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LEGAL FRAMEWORK FOR STARTUPS IN INDIA: KEY LEGAL

CONSIDERATIONS FOR EARLY-STAGE BUSINESSES
-Vaishnavi Rekha

INTRODUCTION

India has emerged as one of the world's major startup ecosystems, with businesses operating
across technology, fintech, healthcare, e-commerce, education, food delivery, artificial
intelligence & other emerging sectors. While a promising idea and access to capital are
important for a startup's growth, legal compliance is equally essential. A startup that ignores
its legal obligations at the early stage may face disputes, regulatory penalties, loss of

intellectual property, difficulties in raising investment, and even disruption of its business.

The legal framework governing startups in India is not contained in a single statute. Instead,
startups are governed by various company, tax, IP, labour, contract, data protection, foreign

exchange & sector-specific laws.

1. Choosing the right Business Structure
The very first legal decision a founder makes is choosing an entity type, and this choice
shapes everything from liability exposure to fundraising options. Most startups prefer
a Private Limited Company under the Companies Act!, due to limited liability, easy
equity issuance and investor preference. An LLP under the LLP Act? offers greater
flexibility and lower compliance, but is generally less attractive to institutional

investors as it cannot issue conventional equity shares. Sole proprietorships and

1 Companies Act, 2013, No.18, Acts of Parliament, 2013 (India)
2 Limited Liability Partnership Act, 2008, No. 6, Acts of Parliament, 2009 (India)
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traditional partnerships under the Partnership Act® remain options for very small or

informal ventures, though they expose founders to unlimited personal liability.

2. Incorporation, ROC Compliance & DPIIT Recognition

Once the structure is chosen, the entity must be incorporated with the ROC*. Under the
Companies Act, ongoing compliance includes maintaining statutory registers, holding
board meetings and filing annual returns and financial statements. Non-compliance can
affect investor due diligence and funding.

Founders should also consider DPIIT® Recognition under Startup India. Eligible private
companies, LLPs, partnerships and cooperatives meeting the prescribed age, turnover
and innovation/scalability criteria may qualify. The February 2026 revision raised the
general turnover limit to ¥200 crore, with higher limits for deep-tech startups.
Recognition may offer compliance relaxations, IP support, tax benefits, easier public

procurement and simplified winding-up, subject to eligibility conditions.

3. Founders' Agreements, Shareholders' Agreements & Equity Structuring

Startups should have written agreements from the beginning. A Founders' Agreement
should cover equity split, vesting, roles, decision-making, IP ownership, confidentiality,
founder exit and dispute resolution. Vesting protects the company if a founder leaves
early with substantial equity.

When investors join, an SHA® may regulate voting, transfer restrictions, board
representation, investor rights, reserved matters, tag-along/drag-along and exit rights.
ESOPs’ used to attract employees, are governed by Section 62(1)(b) of the Companies

Act and must comply with applicable eligibility, pricing and vesting requirements.

4. Intellectual Property Protection
For startups, intellectual property (IP) including trademarks, patents, copyrights and

trade secrets can be one of their most valuable assets. The Trade Marks Act®, Patents

3 Indian Partnership Act, 1932, No. 9, Acts of Parliament, 1932 (India)
4 ROC: Registrar of Companies

5 DPIIT: Department for Promotion of Industry & Internal Trade

6 SHA: Shareholders’ Agreement

7 ESOPs: Employee Stock Option Plans

8 Trade Marks Act, 1999, No. 47, Acts of Parliament, 1999 (India)
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Act®, & Copyright Act®® provide protection for these rights. Startups should conduct
trademark searches and file applications early, while DPIIT-recognized startups may
benefit from facilitated and expedited IP processes.

IP created by employees, consultants, freelancers and developers should belong to the
startup. Agreements should include clear confidentiality and IP-assignment clauses, as
unclear ownership can cause disputes and negatively affect due diligence, valuation and

funding.

5. Contracts & Commercial Agreements
Startups enter into contracts with employees, customers, vendors, service providers,
distributors and investors. Agreements should clearly cover obligations, payment,
confidentiality, IP, liability, termination and dispute resolution under the Contract Act*!.
Properly drafted contracts reduce ambiguity and prevent disputes, making reliance on

verbal promises or informal emails unsuitable for important transactions.

6. Taxation & GST compliance
Startups must comply with applicable income-tax and GST laws, including filing
returns, maintaining accounts and deducting TDS on salaries, rent and professional fees
under the IT Act!2. Businesses providing taxable goods or services must register and
comply with GST requirements once the prescribed turnover threshold is crossed under
the CGST Act'®. DPIIT recognition may provide certain tax benefits, exemptions and
regulatory relaxations, but these are subject to specific statutory conditions and

recognition alone does not automatically grant every benefit.

7. Employment & Labor Law compliance
Startups must comply with applicable labour laws based on their workforce, sector and
location, including PF, ESI, gratuity, wages, workplace safety, POSH and Shops &
Establishments laws. Laws include the EPF Act'4, EST Act'®, and POSH?®. Thresholds

9 Patents Act, 1970, No. 39, Acts of Parliament, 1970 (India)

10 Copyright Act, 1957, No. 14, Acts of Parliament, 1957 (India)

11 Indian Contract Act, 1872, No. 9, Acts of Parliament, 1872 (India)

12 Income Tax Act, 1961, No. 43, Acts of Parliament, 1961 (India)

13 Central Goods and Services Tax Act, 2017, No. 12, Acts of Parliament, 2017 (India)

14 Employees’ Provident Funds & Miscellaneous Provisions Act, 1952, No. 19, Acts of Parliament, 1952 (India)
15 Employees’ State Insurance Act, 1948, No. 34, Acts of Parliament, 1948 (India)

16 Sexual Harassment of Women at Workplace (Prevention, Prohibition & Redressal) Act, 2013, No. 14, Acts of
Parliament, 2013 (India)
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vary across laws and states, so founders should check applicability early. DPIIT-
recognized startups may receive specified self-certification benefits. Employment

contracts should cover salary, working hours, leave, confidentiality, IP and termination.

8. Data Protection & Privacy
Startups collecting customer or employee data must comply with the DPDP Act!’ which
regulates the processing of digital personal data. Startups should maintain privacy
policies, identify the data collected, ensure lawful processing, and implement

reasonable security measures.

9. Foreign Investment and Fundraising
Startups raising funds from angel or foreign investors, or VCs must comply with
applicable Companies Act, FEMA?'® & SEBI requirements. Foreign investment requires
checking valuation, pricing, reporting and sectoral restrictions Fundraising documents
such as term sheets, share subscription agreements and SHAs should clearly define
investor rights, including anti-dilution, board representation and exit rights. Proper

documentation early helps avoid complications in later funding rounds.

10. Sector-Specific Regulation and Licences
Compliance requirements vary according to the startup's business model and sector. For

example, food-tech businesses may require FSSAI*®

compliance, fintech startups must
follow RBI regulations and applicable payment laws, health-tech businesses may be
subject to healthcare, medical-device and drugs regulations, while insurtech is regulated
by IRDAI?® and e-commerce businesses must comply with consumer-protection and e-
commerce rules. Founders should identify and address sector-specific licences and

regulations early, as compliance becomes more difficult and costly after scaling.

CONCLUSION
For an early-stage startup, legal compliance is not merely an administrative burden but a

foundation for sustainable growth. Proper incorporation, agreements, IP protection, contracts,

17 Digital Personal Data Protection Act, 2023, No. 22, Acts of Parliament, 2023 (India)
18 Foreign Exchange Management Act, 1999, No. 42, Acts of Parliament, 1999 (India)
19 FSSAI: Food Safety & Standards Authority of India

20 IRDALI: Insurance Regulatory & Development Authority of India
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tax and labour compliance, data protection, fundraising and sector-specific regulations help
minimise disputes and regulatory risks. Legal planning should begin with the business, not
after a legal problem arises. Getting the legal basics right early helps startups attract investors,

protect their assets, build stakeholder confidence and scale with fewer legal risks.



