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I. Introduction 

India has become one of the world’s biggest startup hubs. But its legal system is complex and 

changes quickly, so every founder has to navigate it. The main problem is that rules are 

scattered across areas. These areas include company law, tax, foreign exchange, intellectual 

property and data protection. Each of these areas is managed by an authority. The founders are 

unaware of these complex details. Mistakes often show up later, during due diligence or 

disputes, when issues like a faulty cap table, a missed tax benefit, or an intellectual property 

asset the company never actually owned are discovered. 

This article examines startup law through the lens of the path a founder follows from start to 

finish. First, the founder chooses a type of company, then sets up the documents, gets the 

company officially recognised, and gets the benefits that come with it. After that, the founder 

raises funds to ensure all tasks are completed and eventually has to sell the company. When 

you look at it this way, startup law does not seem scary. The system offers many benefits for 

founders. They are spread across many laws and government agencies, so the hard part is 

figuring out how to navigate them and still find help. Startup law is really about navigating all 

the rules and regulations. That is what makes it tricky for a founder. 

II. Choosing the Legal Vehicle 

When you start a business, the first big decision you make is what kind of company to be. If 

you choose to be a Private Limited Company under the Companies Act, 2013,1 it gives the 

                                                   
1 Companies Act, No. 18 of 2013, India Code (2013). 
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founder a separate legal personality and limited liability. This means the founder does not have 

to worry about losing everything if things go wrong. A Private Limited Company under the 

Companies Act 2013 is also what investors usually want because it allows them to hold shares 

and track share owners.  

The downside of being a Private Limited Company under the Companies Act 2013 is that you 

have to follow a lot of rules. You have to meet with the board and all the members; you have 

to have your accounts audited. You have to file reports with the Registrar of Companies all the 

time. A Limited Liability Partnership under the LLP Act, 20082 is a bit easier because it still 

protects you from losing everything. It does not make you do as much work. However, a 

Limited Liability Partnership under the LLP Act 2008 is not a choice if you want to raise money 

from big investors because it cannot give them shares in the company. 

Simpler business structures, such as a One Person Company, a registered partnership under the 

Indian Partnership Act, 1932, or a sole proprietorship, are inexpensive to operate.3 However, a 

One Person Company must convert before raising significant capital, and partnerships and 

proprietorships expose founders to personal liability and exclude them from most startup-

specific benefits. Therefore, entity selection should align with funding goals. Founders seeking 

venture capital should choose a Private Limited Company from the outset, as later conversion 

is costly and disruptive. Tax law also supports this approach: the primary tax holiday, discussed 

below, is not available to partnership firms or One Person Companies. 

III. The Founding Layer: Agreements and Intellectual Property 

Once you’ve chosen your company structure, the next step is to create the founding documents. 

These are more important than many founders realize. Your founders’ agreement should clearly 

outline how equity is split, what each person’s role is, and most importantly, how vesting 

works. Vesting means equity is earned gradually, not given all at once. If you skip vesting, you 

risk the classic “dead equity” problem: a founder leaves early, keeps a big share, and the 

remaining team can’t use or recover it. 

Intellectual property needs to be protected. Founders and early employees should put in writing 

that they are giving the company everything they create. If they do not do this, the company 

may not actually own the things it is based on. This problem usually comes up when investors 

                                                   
2 Limited Liability Partnership Act, No. 6 of 2009, India Code (2008). 
3 Indian Partnership Act, No. 9 of 1932, India Code (1932). 
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are looking at the company, which is a really bad time. The company can give employee stock 

options as a way to pay employees when it does not have a lot of money. This is done under 

Section 62(1) (b) of the Companies Act.4 It lets a startup that does not have a lot of cash pay 

employees with the promise of a future instead. Setting all of this up is not very expensive, but 

fighting over it later can be very costly. Intellectual property is something the company needs 

to manage from the beginning. 

IV. DPIIT Recognition and the Benefit Stack 

Most government support for startups is available only to those recognised by the Department 

for Promotion of Industry and Internal Trade. Since the 2026 update, a business can qualify as 

a startup for up to 10 years after its formation, as long as its annual turnover remains below 

₹200 crore. There is a separate “Deep Tech” category, which allows up to twenty years and a 

₹300 crore turnover limit, since research-focused companies often need more time to grow.5 

Private Limited Companies and other businesses, such as LLPs, registered partnership firms, 

and cooperative societies, can apply to be recognised without paying any fee through the 

National Single Window System. The approval process for Private Limited Companies and 

these businesses is really quick; it usually takes a few working days. 

Getting recognized is important. It makes your startup eligible for the Startup India Seed Fund 

Scheme, the Fund of Funds managed by the Small Industries Development Bank of India, and 

the Credit Guarantee Scheme, which lets you get a loan without collateral. Once recognized, 

you receive many benefits. For example, you get an 80 percent discount on patent fees and a 

50 percent discount on trademark fees. You can also self-certify that you follow labour and 

environmental laws. You do not need prior experience or earnest money to bid on public 

projects. If you ever need to close your business, the process is faster. These benefits, especially 

the Startup India Seed Fund Scheme, are valuable, so founders should try to get recognized 

early. Recognition unlocks all these advantages, making it a smart use of your time. 

 

 

 

                                                   
4 Companies Act, supra note 1, § 62(1)(b). 
5 Dep’t for Promotion of Indus. & Internal Trade, Startup India: Recognition and Eligibility, 

https://www.startupindia.gov.in (last visited June 30, 2026); see also Notification No. G.S.R. 127(E) (Feb. 19, 

2019), as amended (2026). 
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V. The Tax Architecture 

The main tax benefit for startups comes from Section 80-IAC of the Income-tax Act. This 

section lets eligible startups deduct all their profits for any three consecutive years within their 

first ten years of operation.6 The Finance Act, 2025 extended the deadline for setting up a 

qualifying startup to 31 March 2030.7 This means more startups can now qualify. The tax break 

under Section 80-IAC is available to Private Limited Companies and LLPs. To get it, a startup 

needs a special certificate from the Inter-Ministerial Board and must also be recognised by the 

DPIIT. However, this benefit does not mean a startup pays no tax at all; it still has to pay 

minimum alternate tax on its book profits. 

There is an important distinction to remember, as these two numbers are often confused. The 

turnover limit for DPIIT recognition is ₹200 crore, but the limit for the Section 80-IAC tax 

deduction is ₹100 crore. These limits have different purposes, so a startup can still be 

recognised even if it no longer qualifies for the tax holiday. Another big change is the removal 

of the angel tax. Section 56(2) (viib) used to tax the premium when shares were issued above 

fair value, which created problems for many seed and angel funding rounds. This tax was 

removed starting in the financial year 2025-26.8 This change makes early-stage investment 

easier. Lastly, for those checking the references, the Income-tax Act, 1961 has now been 

updated to the Income-tax Act, 2025, so the rules should be read in their new version. 

VI. Raising Capital and Staying Compliant 

Fundraising involves specific terminology. A funding round usually starts with a term sheet. 

This term sheet is then detailed in a share subscription agreement and a shareholders' 

agreement. These agreements define investor rights, board composition, and exit strategies. 

The choice of investment instrument depends on the company's stage. For example, 

institutional funding rounds often use compulsory preference shares. In the early stages, 

companies may use convertible notes or simple agreements for equity. These instruments allow 

parties to postpone valuation discussions until a subsequent priced funding round. Investors 

and companies use these tools to streamline the fundraising process. They establish investor 

rights and board representation from the outset. This ensures all parties have clear expectations. 

                                                   
6 Income-tax Act, No. 43 of 1961, § 80-IAC, India Code (1961). The 1961 Act has since been recodified by the 

Income-tax Act, 2025, in force from Apr. 1, 2026. 
7 Finance Act, 2025 (India) (extending the incorporation deadline under § 80-IAC to Mar. 31, 2030). 
8 Finance (No. 2) Act, 2024 (India) (omitting Income-tax Act § 56(2) (viib), with effect from FY 2025-26). 
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The agreements also clearly define exit terms. This helps prevent confusion or disputes. Using 

these tools makes fundraising more straightforward. They also help build trust between 

investors and the company. Overall, understanding these terms is essential for successful 

fundraising. 

When foreign money comes in, the Foreign Exchange Management Act, 1999 and the foreign 

direct investment policy apply.9 These rules separate the automatic route from the approval 

route, set sector limits, and outline pricing and reporting requirements that every startup must 

follow. Alongside these, there are regular compliance tasks like Registrar filings, board and 

general meetings, statutory audits, and GST returns. As your company and its funding grow, 

these requirements increase. Making compliance a regular habit, instead of a last-minute rush, 

helps keep your fast-growing company attractive to investors. 

VII. Cross-Cutting Obligations: Intellectual Property, Data and Labour 

There are three areas of law that are important throughout a company's life. The first area of 

law is property. For startups, intellectual property is what's worth defending. This can be the 

startup's brand or technology. The brand and technology of the startup are covered by laws 

such as the Trade Marks Act, 1999, the Patents Act, 1970 and the Copyright Act, 1957.10 If a 

startup protects its property early, it can actually own its idea and turn it into something real. 

Intellectual property is what turns an idea into something that the company can own. 

The second area is data. Any startup that deals with consumers or uses user data now falls 

under the Digital Personal Data Protection Act, 2023. This law allows data processing only 

with consent, for a specific purpose, and only as much data as needed. It also makes the startup 

a “Data Fiduciary” responsible to the “Data Principal” whose data it holds.11 The law is based 

on the Supreme Court's decision that people have the right to keep their information private, as 

guaranteed by the Constitution. Data-driven businesses need to follow this law. The law also 

talks about workers. There are four codes that cover things like how much people get paid, how 

companies treat their employees, how to keep them safe at work and what happens when they 

retire.12 Startups approved by the government can say they are following the rules on their own. 

                                                   
9 Foreign Exchange Management Act, No. 42 of 1999, India Code (1999). 
10 Trade Marks Act, No. 47 of 1999; Patents Act, No. 39 of 1970; Copyright Act, No. 14 of 1957 (India). 
11 The Digital Personal Data Protection Act, No. 22 of 2023, India Code (2023). 
12 Code on Wages, No. 29 of 2019; Industrial Relations Code, No. 35 of 2020; Code on Social Security, No. 36 

of 2020; Occupational Safety, Health and Working Conditions Code, No. 37 of 2020 (India). 



THE INDIAN JOURNAL FOR RESEARCH IN LAW AND MANAGEMENT, VOL. 3, ISSUE 10, JULY - 2026 

 

6 

 

When they get bigger, they have to do more, like providing retirement savings and insurance, 

and making sure gig and platform workers are taken care of. 

 

VIII. Exit and Wind-Down 

Looking at a startup’s lifecycle means considering more than just growth, since many startups 

never reach that stage. If you decide not to continue your business, there are legal ways to close 

it. Startups can use a fast-track process under the Insolvency and Bankruptcy Code of 2016. 

There is also a strike-off option under the Companies Act for companies that are no longer 

active. Planning your exit from the beginning is a smart step. It does not mean you are being 

negative. Having capitalization tables and including drag-along and tag-along rights can help. 

These tools let investors understand and price their risk from the start. All of this is part of 

building a strong company. 

 

IX. Conclusion 

India’s startup laws are strong on paper and rank among the best for emerging markets. 

Recognized startups receive significant benefits, including tax exemptions, government 

funding, and simplified regulations. The government has also eliminated the angel tax, and 

startups are eligible for special incentives until 2030. However, these regulations are scattered 

across various sources. Some benefits are outlined in income tax laws, others in government 

notifications, and some in foreign investment regulations. Additionally, data protection and 

labor laws are divided among four separate statutes, each with its own regulator, website, and 

compliance timeline. The main challenge for founders is not the lack of support, but the 

difficulty in navigating these fragmented regulations. It is important to approach compliance 

proactively, treating legal requirements as part of a strategic plan rather than reacting to issues 

as they arise. By understanding and addressing all relevant rules early, startups can maximize 

available benefits and gain a competitive edge. India’s startup laws and framework are essential 

resources for founders. 
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