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A startup is an entity, private, partnership or limited liability partnership (LLP) firm that is headquartered in India, which was
opened less than five years ago and have an annual turnover less than Rs25 crore. To be eligible for considering as startup, the
entity should not be formed by splitting up or reconstruction and its turnover should not have crossed Rs25 crore during its
existence.

Startup India is based on an action plan aimed at promoting bank financing for start-up ventures to boost entrepreneurship
and encourage startups with jobs creation. The campaign was first announced by Prime Minister Modi in his 15 August 2015
address from the Red Fort.

To become eligible as a startup and get a green signal from the Inter-Ministerial Board, the entity should be the one which aims
to develop and commercialise, a new product or service or process or a significantly improved existing product or service or
process that will create or add value for customers or workflow. Products, services or process, which do not have potential for
commercialization or is undifferentiated or have no or limited incremental value, will not be considered under the Scheme.

Advantages for startups regarding registration:

The government is launching a mobile app on 1 April 2016 and a portal that will allow companies to register in a day. In

addition, there would be a single point of contact for Start-up India hub. In addition, there will be single window clearance for

clearances, approvals, and registrations.

Towards these efforts, the Government will introduce a Mobile App to provide on-the-go accessibility for:

% Registering Startups with Ministry of Corporate Affairs and Registrar of Firms

% Tracking the status of the registration application. A digital version of the final registration certificate shall be made
available for downloading through the Mobile App

% Filing for compliances and obtaining information on various clearances/ approvals/ registrations required

% Collaborating with various Startup ecosystem partners (venture funds, incubators, academia, mentors etc.)

%  Applying for various schemes being undertaken under the Startup India Action Plan.



Benefits provided by Government under the provision on Income Tax:

With a view to stimulate the development of Startups in India and provide them a competitive platform, it is imperative that the
profits of Startup initiatives are exempted from income-tax for a period of 3 years. This fiscal exemption shall facilitate growth
of business and meet the working capital requirements during the initial years of operations. The exemption shall be available
subject to non-distribution of dividend by the Startup.

Tax Exe ion on Capital Gai

Government wants to promote investments into Startups by mobilizing the capital gains arising from sale of capital assets. With
this objective, exemption shall be given to persons who have capital gains during the ear, if they have invested such capital
gains in the Fund of Funds recognized by the Governmeni
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Annual Incubator Grand Challenge:

The Government is proposing to make forward looking investments towards building world class incubators. In its first phase,
the aim is to establish 10 such incubators. To enable this, Gol shall identify and select 10 incubators who have the potential to
become world class. These incubators would be given INR 10 crore each as financial assistance which may be used for ramping
up the quality of service offerings.

The incubaters shall.also become reference models for other incubators aspiring to offer best-in-class services. Video interviews
of these incubators would be showcased on the Startup India portal. An “Incubator Grand Challenge” exercise shall be carried
out for identification of these ineubators.

Setting up of 7 New Research Parks:

The Government shall set up 7 new Research Parks in institutes indicated below with an initial investment of INR 100 crore
each. The Research Parks shall be modeled based on the Research Park setup at IIT Madras, IIT Guwahati, IIT Hyderabad, IIT
Kanpur, IIT Kharagpur, ITSc Bangalore, II'T Gandhi nagar and IIT Delhi.

Drganizing Startup Fests for Showcasing Innovation and Providing a Collaboration Platform:

To bolster the Startup ecosystem in India, the Government is proposing to introduce Startup fests at national and international

stages. These fests would provide a platform to Startups in India to showcase their ideas and work with a larger audience

comprising of potential investors, mentors and fellow Startups.

As part of “Make in India” initiative, Government proposes to:

% Hold one fest at the national level annually to enable all the stakeholders of Startup ecosystem to come together on one
platform.

% Hold one fest at the international level annually in an international city known for its Startup ecosystem.

The fests shall have activities such as sessions to connect with investors, mentors, incubators and Startups, showcasing

innovations, exhibitions and product launches, pitches by Startups, mentoring sessions, curated Startup walks, talks by

disruptive innovators, competitions such as Hackathon, Makerspace, etc., announcements of rewards and recognitions, panels

and conferences with industry leaders, etc.
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Faster Exit for Startups

In the event of a business failure, it is critical to reallocate capital and resources to more productive avenues and accordingly a
swift and simple process has been proposed for Startups to wind-up operations. This will promote entrepreneurs to experiment
with new and innovative ideas, without having the fear of facing a complex and long-drawn exit process where their capital remain
interminably stuck.

The Insolvency and Bankruptcy Bill 2015 (“IBB”), tabled in the Lok Sabha in December 2015 has provisions for the fast track and /
or voluntary closure of businesses.

In terms of the IBB, Startups with simple debt structures or those meeting such criteria as may be specified may be wound up
within a period of 90 days from making of an application for winding up on a fast track basis. In such instances, an insolvency
professional shall be appointed for the Startup, who shall be in charge of the company (the promoters and management shall no
longer run the company) for liquidating its assets and paying its creditors within six months of such appointment. On appointment
of the insolvency professional, the liquidator shall be responsible for the swift closure of the business, sale of assets and repayment
of creditors in accordance with the distribution waterfall set out in the IBB. This process will respect the concept of limited
liability.




Providing Funding Support through a Fund of Funds with a

Corpus of INR 10.000 crore

One of key challenges faced by Startups in India has been access to finance. Often Startups, due to lack of collaterals or existing

cash flows, fail to justify the loans. Besides, the high risk nature of Startups wherein a significant percentage fail to take-off,

hampers their investment attractiveness.

In order to provide funding support to Startups, Government will set up a fund with an initial corpus of INR 2,500 crore and a

total corpus of INR 10,000 crore over a period 4 years (i.e. INR 2,500 erore per year) . The Fund will be in the nature of Fund of

Funds, which means that it will not invest directly into Startups, but shall particiﬁj‘in the capital of SEBI registered Venture
h
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Tax Exemption on Investments above Fair Market Value

Under The Income Tax Act, 1961, where a Startup (company) receives any consideration for issue of shares which exceeds the
Fair Market Value (FMV) of such shares, such excess consideration is taxable in the hands of recipient as Income from Other
Sources.

In the context of Startups, where the idea is at a conceptualization or development stage, it is often difficult to determine the
FMYV of such shares. In majority of the cases, FMV is also significantly lower than the value at which the capital investment is
made.

This results into the tax being levied under section 56(2) (viib). Currently, investment by venture capital funds in Startups is
exempted from operations of this provision. The same shall be extended to investment made by incubators in the Startups.

Annual Incubator Grand Challenge

For a new idea to become a successful commercial venture, adequate support and mentoring at various stages of the business
lifeagicle is required. Incubators play an important role in identifying early stage Startups and supporting them across various
their lifecycle. In order to build an effective Startup ecosystem, it is imperative that world elass incubators, adopting
g industry practices, are setup in the country.

TH@Government is proposing to make forward looking investments towards building world class incubators. In its first phase,
im is to establish 10 such incubators. To enable this, Gol shall identify and select 10 incubators who have the potential to
e world class. These incubators would be given INR 10 crore each as financial assistance which may be used for ramping
up the quality of service offerings. The incubators shall also become reference models for other incubators aspiring to offer
Best-in-class services. Video interviews of these incubators would be showcased on the Startup India portal.

An “Incubator Grand Challenge” exercise shall be carried out for identification of these incubators. The exercise shall entail:

% Open invitation of applications from incubators

% Screening and evaluation based on pre-defined Key Performance Indicators (KPIs)

The Incubator Grand Challenge shall be an annual exercise.
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No part of this article may be reproduced, reprinted or
utilized in any form or by any means electronic or
mechanical without prior permission of the publisher.
While every care is taken in compilation of information
contained hergin, the publisher cannot accept any
responsibility for error or omission or for the use of
trademark, copyrights, brand name, logos or other
identifying symbols provided in supporting and
participating companies and organizations. However all
possible and reasonable care has been taken to ensure
that the information in this newsletter is as accurate and
up-to-date at the time of printing. This publication is for

internal use only.
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