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ABSTRACT

Startups are significant contributors to innovation, employment generation, competition and
economic diversification. Their development, however, depends not only on entrepreneurial
skill and access to capital but also on the legal and regulatory environment in which they
operate. This research paper examines the impact of business regulations on the growth and
long-term sustainability of startups, with particular reference to India. It analyses the regulatory
framework governing incorporation, taxation, fundraising, labour relations, consumer
protection, intellectual property, competition, data governance and environmental
responsibility. The paper argues that regulation is neither inherently an obstacle nor an
automatic facilitator of entrepreneurship. Properly designed regulation creates legal certainty,
protects stakeholders, strengthens market confidence and supports responsible innovation.
Conversely, fragmented procedures, disproportionate compliance costs, uncertainty,
overlapping jurisdiction and limited access to professional advice may place young firms at a
structural disadvantage. The paper evaluates the Startup India initiative, DPIIT recognition,
self-certification, tax incentives and digital approval systems. It also considers the phased
commencement of the Digital Personal Data Protection Act, 2023 and the Digital Personal Data
Protection Rules, 2025, demonstrating why founders must distinguish enactment from
operational commencement. The study adopts a doctrinal and analytical methodology based on
statutes, government publications, judicial decisions and institutional research. It concludes
that India requires a proportionate, transparent and coordinated regulatory model that preserves

essential public safeguards while reducing avoidable administrative friction. The central
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recommendation is not deregulation, but smarter regulation supported by digital integration,
plain-language guidance, risk-based enforcement and meaningful consultation with startups.*

KEYWORDS
Startups; business regulation; regulatory compliance; entrepreneurship; Startup India; DPIIT

recognition; ease of doing business; sustainability; India.

STATEMENT OF THE PROBLEM

Startups commonly begin with limited capital, small teams, uncertain revenue and a pressing
need to validate their business models. At the same time, they must identify and comply with
a wide range of legal requirements relating to incorporation, taxation, employment, licensing,
consumer rights, intellectual property, data protection and sector-specific regulation. These
requirements serve important public purposes, but their cumulative effect may be difficult for
an early-stage enterprise to absorb. A large corporation can maintain legal, accounting and
compliance departments; a startup may require its founders to perform these tasks while also
developing products, recruiting employees and securing customers. The problem becomes
more acute where rules are dispersed across central, state and local authorities, where the same
information must be submitted repeatedly, or where official guidance is unclear. The central
question is how India can preserve necessary safeguards for consumers, workers, investors and
the environment without imposing disproportionate burdens that weaken startup growth and

sustainability.

RESEARCH QUESTIONS

1. How do business regulations influence the formation, financing, expansion and long-
term sustainability of startups?

2. Which regulatory requirements create the most significant compliance challenges for
early-stage businesses in India?

3. Towhat extent do Startup India, DPIIT recognition, tax incentives and digital approval
systems reduce regulatory burdens?

4. What reforms can make regulation more predictable, proportionate, accessible and

innovation-friendly?

! the Digital Personal Data Protection Act, 2023 and the Digital Personal Data Protection Rules, 2025
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RESEARCH OBJECTIVES

e To examine the role of business regulation in the Indian startup ecosystem.

e To analyse the positive and negative effects of regulatory compliance on startup growth
and sustainability.

e To study key Indian statutes and government initiatives affecting startups.

e To identify practical barriers arising from compliance costs, fragmented approvals and
regulatory uncertainty.

e Torecommend reforms that balance public interest, accountability and entrepreneurial
flexibility.

RESEARCH METHODOLOGY AND SCOPE

The paper follows a doctrinal and analytical method. It relies principally on primary legal
materials, including Indian statutes, official government notifications and judicial decisions,
supplemented by government policy documents and institutional research published by the
OECD. The study is India-focused and considers the regulatory life cycle of a startup from
formation and fundraising to employment, market entry, data use, expansion and exit. It does
not claim to measure the compliance cost of every sector or state. Since the applicable
obligations depend on business activity, turnover, workforce, location and legal form, the
analysis identifies general patterns and illustrates sectoral differences rather than suggesting

that every startup is subject to every law.

1. INTRODUCTION

A startup is generally understood as a young enterprise pursuing innovation or the
development, improvement or commercialisation of a product, process, service or scalable
business model. It differs from an ordinary small business not simply because of its age, but
because of its orientation towards experimentation, rapid learning and potential growth.
Startups often operate under uncertainty: customer demand is not fully known, revenue may be
irregular, technology may change quickly and the business model may require repeated
adjustment. Regulation affects each stage of this process by determining how an entity is
formed, how it raises money, how it employs people, how it interacts with customers and how
it manages risk.

The regulatory environment has two connected purposes. First, it protects public interests by

establishing minimum standards for safety, fairness, financial integrity, privacy, labour
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conditions and environmental responsibility. Secondly, it creates the institutional conditions in
which businesses can operate with confidence. Investors are more willing to provide capital
when ownership and governance arrangements are legally intelligible. Consumers are more
likely to trust unfamiliar businesses when products and services are subject to meaningful
standards. Employees benefit when basic workplace protections are observed. Regulation can
therefore be an enabling institution, not merely a restriction.

The difficulty arises from design and implementation. A clear rule, administered consistently
and proportionately, may strengthen confidence. The same policy objective pursued through
multiple approvals, duplicate filings, unclear definitions or unpredictable inspections may
consume scarce resources without producing equivalent public benefit. OECD research has
repeatedly observed that small and medium enterprises face particular difficulty in screening
and understanding regulatory requirements, and that complexity in licensing, taxation and
insolvency can obstruct entrepreneurial activity.

India presents a particularly important context. Its startup ecosystem operates across a large
federal system in which central legislation interacts with state rules, municipal permissions and
sectoral regulators. A digital technology venture, a food enterprise, a medical device startup
and a manufacturing business do not face identical obligations. The legal burden is
consequently determined by the nature and scale of the activity, not merely by the label
‘startup’. The Startup India Action Plan, announced in January 2016, sought to respond to these
challenges through? simplification and handholding, funding support and incentives, and
industry-academia partnership and incubation.

This paper advances the argument that the proper objective is not to remove regulation
indiscriminately. A sustainable startup ecosystem requires regulation that is intelligible,
coordinated, proportionate to risk and responsive to technological and commercial change. The
analysis therefore considers both the protective value of legal requirements and the costs that

may arise when compliance systems are poorly designed.

2. CONCEPTUAL FRAMEWORK: REGULATION,
ENTREPRENEURSHIP AND SUSTAINABILITY

2.1 Meaning and functions of business regulation
Business regulation refers to legally binding rules and administrative mechanisms governing

the establishment, conduct and closure of commercial activity. It includes company law,

2 India Action Plan, in January 2016
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taxation, labour standards, licensing, consumer protection, competition law, intellectual
property, data governance and environmental requirements. Some rules prescribe substantive
standards, such as product safety or minimum wages. Others impose procedural duties, such as
registration, reporting, record-keeping, disclosure and periodic returns. Both categories matter,
but procedural requirements can become especially burdensome when information is repeated
across disconnected authorities.

Regulation performs several functions. It corrects market failures by addressing information
asymmetry, externalities and market power. It reduces fraud and opportunism through
disclosure and accountability. It protects weaker participants, including consumers and
employees. It also creates common rules that enable firms to compete on more predictable
terms. These functions explain why a complete absence of regulation is not a realistic or
desirable policy for a modern economy.

2.2 Startups and the problem of fixed compliance costs

Many compliance expenses are partly fixed: a business must understand the rule, obtain
professional advice, create systems, register, prepare documentation and train staff before it
can operate confidently. A mature enterprise may spread these costs over a large turnover,
while a startup has a much smaller revenue base. The same nominal obligation can therefore
impose a greater relative burden on a young firm. The effect is not limited to money. Founders’
time is diverted from product development, customer discovery, hiring and fundraising.

The OECD has identified regulatory complexity and administrative procedures as important
constraints on SME entrepreneurship. Its work emphasises simplification, regulatory impact
assessment, accessible information, improved tax administration and digital tools. The OECD’s
2026 report on smart regulation further notes that reporting costs, fragmented procedures and
inconsistent implementation are widely perceived as sources of business burden. These
findings support a distinction between the legitimate substance of a regulatory standard and
avoidable friction in the process of complying with it.

2.3 Understanding startup sustainability

Sustainability is broader than short-term profitability. It includes financial resilience, sound
governance, fair employment, consumer trust, responsible data use and environmental
performance. A business that grows rapidly but ignores contractual obligations, worker safety,
privacy or pollution may face legal exposure and reputational damage that undermines its
future. Conversely, a startup that invests early in basic compliance systems may become more
attractive to investors, institutional customers and strategic partners.

The relationship between regulation and sustainability is therefore conditional. Regulation
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contributes to sustainability when it reduces material risks and strengthens confidence. It
undermines sustainability when its cost is disproportionate to the risk addressed, when
requirements are unpredictable or when administrative processes make lawful operation

unnecessarily difficult.

3. THE ROLE OF REGULATION IN THE STARTUP LIFE CYCLE

3.1 Formation and choice of legal structure

The first regulatory decision commonly concerns the legal form of the enterprise. A private
limited company may be suitable where founders expect external equity investment, structured
shareholding and a formal board. A limited liability partnership may be appropriate where the
founders prefer a flexible internal arrangement with limited liability. A partnership firm may
be simpler in some circumstances but does not provide the same corporate personality and
liability structure. The Companies Act, 2013 and the Limited Liability Partnership Act, 2008
provide distinct frameworks for incorporation, legal identity, governance and disclosure.®
Incorporation can produce important benefits. It separates the enterprise from its founders,
enables it to hold property and enter contracts in its own name, and provides a formal structure
for ownership and investment. However, incorporation also creates continuing obligations.
Companies may need to maintain statutory registers, conduct board and shareholder processes,
prepare financial statements and file prescribed returns. LLPs also have filing and record
obligations. The correct approach is not to select the form with the fewest immediate
formalities alone, but to assess expected financing, ownership, governance, liability and future
expansion.

3.2 Governance, disclosure and accountability

Corporate governance rules can protect investors and reduce disputes among founders. Clear
shareholding records, properly documented board decisions, conflict-of-interest procedures
and accurate financial statements help establish trust. These matters become especially
important when a startup seeks venture capital, issues securities or enters strategic partnerships.
The Companies Act contains requirements concerning annual returns, financial statements,
board meetings and related-party transactions. Such obligations may appear technical, but they
create a record of decision-making and reduce the risk of informal arrangements becoming
contested later.

The challenge is to make governance proportionate. A small company should not be expected

3 The Companies Act, 2013 and the Limited Liability Partnership Act, 2008

Page | 9


http://www.ijlra.com/

www.ijlra.com
Volume 3 Issue 8 | Nov 2026 ISSN: 2582-6433

to operate as though it were a listed corporation in every respect. Simplified forms, clear
thresholds and reliable online filing systems can preserve accountability while reducing
administrative cost. Equally, exemptions should not be so broad that they undermine creditor
protection, shareholder rights or transparency.

3.3 Financing, investment and foreign capital

Startups require capital to develop products, hire employees and reach customers before their
revenue becomes sufficient to finance expansion. Their financing may include founder
contributions, angel investment, venture capital, bank credit, grants, crowdfunding or strategic
investment. Each method may trigger different legal requirements. Private placement and
preferential allotment rules under company law, securities-related requirements, foreign
exchange regulation and tax treatment can affect the timing and structure of fundraising.
Legal certainty is particularly important in investment transactions. Investors examine the
company’s incorporation documents, cap table, intellectual property ownership, employment
arrangements, tax filings, material contracts and pending disputes. A startup that has failed to
document founder assignments or employee confidentiality obligations may discover that its
most valuable asset is not clearly owned by the company. Regulatory compliance is therefore
part of investment readiness, not simply a post-investment administrative task.

3.4 Expansion, restructuring and exit

As a startup expands, it may open establishments in additional states, employ more workers,
enter regulated markets or acquire another business. Each expansion can trigger new
registrations, local permissions and sector-specific standards. If growth is accompanied by
losses or financial distress, the enterprise may need restructuring or insolvency procedures. The
Insolvency and Bankruptcy Code, 2016 provides a framework for resolution and liquidation.
In Swiss Ribbons Pvt. Ltd. v. Union of India, the Supreme Court discussed the objectives and
architecture of the insolvency framework, including the importance of resolution and value
preservation.*®

An efficient exit framework matters because entrepreneurs and investors must be able to assess
the consequences of failure. A system that makes closure excessively slow or costly may
discourage risk-taking and trap resources in non-viable enterprises. At the same time, a
responsible exit must protect creditors, employees and other stakeholders. Faster closure should
therefore be accompanied by transparent procedures and safeguards against misuse.

4 The Insolvency and Bankruptcy Code, 2016.
5 Swiss Ribbons Pvt. Ltd. v. Union of India.
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4. POSITIVE IMPACT OF REGULATION ON STARTUP GROWTH

4.1 Legal certainty and investor confidence

Investors evaluate more than the commercial promise of a product. They assess whether the
business has a valid legal identity, whether shares have been properly issued, whether
ownership is clear, whether contracts are enforceable and whether the company can account
for its finances. Company law and enforceable contractual arrangements help reduce
uncertainty. Compliance records also allow due diligence to proceed more efficiently. This may
improve a startup’s ability to obtain equity investment, bank finance, supplier credit and
institutional customers.

Predictable regulation can also reduce the cost of capital. Where legal obligations are known
in advance, investors can price risks more accurately. Conversely, inconsistent enforcement or
abrupt regulatory change may lead investors to demand higher returns or delay investment.
Legal certainty is thus an economic asset.

4.2 Protection of innovation and intangible assets

Startups often derive their competitive advantage from software, inventions, designs, trade
secrets, brands, creative works and proprietary processes. Intellectual property law provides
mechanisms for protecting and commercialising these assets. Patent rights may protect
qualifying inventions; trade mark registration can protect brand identity; copyright protects
original expression; and confidentiality and contract law can protect commercially valuable
information. These rights can support licensing, collaboration and investment.

The existence of intellectual property rights does not guarantee innovation. Registration can be
costly, examination may take time and the startup must understand what can and cannot be
protected. Publicly funded legal assistance, lower-cost filing support and accessible guidance
can therefore make the intellectual property system more useful to smaller innovators.

4.3 Consumer trust and market reputation

Startups often enter markets without an established reputation. Consumer protection rules can
help create trust by requiring fair dealing, accurate representations and remedies for defective
goods or deficient services. The Consumer Protection Act, 2019 provides a statutory
framework for consumer rights, consumer commissions and the Central Consumer Protection
Authority. E-commerce businesses must also consider applicable rules concerning disclosures,
grievance redressal and unfair trade practices.®

Responsible consumer practices can become a competitive advantage. Clear pricing, accurate

6 Consumer Protection Act, 2019
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advertising, transparent refund policies and effective complaint handling can increase repeat
purchases and reduce reputational risk. Regulation is valuable when it creates minimum
standards that prevent businesses from competing through deception or unsafe products.

4.4 Fair employment and organisational stability

Labour regulation establishes minimum standards relating to wages, working conditions, social
security, occupational safety and protection from workplace harassment. Startups depend on
skilled employees, and their ability to attract and retain talent is affected by the quality and
predictability of employment practices. Written terms, timely payment, safe workplaces and
fair grievance procedures can reduce disputes and turnover.

The legal requirements applicable to an employer depend on workforce size, establishment
type, location and the relevant statutory framework. Startups should not assume that small size
removes all obligations. At the same time, compliance guidance should be understandable to
founders who may not have an in-house human resources department. Practical checklists and
integrated filings can improve compliance without weakening worker protection.

4.5 Environmental and social responsibility

Environmental requirements encourage businesses to account for pollution, waste, resource use
and the wider effects of production. A startup developing clean technology may benefit directly
from environmental policy, while a manufacturing or food-processing business may need
permissions and operating standards. Environmental compliance can prevent costly
remediation, regulatory action and disruption. It may also make a business more attractive to
customers and investors who consider environmental, social and governance factors.

Social responsibility similarly extends beyond formal legal compliance. Accessibility,
responsible supply chains, fair treatment of workers and inclusive product design can
strengthen long-term legitimacy. Regulation provides a floor; responsible enterprise should

seek to build on it.

5. NEGATIVE IMPACT AND COMPLIANCE CHALLENGES

5.1 Financial and administrative costs

Compliance involves registration fees, professional advice, accounting systems, audits where
applicable, documentation, employee training, technology and periodic filings. These expenses
can be manageable for a large enterprise but significant for a startup with limited cash flow.
The opportunity cost is equally important: money and founder time spent on avoidable
administration cannot be used for research, hiring, customer acquisition or product

improvement.
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The issue is not that all compliance expenditure is wasteful. Accurate accounts, safe products
and lawful employment practices create real value. The concern is duplication, complexity and
procedural formality that do not materially improve the underlying regulatory outcome.
Simplification should target unnecessary repetition rather than essential safeguards.

5.2 Fragmented approvals and multiple authorities

Indian startups may interact with central ministries, state departments, municipal bodies and
specialist regulators. A single business may need company incorporation, tax registration, local
trade permissions, labour-related registrations and sector-specific licences. The relevant
requirements vary by activity and location. Where government systems are not integrated,
founders may submit similar documents repeatedly, receive inconsistent instructions or
struggle to identify the authority responsible for a particular approval.

Fragmentation can delay market entry. A licensing delay may postpone the first sale, extend
the period before revenue begins and increase the need for working capital. It may also create
uneven competitive conditions where businesses with greater resources can navigate the system
more easily than smaller competitors.

5.3 Regulatory uncertainty and frequent change

Business planning requires reliable assumptions about costs, permissions and legal exposure.
Frequent amendments, changing portal requirements or unclear administrative interpretations
make it difficult for founders to forecast compliance expenses. This uncertainty can discourage
investment and lead to defensive business decisions. Startups may delay launching a product,
avoid a new market or refrain from hiring until they understand the applicable rules.
Regulatory certainty does not mean that laws must remain unchanged. New risks may require
new rules. However, changes should be accompanied by consultation, explanatory guidance,
adequate transition periods and clear commencement dates. The distinction between
enactment, notification and actual commencement is particularly important in complex
regulatory regimes.

5.4 Unequal effect on small and large businesses

A large company can employ lawyers, accountants, compliance officers and government-
relations personnel. An early-stage startup may rely on one founder or an external consultant.
Identical reporting duties can therefore impose unequal relative burdens. This is a structural
issue rather than evidence that small firms should be exempt from all regulation. The better
response is proportionate implementation: simplified forms, longer transition periods where

justified, standard templates and risk-based inspection.
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5.5 Informality and reduced innovation

When compliance appears inaccessible or disproportionately costly, entrepreneurs may delay
formal registration, under-report activity or avoid expansion. Informality can reduce access to
institutional finance, public procurement and legal remedies. It may also leave workers and
consumers with weaker protection. Excessive friction can therefore defeat the very objectives
regulation is meant to advance.

In innovation-intensive sectors, uncertainty can be especially damaging. A startup may develop
a new business model faster than regulators issue guidance. Where the rules are unclear,
businesses may face inconsistent treatment or operate under a persistent risk of later
enforcement. Regulatory sandboxes, supervised pilots and transparent no-action guidance can
help address this problem, provided that they do not become loopholes for harmful conduct.

6. THE INDIAN REGULATORY FRAMEWORK AFFECTING
STARTUPS

6.1 Company law and LLP framework

The Companies Act, 2013 governs the incorporation, management and reporting of companies.
It provides rules on incorporation, share capital, directors, board processes, accounts, annual
returns and corporate restructuring. These provisions create a recognised legal framework for
equity investment and corporate governance. For startups intending to raise institutional
capital, the company form may offer a familiar structure for issuing shares and recording
investor rights.’

The Limited Liability Partnership Act, 2008 provides an alternative legal form. An LLP is a
body corporate with separate legal personality and limited liability, while allowing a more
contract-based internal arrangement among partners. It may be appropriate for professional or
service ventures that do not anticipate conventional equity financing. The choice between a
company and an LLP should be based on the business plan, investor expectations, tax position,
governance preferences and compliance capacity.®

6.2 Taxation and GST compliance

Startups may have obligations under income-tax law, the Central Goods and Services Tax Act,
2017, state GST legislation, tax deduction at source provisions and applicable accounting rules.

GST can facilitate a common indirect-tax framework, but registration thresholds, compulsory

" The Companies Act, 2013
8 The Limited Liability Partnership Act, 2008
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registration provisions, invoicing, input tax credit conditions, returns and record-keeping
require careful attention. Whether registration is required depends on the nature of supplies,
turnover and statutory exceptions. It is inaccurate to assume that every startup has identical
GST obligations.®

Tax incentives may assist eligible startups, but recognition and tax eligibility are separate legal
questions. The Income Tax Department explains that DPIIT recognition does not automatically
establish entitlement to a deduction under section 80-1AC. The startup must satisfy the separate
conditions prescribed by the Income-tax Act and relevant approval process. This distinction is
important because promotional descriptions can otherwise create an incorrect expectation that
recognition itself guarantees a tax holiday.

6.3 Startup India and DPIIT recognition

The Startup India initiative was launched with the stated objective of building an ecosystem
that nurtures innovation, supports enterprise and promotes sustainable economic growth and
employment. The 2016 Action Plan grouped measures under simplification and handholding,
funding support and incentives, and industry-academia partnership and incubation. Its
measures included self-certification, an online portal, a Startup India Hub, intellectual property
support, relaxed public procurement norms and faster exit mechanisms.

DPIIT recognition is a gateway to specified benefits for eligible entities. The official Startup
India portal describes eligibility criteria and directs eligible applicants to apply through the
National Single Window System. The criteria and thresholds may be amended by notification;
the current portal should therefore be checked before an application is made. Recognition is
not a general exemption from all laws. A recognised startup remains responsible for complying
with the requirements applicable to its activity, location, employees and transactions.

6.4 Self-certification and regulatory relief

The Startup India framework provides for self-certification under identified labour and
environmental laws, subject to prescribed conditions. The policy seeks to reduce inspection-
related uncertainty and allow founders to concentrate on core business activity. The official
scheme describes a period during which labour inspections are generally restricted, subject to
credible complaints and specified approvals, and a separate approach for eligible low-pollution
or ‘white category’ activities.

Self-certification should be understood as a change in the method of supervision, not a waiver

of substantive legal duties. It works best when the rules are clear, records are maintained,

9 the Central Goods and Services Tax Act, 2017 section 80-1AC
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complaints are handled fairly and serious violations remain enforceable. Without reliable
guidance, self-certification may shift rather than eliminate uncertainty.

6.5 National Single Window System and digital governance

The National Single Window System is intended to provide a common digital interface for
business approvals and information. Integrated portals can reduce physical visits, make
application status visible and improve coordination among departments. Their practical value
depends on whether the portal is comprehensive, accurate and updated; whether the underlying
departments share information; and whether applicants can obtain timely support when
applications are delayed or rejected.

Digitisation alone does not guarantee simplification. A confusing online form can reproduce
the same administrative burden in electronic form. Effective digital governance requires
interoperable databases, one-time submission of common information, accessible interfaces,

reliable helpdesks, clear service standards and mechanisms for correcting errors.

7. SECTORAL REGULATION AND EMERGING LEGAL ISSUES

7.1 Digital businesses and personal data

Digital startups frequently collect, analyse or process personal data. Their business models may
depend on user accounts, targeted services, analytics, payment information or platform
interactions. Data protection is therefore central to trust and commercial sustainability. The
Digital Personal Data Protection Act, 2023 establishes a framework for processing digital
personal data, recognising individual interests while permitting lawful processing. Its
commencement is phased rather than instantaneous.*°

The Central Government’s notification dated 13 November 2025 brought specified institutional
and procedural provisions into force on publication, provided for certain provisions to
commence after one year, and scheduled the principal processing obligations in sections 3 to
17 and related provisions to commence after eighteen months. The Digital Personal Data
Protection Rules, 2025 also provide for staggered commencement. As at 13 November 2026,
founders must therefore check the particular commencement provision rather than assume that
every substantive duty is already operative or that none has commenced. A prudent startup
should nevertheless design privacy-aware systems early, because data mapping, notices,

security measures and vendor arrangements take time to implement.!!

10 The Digital Personal Data Protection Act, 2023
1 The Digital Personal Data Protection Rules, 2025
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The Supreme Court’s decision in K.S. Puttaswamy v. Union of India recognised privacy as a
fundamental right. The constitutional context reinforces the importance of treating personal
data responsibly. For startups, privacy compliance is not only a legal task; it is a trust and
product-design issue. Data minimisation, transparent notices, appropriate security and
responsible vendor management can reduce both legal and reputational risk.

7.2 E-commerce and consumer-facing platforms

Consumer-facing startups must consider the Consumer Protection Act, 2019 and rules made
under it, including provisions relevant to e-commerce. Platform design can affect consumer
choice,

pricing transparency, product descriptions, cancellation, refunds and grievance handling. A
startup should ensure that its website or application does not make misleading claims, conceal
material conditions or create unfair barriers to complaint resolution.?

The regulatory challenge is to apply consumer protection principles to rapidly changing digital
models without imposing uncertainty through vague or inconsistent guidance. Clear disclosure
standards and predictable grievance processes can protect users while enabling new forms of
service delivery.

7.3 Competition law and platform markets

The Competition Act, 2002 prohibits anti-competitive agreements and abuse of dominant
position and regulates combinations meeting statutory thresholds. Most early-stage startups
will not be dominant, but competition law remains relevant to distribution agreements,
exclusivity, information exchange, acquisitions and platform relationships. Startups may also
be affected by the conduct of powerful incumbents, including access to digital infrastructure,
app stores, payment systems or essential distribution channels.*®

A fair competitive environment benefits startups by keeping markets contestable. Enforcement
must, however, distinguish harmful exclusionary conduct from ordinary commercial rivalry
and legitimate product integration. Predictable competition policy can encourage entry and
innovation while protecting consumers from practices that foreclose meaningful choice.

7.4 Labour and workplace obligations

Employment obligations may arise under central labour legislation, applicable labour codes as
brought into force, state Shops and Establishments legislation and other sector-specific laws.
The exact position depends on commencement notifications, the state, establishment category

and workforce. Startups must also address workplace harassment prevention. The Sexual

12 K.S. Puttaswamy v. Union of India
13 The Competition Act, 2002
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Harassment of Women at Workplace (Prevention, Prohibition and Redressal) Act, 2013
requires employers to comply with statutory duties, including the constitution of an Internal
Committee where the prescribed conditions are met.!4

The use of consultants, gig workers and platform-based labour raises questions about
classification, social security and responsibility for workplace conditions. Startups should not
rely solely on the label used in a contract; the legal position may depend on the real nature of
the relationship and the applicable statute. Clear agreements and fair workplace systems reduce
disputes and contribute to sustainable growth.

7.5 Environmental permissions and sector-specific licensing

Manufacturing, food processing, healthcare, energy, transport and financial services may
require permissions beyond ordinary incorporation. Environmental laws can regulate
emissions, effluents, waste and hazardous substances. Food businesses may need to comply
with food safety licensing and standards; financial technology businesses may fall within the
regulatory perimeter of the Reserve Bank of India or other financial authorities depending on
the service offered. A startup should map its activities before launch rather than rely on a
generic list of startup registrations.

This sectoral approach illustrates why one-size-fits-all deregulation is inappropriate. A low-
risk software service and a business handling hazardous materials do not create equivalent
public risks. Regulation should be calibrated to the activity, with accessible pathways for low-

risk experimentation and rigorous controls where potential harm is substantial.

8. REGULATION AND LONG-TERM STARTUP SUSTAINABILITY

8.1 Financial resilience and risk management

Financial sustainability depends on more than securing initial investment. Startups must
manage cash flow, taxes, contractual liabilities, debt, employee costs and potential disputes.
Accurate records and timely filings can reveal financial stress early and improve the quality of
management decisions. Legal compliance also reduces the risk of penalties, litigation and
interruptions to operations. In this sense, compliance is part of enterprise risk management.
8.2 Governance and founder-investor relationships

As ownership becomes more dispersed, informal founder understandings may become
inadequate. Shareholder agreements, vesting arrangements, intellectual property assignments,

conflict-of-interest disclosures and board procedures help clarify expectations. Proper

14 The Sexual Harassment of Women at Workplace (Prevention, Prohibition and Redressal) Act, 2013
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documentation can prevent disputes from consuming management attention and can facilitate
later fundraising. Regulation provides a minimum framework, while careful contractual
governance adapts that framework to the startup’s particular needs.

8.3 Social sustainability and decent work

A startup’s long-term performance is influenced by its ability to recruit and retain employees.
Fair wages, safe working conditions, non-discriminatory practices and effective grievance
mechanisms contribute to organisational stability. Startups may face pressure to minimise
expenditure, but treating labour protections as optional can create turnover, legal exposure and
reputational damage. Sustainable growth requires a workforce model that is commercially
viable and legally responsible.

8.4 Environmental sustainability and responsible innovation

Environmental regulation can encourage resource efficiency, waste reduction and cleaner
production. Startups may create commercial opportunities by developing solutions for
renewable energy, recycling, water management and low-carbon logistics. At the same time,
businesses in environmentally sensitive sectors must obtain applicable approvals and maintain
operating standards. A predictable regulatory framework can support investment in green
innovation by clarifying the rules and reducing uncertainty.

8.5 Data governance and digital trust

For digital ventures, trust is an important commercial asset. Data breaches, opaque practices or
misuse of personal information can damage a startup before it has developed a durable
customer base. Data protection and cybersecurity should therefore be integrated into product
design and vendor selection. A startup that identifies what data it needs, limits collection,
controls access and communicates clearly is better placed to build durable relationships with
users.

Sustainability consequently depends on a balanced regulatory approach. Rules should be
sufficiently strong to prevent material harm, but their implementation should be accessible to
businesses with limited resources. Proportionality is not a concession to startups; it is a

principle of sound regulatory design.

9. CRITICAL ANALYSIS
The Indian policy framework recognises that startups require a different form of administrative
support from mature enterprises. Startup India’s emphasis on simplification, self-certification,
digital portals and intellectual property assistance reflects an effort to reduce the costs of entry

and early operation. DPIIT recognition can also help identify eligible entities for particular
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benefits. These measures are important because they address the practical difficulties faced by
founders who may not have extensive legal or administrative support.

Nevertheless, the existence of a policy initiative does not establish that the regulatory burden
has been eliminated. Recognition is only one step in a broader compliance journey. A startup
may still need to understand tax obligations, state-specific establishment rules, local
permissions, employee-related duties, consumer protection, data governance and sectoral
licensing. The benefit of one portal may be reduced if other departments continue to require
separate submissions or provide inconsistent instructions.

A second difficulty concerns the distinction between eligibility and entitlement. Promotional
materials may describe tax incentives or regulatory relief in broad terms, but the underlying
statutes and notifications impose specific conditions. For example, DPIIT recognition does not
itself establish eligibility for the section 80-1AC deduction. Similarly, self-certification does
not remove substantive labour or environmental obligations. Clear communication of these
distinctions is essential to prevent founders from relying on incomplete summaries.

A third issue is the changing character of regulation. Digital markets, artificial intelligence,
fintech, health technology and platform work create risks that may not fit neatly within older
regulatory categories. Regulators must be able to respond to new forms of harm, but rapid
regulatory change can create uncertainty for firms making long-term investments.
Consultation, regulatory sandboxes and staged implementation can help reconcile adaptability
with predictability.

A fourth issue is uneven capacity across states and local authorities. A national portal may
simplify central approvals, but founders still encounter local permissions and state-level
variations. Regulatory quality must therefore be assessed not only by the number of online
services available but also by the consistency, responsiveness and accessibility of the
institutions responsible for implementing them.

The OECD’s recent work provides a useful comparative lens. It identifies administrative
reporting, permitting, inconsistent implementation and coordination failures as important
sources of business burden. Its analysis also cautions that the impact of regulation is not evenly
distributed: smaller and younger firms often have fewer resources to understand and absorb
compliance costs. These findings support targeted simplification rather than indiscriminate
deregulation.

The central policy challenge is therefore institutional. India needs not only simplified laws but
also better regulatory administration: common data standards, clear service timelines, reasoned

decisions, accessible grievance channels and consistent guidance. Reforms should be evaluated
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by whether they reduce unnecessary cost while maintaining or improving the public outcomes
that regulation is intended to secure.

10. SUGGESTIONS AND RECOMMENDATIONS

10.1 Create a genuinely integrated compliance interface

The National Single Window System should progressively integrate relevant central, state and
local approvals through interoperable systems. Businesses should be able to submit common
information once, track applications and receive clear reasons for delay or rejection. Integration
must extend beyond a portal interface to the underlying departmental processes.

10.2 Adopt risk-based and proportionate supervision

Inspection frequency and documentary requirements should reflect the level of risk created by
the activity. Low-risk businesses should not face the same intensity of supervision as
enterprises dealing with hazardous substances, public deposits or high-risk products. Risk-
based supervision must be transparent, supported by objective criteria and subject to review to
prevent arbitrary treatment.

10.3 Publish sector-specific compliance guides

Government departments should publish plain-language compliance guides for common
startup sectors, including technology, food, manufacturing, healthcare and financial services.
Each guide should identify mandatory registrations, relevant thresholds, responsible
authorities, required documents, recurring filings and official links. Guidance should
distinguish legal duties from recommended good practices and carry a visible update date.
10.4 Improve regulatory impact assessment and consultation

Before introducing significant new obligations, regulators should assess likely effects on micro,
small and young enterprises. Consultation should include founders, incubators, professional
associations, investors, workers and consumer groups. Impact assessment should examine
compliance cost, competition, innovation, regional effects and the capacity of smaller firms to
comply. Consultation should occur early enough to influence the design of the rule.

10.5 Provide transition periods and stable commencement information

New rules should ordinarily include reasonable transition periods, clear commencement
notifications and explanatory materials. Where legislation is brought into force in phases,
official portals should identify which provisions are operative, which are pending and the dates
on which future obligations commence. This is particularly important for data protection,

labour and other complex regulatory regimes.
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10.6 Expand affordable compliance assistance

Incubators and public startup programmes should provide access to affordable legal,
accounting, intellectual property, cybersecurity and human-resource advice. Standard
contracts, founder checklists, sample board resolutions and compliance calendars can reduce
avoidable errors. Assistance should be available beyond major metropolitan centres so that
founders in smaller cities and regions are not disadvantaged.

10.7 Make enforcement predictable and fair

Authorities should publish inspection standards, explain decisions and provide accessible
appeal or grievance channels. Minor first-time procedural errors may often be addressed
through a notice and opportunity to rectify, where public safety and statutory objectives permit.
Serious fraud, exploitation, consumer harm and environmental violations should continue to
attract proportionate enforcement. Predictability should not be confused with leniency towards
deliberate misconduct.

10.8 Strengthen data protection and cybersecurity readiness

Digital startups should be encouraged to adopt privacy-by-design, data minimisation, security
controls and transparent user communication from the outset. Government guidance should
explain phased commencement and provide practical compliance resources for smaller data
fiduciaries. Regulatory sandboxes may be useful for testing innovative products under
supervision, provided that user rights and security are protected.

10.9 Improve coordination across regulators

Inter-agency coordination is necessary where one business activity engages several legal
regimes. Regulators should clarify lead responsibility, share information lawfully and avoid
contradictory directions. Memoranda of understanding, joint guidance and common service
standards can reduce the burden of navigating overlapping mandates.

10.10 Measure outcomes, not merely the number of reforms

Regulatory reform should be evaluated through measurable outcomes such as time to obtain
approvals, number of duplicate submissions, frequency of avoidable rejections, cost of
compliance, time taken to resolve grievances and user satisfaction. Periodic independent
evaluation can identify whether a reform has reduced real burdens or merely shifted them to

another stage of the business process.

11. CONCLUSION

Business regulations have a substantial influence on whether startups can be established,

financed, expanded and sustained. Well-designed rules protect investors, consumers, workers
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and the environment; clarify rights and responsibilities; and create a stable market in which
responsible enterprises can compete. They can strengthen investor confidence, protect
innovation, support fair employment and promote consumer trust. Regulation is therefore an
essential component of a healthy entrepreneurial ecosystem.

At the same time, fragmented approvals, disproportionate compliance costs, uncertain
interpretation and frequent procedural changes can restrict the growth of young businesses.
These difficulties are particularly serious where founders have limited capital and lack access
to specialist legal or administrative support. The same formal obligation may impose a much
greater relative burden on a startup than on a large corporation. The solution is not to remove
essential protections, but to make compliance simpler, more coordinated and proportionate to
risk.

India’s Startup India initiative, DPIIT recognition, self-certification measures, tax incentives
and digital approval systems represent important policy efforts. Their effectiveness depends on
implementation. Recognition must not be confused with a blanket exemption; tax benefits must
be assessed against their separate statutory conditions; and self-certification must not be
mistaken for the removal of substantive obligations. The phased commencement of the Digital
Personal Data Protection Act, 2023 and its Rules further illustrates the need for precise, current
and accessible regulatory guidance.

A sustainable regulatory environment must combine public protection with administrative
simplicity. It should make obligations visible before a business begins operations, allow
common information to be submitted once, provide reliable timelines, encourage consultation
and distinguish minor procedural errors from serious misconduct. It should also recognise that
startups operate in diverse sectors and therefore require differentiated regulatory pathways.
Ultimately, sustainable startup growth requires not fewer protections, but smarter regulation.
A predictable, transparent and proportionate framework can enable entrepreneurs to innovate,
attract investment, create decent employment and contribute to inclusive and environmentally
responsible economic development. The success of regulatory reform should be judged not by
the number of exemptions announced, but by whether lawful entrepreneurship becomes easier

while the rights and interests of the public remain effectively protected.

REFERENCES / BIBLIOGRAPHY
A. Statutes and Rules
The Companies Act, 2013 (Act 18 of 2013).
The Limited Liability Partnership Act, 2008 (Act 6 of 2009).

Page | 23


http://www.ijlra.com/

www.ijlra.com
Volume 3 Issue 8 | Nov 2026 ISSN: 2582-6433

The Central Goods and Services Tax Act, 2017 (Act 12 of 2017).

The Consumer Protection Act, 2019 (Act 35 of 2019).

The Information Technology Act, 2000 (Act 21 of 2000).

The Digital Personal Data Protection Act, 2023 (Act 22 of 2023).

The Competition Act, 2002 (Act 12 of 2003).

The Patents Act, 1970 (Act 39 of 1970).

The Trade Marks Act, 1999 (Act 47 of 1999).

The Micro, Small and Medium Enterprises Development Act, 2006 (Act 27 of 2006).

The Insolvency and Bankruptcy Code, 2016 (Act 31 of 2016).

The Foreign Exchange Management Act, 1999 (Act 42 of 1999).

The Sexual Harassment of Women at Workplace (Prevention, Prohibition and Redressal) Act,
2013 (Act 14 of 2013).

The Environment (Protection) Act, 1986 (Act 29 of 1986).

The Water (Prevention and Control of Pollution) Act, 1974 (Act 6 of 1974).

Digital Personal Data Protection Rules, 2025, G.S.R. 846(E), Gazette of India (Nov. 13, 2025).
B. Cases

Swiss Ribbons Pvt. Ltd. v. Union of India, (2019) 4 SCC 17.

K.S. Puttaswamy v. Union of India, (2017) 10 SCC 1.

C. Government Publications and Official Websites

Department for Promotion of Industry and Internal Trade, Government of India, Startup India
Action Plan (Jan. 16, 2016),
https://www.meity.gov.in/writereaddata/files/StartupIndia_ActionPlan_16January2016.pdf.
Department for Promotion of Industry and Internal Trade, Government of India, DPIIT Startup
Recognition and Tax Exemption,
https://www.startupindia.gov.in/content/sih/en/startupgov/startup_recognition_page.html.
Department for Promotion of Industry and Internal Trade, Government of India, Startup India
Scheme, https://www.startupindia.gov.in/content/sih/en/startup-scheme.html.

Income Tax Department, Government of India, Profession Taxation of Start-Ups,
https://www.incometaxindia.gov.in/en/income-from-business/profession-taxation-of-start-
ups.

Ministry of Electronics and Information Technology, Government of India, Notification G.S.R.
843(E) (Nov. 13, 2025), https://egazette.gov.in/WriteReadData/2025/267647.pdf.

Ministry of Electronics and Information Technology, Government of India, Digital Personal
Data Protection Rules, 2025, G.S.R. 846(E) (Nov. 13, 2025),

Page | 24


http://www.ijlra.com/

www.ijlra.com
Volume 3 Issue 8 | Nov 2026 ISSN: 2582-6433

https://egazette.gov.in/WriteReadData/2025/267650.pdf.

D. Institutional and Academic Sources

OECD, Strengthening SMEs and Entrepreneurship for Productivity and Inclusive Growth
(OECD Publishing, Paris, 2019), https://www.oecd.org/en/publications/strengthening-smes-
and-entrepreneurship-for-productivity-and-inclusive-growth_c19b6f97-en.html.

OECD, Smart Regulations, Strong Business: Enabling Growth and Societal Protection in a
Fast-Changing World (OECD Publishing, Paris, 2026), https://doi.org/10.1787/93d38770-en.
Citation note: Footnotes are formatted according to the supplied Indian Law Institute citation-
style document. Website citations include a date of visit. Supra references are used only where

the same authority has already appeared in an earlier footnote.

Page | 25


http://www.ijlra.com/

