Government publishes the prescribed 
maximum limits, treating this as a critical monitoring item. 

 

Establishment Safety and Welfare 



 

Organizations must conduct a physical gap assessment to ensure alignment with the new 
OSHWC facility and safety standards. The Code also reinforces protections for women workers, 
including outlawing gender-based discrimination. 

 

IV. Documentation, Risk Management, and Future 
Readiness 
 
A. Transitioning Registers and Returns to the Digital Format 
Mandate for Digitalization 
One of the principal objectives of the Codes is the reduction of compliance burden through 
digitalization. The framework explicitly enables electronic record-keeping, registration, and 
communication. This transition requires migrating from the fragmented system of physical 
registers mandated by the previous 29 Acts (such as muster rolls, wage registers, and leave 
registers under the Factories Act, Minimum Wages Act, and CLRA)  to a unified, digital, and 
standardized set of forms. 

The audit must verify that the organizational HRIS and compliance software maintain statutory 
registers in a digital format without altering the integrity, serial number, or content of the 
columns, as required by the legislation. Furthermore, data elements across the payroll, HR, and 
safety modules must be correctly captured and integrated to facilitate the accurate, 
single-window filing of the Single Consolidated Annual Return. 

 

Table 4: Documentation Migration Checklist: From Fragmentation to Digitization 

 

Legacy 
Compliance 
Register 
(Example) 

Legacy Act New Code 
Equivalency 

Audit Migration 
Requirement 

Muster Roll / 
Attendance 
Register (Form F/G)  

Various Acts 
(Factories, S&E) 

OSHWC Code, 
2020 (Digital 
Registers) 

Migrate attendance 
data to secure, 
serialized digital 
format. 

Wage Register  Minimum Wages Code on Wages, Ensure wage 
definition 



 

Act, Payment of 
Wages Act 

2019 (Simplified 
Forms) 

compliance and 
digital records 
capture the 50% 
threshold 
calculation. 

Contractor 
Registers (Form V, 
VI, VII)  

Contract Labour 
(R&A) Act 

IR Code / SS Code 
(Digital Records) 

Confirm 
centralization of 
contractor license 
verification and 
worker payment 
tracking. 

Annual Returns 
(e.g., Form XXV 
under CLRA)  

Various Acts Single Consolidated 
Annual Return  

Validate data 
readiness for 
consolidated filing 
framework. 

 

B. Continuous Monitoring and Final Risk Assessment 
Protocol for Monitoring Subordinate Legislation 
Since the legislative landscape remains incomplete pending the issuance of final rules, the audit 
provides a provisional compliance framework. A dedicated compliance monitoring protocol is 
necessary to track imminent Gazette Notifications from the Central and State Appropriate 
Governments regarding: 

1.​ Final prescribed limits for maximum annual leave accumulation and encashment. 
2.​ State-specific rules on overtime working hours and spread-over limits. 
3.​ The Central Government’s finalized Floor Wage rate. 

 

Mitigation Strategy for Decriminalized Offenses 
The ability to compound minor, first-time statutory violations by paying 50% of the maximum fine 
introduces a new calculus for risk management. The audit must recommend establishing clear 
financial reserves and internal authorization protocols to manage these offenses as calculated 
compliance costs rather than escalating them into complex litigation. This facilitates ease of 
doing business by converting penal risks into predictable monetary liabilities. 

 

Conclusion and Recommendations 



 

The implementation of the Four Labour Codes effective November 21, 2025, represents a 
comprehensive modernization mandate that fundamentally restructures employment 
compliance in India. While the Codes aim to simplify compliance via a Single 
Registration/Return framework  and promote operational flexibility (e.g., the increased 
300-worker IR threshold ), they simultaneously impose significant new financial liabilities and 
expand the scope of worker protection. 

The central challenge in the 2025 transition audit is balancing these two objectives. Compliance 
efforts must confirm that the organization is not solely optimizing for the "Ease of Doing 
Business" elements (IR Code) while attempting to circumvent the cost increases inherent in the 
"Worker Welfare" enhancements (Wages Code liability, expanded FTE gratuity, extended social 
security coverage). The spirit of the reform dictates that enterprises must demonstrate a 
commitment to both prosperity and protection. 

The Inspector-cum-Facilitator role, while advisory, will scrutinize organizations that exhibit a 
clear pattern of optimizing flexibility while minimizing social security contributions. Therefore, the 
strategic recommendation is a two-pronged approach: 

1.​ Immediate Financial Modeling: Prioritize the Payroll Benchmarking Exercise under the 
50% Wage definition rule (CW 2019) to accurately quantify and provision for the resulting 
increases in statutory liability (PF, ESIC, Gratuity). 

2.​ Continuous Legislative Mapping: Dedicate resources to monitor the notification of rules 
by the Central and Appropriate State Governments, as the operationalization of daily 
working hours, leave accumulation limits, and minimum wage floor rates remain contingent 
on these subordinate legislations. 

Successful compliance continuity hinges on the swift, integrated overhaul of HRIS systems and 
policies to reflect the new definitions, liabilities, and digital documentation mandates prescribed 
under the Four Labour Codes. 
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