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B.Com Honours Semester 1 Calicut University

Business Start-Up Essentials
Course Code: COM1FM105 (1) • Module 4 Notes
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1. Legal Architecture & Business Organizational Structures

The establishment of a commercial enterprise requires selecting an appropriate legal architecture. A business
entity is not merely an operational mechanism; it is a legally recognized juridical persona that defines the
liability boundaries of its owners, governs taxation obligations, dictates regulatory compliance thresholds, and
establishes eligibility for institutional venture capital investment. In Indian jurisprudence and corporate law,
choosing the wrong business structure at inception can impose catastrophic personal liability, trigger severe
tax friction, or completely disqualify the start-up from raising venture equity.

Entrepreneurs must evaluate prospective legal structures across six foundational corporate dimensions: (1)
Ease and cost of formation, (2) Personal financial liability exposure, (3) Continuity and perpetual succession, (4)
Equity fundraising flexibility, (5) Taxation incidence, and (6) Regulatory statutory compliance burdens.

1.1 Comparative Analysis of Business Structures in India
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COMPREHENSIVE LEGAL TAXONOMY OF ORGANIZATIONAL
FORMS

Indian Statutory
Framework

Structure Governing
Statute

Liability
Exposure

Fundraising & Equity
Capability

Compliance & Best
Suited For

Sole
Proprietorship

Common Law /
Local Shops &
Commercial
Est. Acts

Unlimited
Personal
Liability:
Personal
assets are
directly
attached for
commercial
debts.

Zero equity capability;
limited to personal
savings and unsecured
bank credit.

Minimal compliance;
ideal exclusively for
micro local retail and
freelance sole
practitioners.

Partnership
Firm

Indian
Partnership
Act, 1932

Joint &
Several
Unlimited
Liability:
Every partner
is personally
liable for acts
of all partners.

Cannot issue shares;
capital restricted to
partners' personal
contributions and
debt.

Low statutory burden
(registration optional
under Sec 58);
traditional family
businesses and
professional firms.

Limited
Liability
Partnership
(LLP)

Limited Liability
Partnership
Act, 2008

Limited
Liability:
Partner
liability is
limited strictly
to agreed
capital
contribution.

Cannot issue equity
shares or ESOPs;
cannot accept venture
capital or angel equity
investments.

Moderate compliance
with MCA/ROC; ideal
for professional
services, boutique
agencies, and joint
ventures.

One Person
Company
(OPC)

Companies Act,
2013 (Section
2(62))

Limited
Liability:
Separate legal
entity distinct
from the
single
shareholder.

Restricted equity
issuance; cannot issue
ESOPs easily; must
convert to Private Ltd
upon scaling.

Standard corporate
compliance; solo tech
founders seeking
corporate identity
prior to onboarding
co-founders.

Private
Limited
Company

Companies Act,
2013 (Section
2(68))

Limited
Liability:
Shareholders
liable strictly
up to unpaid
share capital.

Unrestricted Equity
Financing: Issues
equity shares, CCPS,
ESOP pools; eligible
for VC/Angel rounds.

High regulatory
compliance (annual
audits, MCA filings,
board meetings);
mandatory standard
for scalable start-
ups.
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1.2 Why the Private Limited Company is the Mandatory Start-Up Standard

In global venture capital ecosystems and the Indian start-up landscape (Startup India DPIIT guidelines),
institutional investors universally insist that an investee firm be incorporated as a Private Limited Company.
The rationale rests upon five non-negotiable structural pillars:

Distinct Juridical Entity & Corporate Veil: Under the doctrine established in Salomon v. Salomon & Co.
Ltd. (1897) and codified under Section 9 of the Indian Companies Act 2013, the company is a separate
legal person distinct from its founders. It can hold property in its own name, enter binding commercial
contracts, sue and be sued, and insulates founders' personal family assets from catastrophic business
bankruptcy.

Perpetual Succession: The legal existence of the company is impervious to the death, bankruptcy,
insolvency, or resignation of any founder or shareholder. "Members may come and members may go, but
the company goes on forever."

Share Capital & Diverse Equity Instruments: A Private Limited Company can structure its share capital
into multiple classes: Equity Shares (with or without differential voting rights), Compulsorily Convertible
Preference Shares (CCPS—the global standard for VC rounds), Convertible Notes, and Employee Stock
Option Pools (ESOPs) to recruit elite talent.

Cap Table Cleanliness & Governance: The Ministry of Corporate Affairs (MCA) and Registrar of
Companies (ROC) provide an unambiguous digital public record of directors, authorized capital, paid-up
capital, and charges on assets, giving investors legal certainty during due diligence.

Government Scheme & Tax Eligibility: Full DPIIT recognition under Startup India—unlocking Section
56(2)(viib) "Angel Tax" exemptions, Section 80-IAC 3-year income tax holidays, and state incubation seed
grants (KSUM)—requires corporate incorporation.

2. Intellectual Property Rights (IPR) Architecture for Start-
ups

In modern knowledge-driven and technology economies, intangible assets frequently constitute over 80% of
total enterprise value. Intellectual Property Rights (IPR) represent statutory, government-granted legal
monopolies over original intellectual creations, technological inventions, brand identities, and artistic
expressions. For a technology start-up, a robust IP portfolio constructs an impenetrable competitive moat,
deters competitor imitation, enhances venture valuation, and provides lucrative licensing and defensive
monetization opportunities.

2.1 The Four Pillars of Intellectual Property in India
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TAXONOMY OF INDIAN INTELLECTUAL PROPERTY RIGHTS Statutory Protection Regimes

IP Category Governing
Statute

Protected Subject
Matter

Duration of
Grant

Statutory
Criteria

Patents The Patents Act,
1970 (amended
2005)

Novel products,
chemical formulas,
manufacturing
processes, functional
hardware
architectures.

20 Years from
the date of
filing (non-
renewable).

1. Absolute
Novelty
2. Inventive Step
(Non-
obviousness)
3. Industrial
Applicability

Trademarks The Trade Marks
Act, 1999

Brand names,
corporate logos,
slogans, stylized fonts,
packaging shape,
distinctive sounds.

10 Years
(renewable
perpetually
every 10 years
upon fee
payment).

1. Distinctiveness
2. Non-
descriptive
3. Non-deceptive
similarity

Copyrights The Copyright
Act, 1957
(amended 2012)

Software source code,
object code, technical
manuals, architectural
blueprints, UI design
assets.

Author's
Lifetime + 60
Years (for
published
works).

1. Originality
2. Tangible
Expression (Ideas
alone are never
protected)

Industrial
Designs

The Designs Act,
2000

Aesthetic visual
features of shape,
configuration, pattern,
or ornament applied
to an article.

10 Years
(extendable by
an additional 5
years to 15
years total).

1. Novel visual
appearance
2. Appealing
solely to the eye
(non-functional)

2.2 Deep Dive: Patentability Thresholds & Software in India

Obtaining a patent grants the inventor the exclusive statutory right to prevent third parties from
manufacturing, using, offering for sale, selling, or importing the patented product or process without
authorization. In India, patentability requires overcoming three rigorous hurdles:

1. Novelty: The invention must never have been disclosed to the public anywhere in the world—in print,
online, oral presentation, or prior commercial use—prior to the priority filing date.

2. Inventive Step (Non-Obviousness): The invention must feature a technical advancement or economic
significance that would not be obvious to a person skilled in the relevant art (PSITA).

3. Industrial Application: The invention must be capable of being manufactured or utilized in an
industry.
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Critical Indian Legal Nuance: Section 3(k) of the Patents Act

The Statutory Prohibition: Under Section 3(k) of the Indian Patents Act, 1970, "a mathematical or
business method or a computer programme per se or algorithms" are explicitly non-patentable
subject matter.

Venture Implication for Software Start-ups: Pure software algorithms, standalone mobile apps, and
business methodologies cannot be patented in India. However, software is protectable under the
Copyright Act, 1957 as "literary work" (protecting the specific source code text against verbatim
copying).

Patent Exception (Hardware-Software Interlock): If software produces a tangible technical effect
or is inextricably tied to novel hardware sensors or industrial machinery (e.g., an AI algorithm
controlling an automated surgical robot or IoT agricultural valve), it can successfully obtain patent
protection in India.

2.3 Trademarks: Defending Brand Equity

A Trademark protects brand reputation and prevents consumer marketplace confusion. Registration confers
exclusive statutory ownership across designated Nice Classification classes (Classes 1–34 for goods, Classes
35–45 for services). Legal protection operates on two levels:

Infringement (Registered Trademark)

A statutory tort under Section 29 of the Trade
Marks Act, 1999. The plaintiff is not required to
prove actual consumer deception or damages;
demonstrating that the defendant used an identical
or deceptively similar mark for identical goods in
course of trade is sufficient to secure immediate
temporary and permanent injunctions and statutory
damages.

Passing Off (Unregistered Common Law
Mark)

A common law tort protecting commercial
goodwill. To prevail, the start-up must satisfy the
stringent "Classical Trinity" test formulated in Reckitt
& Colman v. Borden (1990): (1) Established market
goodwill, (2) Misrepresentation by the defendant,
and (3) Likelihood of substantial financial damage.
Proving passing off is significantly more arduous
and expensive than enforcing a registered mark.

2.4 Trade Secrets and Non-Disclosure Agreements (NDAs)

Unlike patents, which require public disclosure of the technical blueprint in exchange for a 20-year monopoly,
a Trade Secret protects confidential, commercially valuable proprietary information indefinitely (e.g., Coca-
Cola's syrup formula, Google's search algorithm weighting). India does not possess a codified trade secret
statute; protection is enforced under common law and Section 27 of the Indian Contract Act via Non-
Disclosure Agreements (NDAs) and proprietary employment covenants.

3. Contractual Foundations: The Indian Contract Act, 1872
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Commercial transactions, co-founder commitments, customer subscriptions, vendor logistics, and investor
agreements all fundamentally operate upon the bedrock of contract law. In India, contractual relationships are
governed by the Indian Contract Act, 1872.

3.1 The Anatomy of an Enforceable Contract (Section 10 Essentials)

Under Section 2(h) of the Act, "An agreement enforceable by law is a contract." For an informal agreement to
crystallize into a legally binding contract enforceable in a court of law, Section 10 mandates seven
indispensable elements:

SECTION 10 STATUTORY ESSENTIALS OF A VALID CONTRACT Indian Contract Act, 1872

1. Offer and Acceptance: A definite, unambiguous proposal communicated by the offeror, met with
an absolute, unqualified acceptance (the "mirror image" rule) communicated by the offeree.

2. Lawful Consideration: Something of value exchanged between the parties (Quid Pro Quo -
Section 2(d)). Past, present, or future consideration must be lawful and real, though it need not be
economically adequate.

3. Capacity of Parties (Competency - Section 11): Parties must have attained the age of majority
(18 years), be of sound mind, and not be disqualified by law. (Agreements with minors are void ab
initio — Mohori Bibee v. Dharmodas Ghose, 1903).

4. Free Consent (Sections 13–22): Agreement must be reached through genuine mutual consent
(Consensus ad Idem). Consent is invalid if vitiated by: (a) Coercion (Sec 15), (b) Undue Influence (Sec
16), (c) Fraud (Sec 17), (d) Misrepresentation (Sec 18), or (e) Bilateral Mistake of Fact (Sec 20).

5. Lawful Object and Purpose (Section 23): The consideration or purpose must not be forbidden by
law, defeat the provisions of any law, be fraudulent, cause injury to person or property, or be
regarded by the court as immoral or opposed to public policy.

6. Intention to Create Legal Relations: Parties must intend that legal consequences flow from
breach. Commercial agreements carry an automatic rebuttable presumption of legal intent (Balfour v.
Balfour distinguished).

7. Certainty and Possibility of Performance (Sections 29 & 56): The terms must not be vague or
indefinite. An agreement to perform an impossible act is void.

3.2 Critical Commercial Contracts for Start-Up Survival

To prevent catastrophic legal fallout during growth phases, founders must execute four essential legal
instruments:
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1. The Founders' Agreement

The most vital legal document executed at
enterprise formation. It governs the internal
relationships between co-founders:

Equity Allocation: Proportionate ownership
shares.

Vesting Schedule (Standard 4-Year Vesting
with 1-Year Cliff): Protects the venture if a
founder quits after 6 months. Unvested
shares are repurchased at nominal par value.

IP Assignment: Legally transfers 100% of all
intellectual property, algorithms, and code
developed by founders directly to the
corporate entity.

Roles & Deadlock Resolution: Clear
decision-making domains and dispute
resolution mechanisms.

2. Employment & IP Assignment Agreements

Ensures that every software engineer, designer, and
contractor signs comprehensive clauses stipulating
that any work product, patentable invention, or
codebase authored during employment constitutes
a "work made for hire" owned exclusively by the
company. Includes reasonable non-disclosure and
non-solicitation covenants.

3. Master Service Agreements (MSAs) & SLAs

Governs B2B customer deliverables, payment
schedules, intellectual property boundaries, uptime
guarantees (e.g., 99.9% cloud server availability),
and financial limitation-of-liability caps (capping
damages at fees paid in prior 12 months).

4. Non-Disclosure Agreements (NDAs)

Unilateral or mutual confidentiality contracts
executed before sharing proprietary data, financial
projections, or source code with potential partners,
vendors, or acquirers.

3.3 Breach of Contract & Statutory Legal Remedies

When a party fails or refuses to perform contractual obligations without lawful justification, the aggrieved
party is entitled to statutory remedies under the Contract Act and Specific Relief Act:

Compensatory Damages (Section 73): The fundamental common law remedy formulated in Hadley v.
Baxendale (1854). The injured party is entitled to compensation for losses that naturally arose in the usual
course of things, or which both parties knew, when entering the contract, would be likely to result from
breach. Indirect, remote, and speculative damages are excluded.

Liquidated Damages vs. Penalty (Section 74): If the contract stipulates a pre-agreed sum payable upon
breach, Indian courts award only reasonable compensation not exceeding the named amount, refusing to
enforce punitive penalties.

Specific Performance: An equitable remedy granted under the Specific Relief Act, 1963, compelling the
defaulting party to perform their exact contractual promise (utilized when monetary damages are
inadequate, such as unique land or rare IP transfers).

Injunctions (Temporary & Permanent): Court orders restraining a defaulting party from committing an
unlawful act (e.g., restraining an ex-employee from leaking trade secrets).
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4. Ethical Dimensions, Corporate Governance, and
Compliance

In the modern global business ecosystem, long-term commercial success is inseparable from ethical conduct
and corporate governance. While legal statutes represent the mandatory minimum behavioral threshold
enforced by state sanctions, Business Ethics represents a proactive moral commitment to honesty, fairness,
human dignity, and societal welfare.

4.1 The Conceptual Divergence: Legality vs. Morality

Founders who operate under the dangerous fallacy that "if it is technically legal, it is ethical" inevitably expose
their enterprise to catastrophic brand destruction and consumer boycotts. Law is inherently reactive—it lags
behind rapid technological innovations by years. Ethics anticipates consequences and proactively protects
stakeholder trust.

Shareholder Primacy (Milton Friedman)

The classical 1970 economic doctrine asserting that
the sole social responsibility of business is to
increase its profits for shareholders, subject only to
basic legal compliance. Modern Critique: This short-
term focus incentivized negative environmental
externalities, predatory employee exploitation, and
systemic corporate scandals (Enron, Theranos, FTX).

Stakeholder Theory (R. Edward Freeman)

The modern paradigm asserting that an enterprise
has moral and fiduciary duties to all interconnected
constituencies affected by its operations:
customers, employees, suppliers, local communities,
the natural environment, and shareholders alike.
Sustainable long-term profitability is the natural
byproduct of delivering balanced stakeholder value.

4.2 Core Ethical Challenges in Technology Entrepreneurship
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EMERGING ETHICAL DILEMMAS IN DIGITAL VENTURES Applied Ethics Matrix

1. Data Privacy & Algorithmic Surveillance: Tech start-ups harvest vast troves of biometric,
behavioral, and location data. Treating personal data ethically means recognizing that data belongs
to human users. In India, the Digital Personal Data Protection (DPDP) Act, 2023 codifies severe
penalties (up to ₹250 Crores) for non-consensual processing, unauthorized profiling, or negligent
cybersecurity breaches.

2. Deceptive Design & "Dark Patterns": Utilizing psychological manipulation in user interfaces—
such as disguised advertising, forced continuity subscriptions, sneak-into-basket tricks, and artificial
countdown timers—is an egregious ethical violation, now explicitly prohibited by the Central
Consumer Protection Authority (CCPA) in India.

3. Fair Labor & The Platform Gig Economy: Gig-economy delivery and ride-hailing platforms
frequently classify workers as "independent contractors" to evade minimum wage mandates, health
insurance, and overtime protections. Ethical ventures implement fair wage algorithms, safety
insurance, and transparent rating appeals.

4. Greenwashing & Environmental Sustainability: Making deceptive, unsubstantiated marketing
claims regarding a product's environmental eco-friendliness to exploit consumer goodwill. Ethical
enterprises undergo rigorous third-party lifecycle audits (e.g., ISO 14001, B-Corp certifications).

4.3 The "Front-Page" Ethical Diagnostic Test (Warren Buffett)

The Ultimate Ethical Stress-Test for Start-Up Founders

When facing legally ambiguous, high-pressure operational decisions, founders should apply Warren
Buffett’s renowned diagnostic:

"I want employees to ask themselves whether they are willing to have any contemplated act appear the
next day on the front page of their local paper, to be read by their spouses, children, and friends, with
the reporting done by an informed and critical reporter."

If the contemplation of public disclosure induces shame, fear, or panic, the action is ethically
bankrupt and must be aborted immediately, regardless of short-term financial temptation.

5. Calicut University Examination Bank: Questions &
Solutions

The following curated question-solution sets reflect the exact academic standards, conceptual depth, and
analytical rigor prescribed by Calicut University for COM1FM105 (1): Business Start-Up Essentials (Module
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IV: Legal and Regulatory Considerations).

Part A: Short Answer Questions (2 Marks Each)

Question 1 [Part A - 2 Marks] Cognitive Level: Understand

Define the doctrine of "Corporate Personality" established in Salomon v. Salomon.

The doctrine of Corporate Personality establishes that upon incorporation under the Companies Act, a
company becomes an independent juridical person possessing a distinct legal entity entirely separate
from its shareholders and directors. Consequently, company debts are not the personal debts of
shareholders, and shareholder liability is strictly limited to their unpaid share capital.

Question 2 [Part A - 2 Marks] Cognitive Level: Remember / Understand

State the three statutory criteria required for an invention to be patentable in India.

Under the Indian Patents Act, 1970, an invention must satisfy three mandatory criteria: (1) Novelty (must
not have been disclosed anywhere in public prior to filing); (2) Inventive Step / Non-obviousness (must
not be obvious to a person skilled in the art); and (3) Industrial Applicability (must be capable of being
manufactured or utilized in an industry).

Question 3 [Part A - 2 Marks] Cognitive Level: Understand

What is the statutory duration of Trademark and Copyright protection in India?

Under the Trade Marks Act 1999, a Trademark is registered for an initial period of 10 years, renewable
indefinitely every 10 years upon payment of renewal fees. Under the Copyright Act 1957, Copyright in
published literary, dramatic, musical, and artistic works subsists for the Author's lifetime plus 60 years
following their death.

Question 4 [Part A - 2 Marks] Cognitive Level: Understand

What are the essential elements of a valid contract under Section 10 of the Indian Contract Act?

Under Section 10 of the Indian Contract Act, 1872, an agreement is an enforceable contract if made by the
free consent of parties competent to contract, for a lawful consideration, with a lawful object, with an
intention to create legal obligations, and not expressly declared to be void.

Question 5 [Part A - 2 Marks] Cognitive Level: Understand

Distinguish between Trademark Infringement and Passing Off.

Infringement is a statutory remedy under Section 29 of the Trade Marks Act 1999 available exclusively to
registered trademark owners, where demonstrating identical/deceptive similarity is sufficient without
proving actual confusion. Passing Off is a common law tort protecting unregistered trademarks, requiring
the plaintiff to prove established market goodwill, misrepresentation, and actual or probable commercial
damage.
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Question 6 [Part A - 2 Marks] Cognitive Level: Understand

What is a Founders' Agreement, and why is an "Equity Vesting Schedule" included?

A Founders' Agreement is a formal legal contract between co-founders governing equity allocation, IP
assignment, roles, and termination. An Equity Vesting Schedule (typically 4 years with a 1-year cliff)
ensures founders earn their equity over time; if a co-founder departs prematurely, unvested shares are
repurchased at nominal cost, preventing departed founders from holding unearned equity.

Question 7 [Part A - 2 Marks] Cognitive Level: Understand

Explain Section 3(k) of the Indian Patents Act concerning software inventions.

Section 3(k) of the Indian Patents Act, 1970 explicitly prohibits patents on "mathematical methods, business
methods, algorithms, or computer programmes per se." Therefore, standalone software code is non-
patentable (protected via Copyright), but software combined with novel hardware that produces a
tangible industrial technical effect remains patentable.

Question 8 [Part A - 2 Marks] Cognitive Level: Understand

What are "Dark Patterns" in digital commerce, and why are they considered unethical?

Dark Patterns are deceptive user interface designs engineered to manipulate or coerce consumers into
making unintended purchasing choices (e.g., hidden recurring charges, forced subscription renewals, fake
countdown timers). They are unethical because they destroy consumer autonomy, erode trust, and violate
Central Consumer Protection Authority regulations.

Part B: Short Essay / Conceptual Questions (5 Marks Each)
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Question 9 [Part B - 5 Marks] Cognitive Level: Analyze

Compare a Limited Liability Partnership (LLP) with a Private Limited Company. Why do
institutional venture capitalists prefer Private Limited Companies?

Parameter Limited Liability Partnership
(LLP)

Private Limited Company

Governing
Statute

LLP Act, 2008 Companies Act, 2013

Capital Structure Partner capital contributions;
cannot issue equity shares or
debentures.

Divided into Equity Shares, CCPS, Warrants,
and ESOPs.

Ownership &
Management

Partners directly manage the firm;
no distinction between owners and
managers.

Clear statutory separation between
Shareholders (owners) and Board of
Directors (managers).

Taxation Taxed at flat 30%; profit
distributions to partners are tax-
exempt.

Corporate tax at 22% (or 15% for new
manufacturing); dividend distributions taxed
at shareholder hands.

VC Investment
Suitability

Completely unsuitable: VCs
cannot purchase shares or secure
board seats.

Ideal: VCs invest via Compulsorily
Convertible Preference Shares (CCPS) and
clean cap tables.

VC Preference: Venture capitalists prefer Private Limited Companies because their investment model
requires issuing preferred shares (CCPS) with liquidation preferences, anti-dilution rights, and board
governance seats—mechanisms structurally impossible within an LLP.

Question 10 [Part B - 5 Marks] Cognitive Level: Understand & Apply

Explain the statutory remedies available to an aggrieved party upon a Breach of Contract under
the Indian Contract Act, 1872.

When a party commits a breach of contract, the Indian legal system provides the following statutory
remedies:
1. Ordinary / Compensatory Damages (Section 73): In accordance with the rule in Hadley v. Baxendale,
the injured party is entitled to compensation for actual losses arising naturally in the usual course of
things. Remote and indirect damages cannot be claimed.
2. Liquidated Damages (Section 74): Where the contract specifies a genuine pre-estimate of loss
payable upon breach, courts award reasonable compensation up to that stipulated limit, prohibiting
punitive penalty enforcement.
3. Specific Performance: Under the Specific Relief Act, 1963, courts compel the defaulting party to
execute their exact contractual commitment when monetary damages are inadequate (e.g., unique
commercial property or rare intellectual property rights).
4. Injunction: A court order restraining the defaulting party from committing or continuing a wrongful act
(e.g., enforcing an agreement not to disclose confidential trade secrets).
5. Quantum Meruit (As much as earned): Entitles a party who has partially performed work before the
other party repudiated the contract to receive reasonable remuneration for the work already completed.



Deg
re

eL
ive

w
w

w
.d

eg
re

el
iv

e.
in

Question 11 [Part B - 5 Marks] Cognitive Level: Analyze

Discuss the ethical and regulatory obligations imposed on Indian technology start-ups
regarding data privacy and cybersecurity under the Digital Personal Data Protection (DPDP)
Act, 2023.

The Digital Personal Data Protection (DPDP) Act, 2023 establishes comprehensive statutory obligations
for commercial data fiduciaries:
1. Unambiguous Informed Consent: Start-ups must obtain free, specific, informed, and unconditional
consent through clear notices translated into English or scheduled Indian languages before processing
personal data.
2. Purpose Limitation: Personal data can only be collected for specified, lawful purposes and must be
promptly erased once the business purpose is fulfilled.
3. Data Security & Breach Notifications: Enterprises must deploy technical encryption and security
safeguards to prevent data leaks. In the event of a breach, mandatory notifications must be issued to the
Data Protection Board of India and affected users.
4. Protection of Children’s Data: Strict prohibitions against tracking, behavioral monitoring, or targeted
advertising directed at children under 18 without verifiable parental consent.
5. Severe Statutory Penalties: Financial penalties of up to ₹250 Crores can be levied for catastrophic
security failures or non-compliance, transforming data privacy into an existential legal priority for Indian
founders.

Part C: Comprehensive Essay & Case Study Questions (10 / 15 Marks)
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Question 12 [Part C - 15 Marks] Cognitive Level: Evaluate & Synthesize

Comprehensive Essay: Evaluate the legal roadmap for incorporating a Private Limited
Company in India under the Companies Act, 2013. Explain the procedural steps, SPICe+ MCA
filing mechanics, pre-requisite compliance, and corporate governance obligations for young
founders.

The Legal & Procedural Roadmap for Private Limited Incorporation

Incorporating a Private Limited Company in India is governed by the Ministry of Corporate Affairs
(MCA) under the Companies Act, 2013. The procedure has been integrated into a single-window
digital filing architecture known as SPICe+ (Simplified Proforma for Incorporating Company
Electronically Plus).

Step 1: Digital Prerequisites (DSC & DIN)

Digital Signature Certificates (DSC - Class 3): Required for all proposed directors and
subscribers to digitally sign electronic statutory forms.

Director Identification Number (DIN): Allocated through Section 153 via the integrated SPICe+
form for up to three directors.

Step 2: Name Reservation (SPICe+ Part A)

Founders submit up to two proposed corporate names following Section 4 guidelines. The name must
be unique, non-offensive, reflect the main industrial objects of the company, and conclude with the
words "Private Limited". The Registrar of Companies (ROC) audits the Central Registration Centre
(CRC) trademark database to ensure no conflicting registered trademarks exist.

Step 3: Comprehensive Incorporation Filing (SPICe+ Part B)

SPICe+ Part B integrates ten distinct legal registrations into a single consolidated submission:

Certificate of Incorporation (COI): Formal birth certificate of the corporate legal entity.

Drafting MOA and AOA:
Memorandum of Association (e-MOA - Form INC-33): The corporate charter defining the
company's authorized share capital and objects clause.

Articles of Association (e-AOA - Form INC-34): Internal regulations, board meeting voting
thresholds, and share transfer rules.

PAN and TAN Issuance: Permanent Account Number (Income Tax) and Tax Deduction Account
Number issued simultaneously.

EPFO & ESIC Registrations: Mandatory labor and social security registrations.

Professional Tax & Bank Account: Integrated state tax registration and corporate current
account opening.

GSTIN Registration: Goods and Services Tax identification number.

Step 4: Post-Incorporation Mandatory Compliance
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Following receipt of the Certificate of Incorporation, founders must execute four statutory actions
before commencing commercial operations:

Form INC-20A (Commencement of Business): Filed within 180 days, certifying that every
subscriber has deposited their committed share capital into the corporate bank account.

Auditor Appointment (Form ADT-1): Board must appoint the first Statutory Auditor (Chartered
Accountant) within 30 days of incorporation.

Registered Office Verification (Form INC-22): Formal evidentiary proof of physical commercial
address (utility bills, rent deed, NOC).

Statutory Registers & Board Meetings: Maintaining physical and digital registers of members,
debenture holders, and director shareholdings; convening the first board meeting within 30 days.
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Question 13 [Part C - 15 Marks] Cognitive Level: Apply & Synthesize

Venture Legal & IPR Case Study: Two computer science graduates from Calicut University
develop an innovative Health-Tech venture: an AI-driven mobile app that analyzes retina
photos using proprietary algorithms to detect early diabetes, paired with a custom-engineered
portable optical camera attachment.

1. Recommend and justify the optimal legal business structure for the venture.

2. Formulate a comprehensive Intellectual Property Rights (IPR) strategy covering the
hardware camera, the AI diagnostic algorithm, the brand name/logo, and the source
code.

3. Design the essential protective clauses for their Founders' Agreement and identify their
primary compliance duties under the Digital Personal Data Protection Act, 2023.

Comprehensive Strategic Solution: Health-Tech Venture Blueprint

1. Optimal Legal Structure: Private Limited Company

The founders must incorporate as a Private Limited Company under the Companies Act, 2013
because:

Health-tech hardware requires heavy R&D expenditure, necessitating institutional Angel and
Series A venture capital investment (which requires CCPS issuance).

Medical diagnostics carry inherent operational malpractice liability; the corporate veil insulates the
founders' personal assets from medical litigation.

Enables creation of an Employee Stock Option Plan (ESOP) pool to recruit medical doctors, data
scientists, and clinical advisors.

2. Comprehensive IPR Protection Strategy

Hardware Camera Attachment (Patents & Industrial Designs):
Utility Patent (The Patents Act, 1970): File a provisional patent application immediately to
secure priority date for the novel optical lens configuration and sensor alignment.

Design Registration (The Designs Act, 2000): Protect the novel ergonomic aesthetic exterior of
the portable optical camera casing.

AI Diagnostic Software & Algorithm:
Patent Strategy: Pure code is excluded under Section 3(k). However, by claiming the software
as an integrated diagnostic system inextricably linked with the optical camera hardware,
patentability can be successfully argued based on tangible technical effect.

Copyright (The Copyright Act, 1957): Register the complete Python/C++ source code as a
"literary work" to prevent unauthorized literal copying.

Brand Name & Corporate Logo (The Trade Marks Act, 1999): Register the brand name and
graphical logo under Class 10 (Medical apparatus) and Class 44 (Medical services) to establish
nationwide exclusive brand ownership.

Training Datasets (Trade Secrets): Protect curated clinical retina datasets via strict physical server
encryption, role-based access, and perpetual NDAs.
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3. Founders' Agreement & DPDP Act Compliance

Founders' Agreement Protective Clauses:

Equity Vesting with 1-Year Cliff: 4-year monthly vesting with a 1-year cliff. If either founder
leaves during Year 1, they forfeit 100% of their equity.

Comprehensive IP Assignment Clause: Explicit assignment declaring that all patents, software
code, and medical algorithms authored prior to or during incorporation belong exclusively to the
company.

Non-Compete & Non-Solicit: Restricting founders from working on rival medical diagnostic
platforms for 2 years post-departure.

DPDP Act 2023 Compliance Mandates:

Retina scans constitute intimate biometric health data. The start-up must obtain explicit, verifiable
patient consent prior to photo capture.

Implement end-to-end AES-256 encryption for image transmission and storage.

Appoint a Data Protection Officer (DPO) and provide patients with digital mechanisms to access,
rectify, and delete their retinal records.
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Acing your exams is just a click away!

Visit www.degreelive.in to download the next module for free.


