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HE Make-in-India initiative was
I launched to encourage national
as well as multinational compa-
nies to manufacture in India. It was not
only expected to create job opportuni-
tiesand developentrepreneur skills, but
alsoentice capitaland technology tothe
country. However, to make the project
successful, there is a need to provide
proper infrastructure with less depen-
dence on bureaucratic process and ap-
pealing financial structure to encour-
age entrepreneurs to take morerisks.
Start-ups are required to be regis-
tered and recognised by the Depart-
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Standing up to the start-ups

The finance ministry is inserting a new section (80-1AC) in the Income-tax Act from April 1, 2017, to provide a boost to start-up operations

ment of Industrial Policy and Promo-
tion (DIPP) as a ‘start-up’. However, in
theapplication to DIPP, therecommen-
dation is required from the specified
agencies, where some element of bu-
reaucratic process is involved. Once
the gestation period of five years from
the date of its incorporation/registra-
tion is over, it is no more treated as
‘start-up’ entity. Moreover, if it is prof-
itable start-up and the turnover ex-
ceeds 25 crore, it is out of ‘start-up’
benefits. In addition, proprietorship
firmis out of the preview of astart-up.

Recently, RBI permitted start-up en-
terprises to access loans under the ex-
ternal commercial borrowing (ECB)
framework for a minimum average
maturity period of three years. How-
ever, the lender should not be overseas
branches/subsidiaries of Indian
banks and overseas wholly-owned
subsidiary/joint venture of an Indian
company. It is promising to state that

intangible assets (including patents,
intellectual property rights) can be
keptasasecurity, whichisthesolitary
element available for most of the new-
generation start-up entities. Guaran-
tee issued by non-resident(s) is al-
lowed only if such parties qualify as
lender. It may be noted that start-ups
raising ECB in foreign currency,
whetherhavinganatural hedge ornot,
are exposed to currency risk due to ex-
changerate movements and hence are
advised toensure that they have an ap-
propriaterisk manage-
ment policy to manage
potential risk arising
outof ECBs.

To harmonise with
RBI, the central govern-
ment has reviewed the
FDI policy on various
sectors and has made
amendments in the
Consolidated FDI Poli-

RBI should make a
mandatory provision
in line with priority
sector lending to
augment financing
of start-up units

cy to make headway in the Make-in-In-
dia concept. The amendment has fur-
ther clarified on ‘sectorial cap’, where
such limit/cap shall be reckoned in a
composite manner. The maximum
amount which can be invested by for-
eign investors in an entity will include
all types of foreign investments, direct
and indirect—except foreign currency
convertible bonds (FCCBs) and deposi-
toryreceipts (DRs). Any equity holding
by a person resident outside India re-
sulting from conversion of any debt in-
strument under any
arrangement shall be
reckoned as foreign in-
vestment under the com-
posite limit/cap. For-
eign investment up to
100% undertheautomat-
icrouteispermitted sub-
ject to FDI policy and a
precise definition has
been given to manufac-

turing. There is openness given to a
manufacturer to sell products made in
India through wholesale or retail, in-
cluding e-commerce, without govern-
mentapproval.Itisanobligationonthe
borrower to be compliant with
FDIprovisions.

The finance ministry is inserting a
new section (80-IAC) inthe Income-tax
Act from April 1, 2017, to provide a
boost to start-up operations—a deduc-
tion of anamountequal to 100% of the
profit and gains derived from such
business for three consecutive assess-
ment yearsoutof fiveyearsbeginning
from the year in which the eligible
start-up is incorporated.

Thefundingrequirementof astart-up
is opened up through FDI and ECB, but
banks are not fully geared up to lend to
start-up businesses; this carries a large
amount of creditrisk. There should be a
provision of disclosure in the financial
statement for such kind of lending to re-

alisethe Make-in-India dream.

It is generally observed that more
emphasis is given on foreign invest-
ment in start-up operations and is
used as a benchmark. It is prudent to
consider total investments made by a
start-up, including owner’s contribu-
tion, as a benchmark. A general trend
seen during campus recruitments of
management institutes is that stu-
dents prefer a start-up opportunity
ratherthantakingasecurejobwith es-
tablished companies. The regulator
should make a mandatory provision
similar in line with priority sector
lending to augment financing to start-
up units. While efforts are beingmade
by the central government and regula-
tors, it remains to be seen how far the
young generation is going to take the
benefit of such provisions.
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