
 

All you need to know about What is a Startup? By Bhumesh Verma 

There is a lot of buzz in the Indian air. Startup is the word everyone swears by. The 

government, Banks, Investors, Reserve Bank of India, the buzz just does not stop … 

I have had the privilege of helping some startups and I see them as a beacon for the 

future of India. 

First things first. What is a startup? 

A startup or start-up is typically an entrepreneurial venture which is a newly 

emerged, fast-growing business that aims to meet a marketplace need by developing 

or offering an innovative product, process or service. 

By this yardstick, every new venture is a Startup. Right? 

However, for the purpose of government schemes, a Startup means an entity which is 

incorporated or registered in India: 

· Not prior to five years, 

· With annual turnover not exceeding INR 25 crore (250 million) in any preceding 

financial year, and 

· Working towards innovation, development, deployment or commercialization of 

new products, processes or services driven by technology or intellectual property 

Provided that such entity is not formed by splitting up, or reconstruction, of a 

business already in existence. Provided also that an entity shall cease to be a Startup 

if its turnover for the previous financial years has exceeded INR 25 crore or it has 

completed 5 years from the date of incorporation/ registration. 
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Provided further that a Startup shall be eligible for tax benefits only after it has 

obtained certification from the Inter-Ministerial Board, setup for such purpose. 

Startup Entity as a Private Limited Company: 

A start up entity could take the shape of an Indian private limited company. Such 

company has to be incorporated under the aegis of the Companies Act, 2013. 

The most important benefits that a private limited company offers are: 

(i)  a distinct legal entity from that of the shareholders, directors and managers, 

(ii) perpetual existence irrespective of the death or change of shareholders, and 

(iii) limited liability of the shareholders. 

No surprise this is the most popular entity form for startups. 

A private company requires at least 2 shareholders and 2 directors. The 

shareholders have to subscribe to initial shares as undertaken in the Memorandum 

of Association of the company. In addition, there are incorporation costs and 

stamp duty. 

A company has maximum regulatory compliances compared to other entities. A 

company is required to maintain statutory registers, hold board and shareholders’ 
meetings, maintain and compulsory get its accounts audited, make periodical 

filings with Registrar of Companies and tax authorities and so on. 

Yet, it remains the most popular entity because due to statutory requirements, a 

company is always on its toes in respect of compliances, most of its records are 

available online. All this comes handy for a potential investor to check 

compliances, conduct due diligence over its affairs, check its creditworthiness and 

evaluate existing and contingent and potential risks. This is most preferred vehicle 

for foreign investors, venture capital and private equity players too.  
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However, the entrepreneurs should bear in mind that unlike incorporation, winding 

up a company is not easy. The compliance requirements attach to all the 

shareholders and directors till a company is wound up. The winding up process is 

time consuming, not too costly though. If things do not go as planned, no co-

promoter wants to take the burden of winding up process. 

Thus, entrepreneurs should go into incorporating a company if they are very 

serious and confident about making their venture successful and have patience to 

work things out.  

Startup Entity as a One Person Company (OPC): 

One Person Company (OPC) is a recent corporate entity in India. 

OPC has been introduced under the Companies Act, 2013. As the name of the 

entity suggests, the law now allows even a single shareholder to incorporate a 

private limited company with only one director unlike the old requirement of 

minimum two shareholders and two directors. 

This option provides a more systematic, stable and independent structure to a 

single entrepreneur’s business without the need to find another shareholder and 

director. An OPC being a separate and independent legal entity, is required to 

ensure compliance with various provisions of the Companies Act, 2013 as well as 

other regulatory and tax laws. However, the requirements are simpler than those 

applicable to conventional companies incorporated under earlier laws. 

The incorporation and winding up process, time frame and associated costs for an 

OPC somewhat similar to other companies. 

Therefore, an OPC model may suit a single entrepreneur who wants to adopt a 

systematic and organised approach to her business. However, again this structure 

too is fraught with formalities and compliances and should not be taken lightly. 

There is no scope for trial with a new structure.  
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Startup Entity as a Partnership: 

Partnership is a vehicle which is commonly used as an entity for startups. Even the 

government of India recognises a registered partnership as an eligible entity for 

seeking benefits under various schemes of the government. 

A partnership is governed by the provisions of Indian Partnership Act, 1932. 

Two or more partners can join hands for a business relationship, execute a 

partnership deed and register it with appropriate authorities. The partnership deed, 

among other things, stipulates the respective capital contributions, rights and 

obligations, profit share, etc. of partners. 

A partnership is certainly more structured than operating as a single owner and it 

has the benefit of pooling the expertise, contacts, resources, finances and efforts of 

different people. A partnership is governed by the partnership deed. It also has the 

advantage of being easily wound up, if things do not work out commercially or 

otherwise between the partners, which is a big botheration for a corporate entity. 

By and large, this is most cost effective and least formal structure. 

However, a partnership firm is not a separate legal entity (like a company or LLP). 

Only for taxation purposes, it is taxed separately than its partners. Further, the 

liability of partners is unlimited, unlike in case of LLPs and companies. 

However, this structure is preferred by entrepreneurs who are in trial and 

experimenting stage and who do not contemplate too big a business forthwith 

exposing their personal assets. When the business reaches a size and scale, a 

partnership can be converted into an LLP and the partners can have the benefit of a 

more formal structure, perpetual existence, limited liability, etc. 

This structure isn’t preferred by investors, nor is open to FDI. So, this isn’t a 
structure for the entrepreneurs looking for external funding at some stage. 
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Redefining Startups: 

Job creation was a big priority behind the idea of Startup India initiative of the 

government of India. However, there was no mandatory requirement or eligibility 

criteria for recognition as a startup entity. 

As per a report in today’s Economic Times, the government is reworking on the 
definition and eligibility criteria for startups. So far, the emphasis has been on 

innovation. Going forward, the emphasis will include employment generation. 

Startups applying for government recognition and benefits will have to declare 

their employment generating potential besides other criteria.. 

Under the proposed regime, apart from innovation an entity will have to specify its 

employment creation potential and meet certain financial criteria.  

Department of Industrial Policy and Promotion (DIPP) may also dispense with the 

need for certification of each startup from a government-recognised incubator on 

its innovation capabilities to be eligible for Startup India benefits.  

DIPP also proposes to increase the maximum age for classifying a biotechnology 

or a medical devices firm as a startup to 8-10 years from the current five years, as 

the gestation period in this sector is relatively longer.  
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