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Abstract

India’s venture capital ecosystem has undergone a structural transformation from a growth-driven funding market into a regulated

innovation economy shaped by securities law, foreign exchange controls, and state-backed capital formation. This Article

examines venture capital in India through the Securities and Exchange Board of India’s Alternative Investment Fund framework,

the Department for Promotion of Industry and Internal Trade’s institutional support schemes, and the Reserve Bank of India’s

cross-border investment controls. It further situates India within a comparative legal context, contrasting Singapore’s flexible

Variable Capital Company model and the United States’ disclosure-based private fund regime.

The Article argues that India’s venture capital opportunity is inseparable from its regulatory design: scale is abundant, but legal

structuring, compliance sophistication, and exit certainty are the true determinants of sustainable venture growth.
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I. Introduction

Venture capital is often described as the financial engine of innovation. Venture capital in India has become something more: a

legally constructed ecosystem where capital flows are shaped not only by markets but by regulators, statutory frameworks, and

policy-driven institutional design.

India’s startup economy, anchored in fintech, enterprise technology, artificial intelligence, climate infrastructure, and deep tech,

has matured into one of the world’s most dynamic entrepreneurial landscapes. Yet the defining feature of India’s venture moment

is not merely the volume of startups or the quantum of funding. It is the emergence of a dense regulatory architecture governing

fund formation, investor protection, foreign participation, and exit pathways.

Unlike earlier cycles where venture capital was primarily a private contractual arrangement, India’s current venture ecosystem is

increasingly regulatory-state driven. The venture opportunity is therefore inseparable from the legal framework that governs how

funds are raised, deployed, and exited.

This Article provides an analysis of India’s venture capital regime and places it in comparative perspective with Singapore and

the United States, two jurisdictions that have become global reference points for fund domiciliation and private capital regulation.
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II. India’s Startup Ecosystem and the State as Capital Catalyst

A. Startup India and DPIIT Recognition

India’s startup framework is institutionally anchored in the Startup India initiative administered by the Department for Promotion of

Industry and Internal Trade (“DPIIT”). DPIIT recognition functions as a legal gateway: eligibility for government schemes,

regulatory incentives, and participation in formal venture channels increasingly depends on alignment with DPIIT’s definition of a

“startup.”

This integration is not merely policy-driven; it has been absorbed into securities regulation itself. SEBI’s venture capital and angel

fund frameworks incorporate startup eligibility criteria consistent with DPIIT recognition, reflecting a convergence of industrial

policy and capital markets law.

The result is an ecosystem in which venture capital is no longer purely market-mediated but institutionally scaffolded by the state.

B. Fund of Funds for Startups and Government-Sponsored Risk Capital

India’s most significant institutional intervention in venture capital is the Fund of Funds for Startups (“FFS”), a ?10,000 crore

corpus established to catalyze private venture investment through indirect commitments into SEBI-registered funds. Managed

through SIDBI, the FFS represents a distinctive model: the state does not invest directly into startups but instead de-risks venture

markets by anchoring domestic fund managers.

In parallel, DPIIT’s Startup India Seed Fund Scheme (“SISFS”) addresses the earliest stage of venture formation, proof of

concept, prototype development, and market entry, through incubator-led disbursement. The combined effect is a layered capital

pipeline from state-supported seed funding to regulated venture finance.

This institutionalization of early-stage capital reflects a broader thesis: India’s venture market is increasingly a policy project as

much as a financial one.

III. SEBI’s Venture Capital Architecture: The AIF Regulatory State

A. The Alternative Investment Funds Regulations, 2012

India regulates venture capital funds primarily through the Securities and Exchange Board of India (Alternative Investment

Funds) Regulations, 2012 (“AIF Regulations”). Under this framework, pooled investment vehicles raising private capital must

register with SEBI as Alternative Investment Funds.

Venture capital funds fall within Category I AIFs, alongside angel funds and other socially desirable investment vehicles. The AIF

regime prescribes sponsor obligations, governance standards, valuation norms, and reporting duties, reflecting a rules-based

approach to investor protection.

Unlike jurisdictions that rely primarily on disclosure and exemptions, India adopts a licensing-centric model: venture capital is not

merely a contractual arrangement but a regulated financial activity.

B. Consolidation of Legacy VCF Regimes (2025–2026 Update)

A notable contemporary development is SEBI’s ongoing consolidation of the legacy Venture Capital Fund (“VCF”) regime into the

AIF framework. SEBI has extended the liquidation timeline for migrating VCFs until July 19, 2026, while maintaining the

application deadline of July 19, 2025.

Further, SEBI introduced the VCF Settlement Scheme 2025, operational from July 21, 2025 to January 19, 2026, enabling legacy

funds to resolve compliance breaches linked to expired schemes.

These measures highlight SEBI’s intent to unify venture regulation under the AIF architecture and eliminate parallel, outdated

fund structures. The venture ecosystem is thus increasingly governed through a single consolidated regulatory framework.

IV. Foreign Capital and the RBI/FEMA Dimension of Venture Investing

A. Venture Capital as a Cross-Border Legal Transaction

While SEBI governs venture funds as domestic pooled investment vehicles, the participation of foreign limited partners and

offshore venture capital introduces an additional and often determinative legal layer: India’s foreign exchange regime under the
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Foreign Exchange Management Act, 1999 (“FEMA”).

Foreign venture investment is not merely a question of private contracting. It is structured through regulatory controls over:

capital account transactions,

sectoral entry conditions,

pricing norms, and

repatriation and exit pathways.

The Reserve Bank of India (“RBI”), through delegated authority under FEMA, regulates cross-border inflows and outflows,

rendering venture capital a dual-regulated space, SEBI for fund governance and RBI for foreign participation.

B. Pricing Guidelines and Exit Structuring

Foreign venture capital investing in Indian startups must comply with India’s Foreign Direct Investment (“FDI”) framework,

including sectoral caps and entry routes. Even where investment is permitted under the automatic route, pricing guidelines

govern share issuance and transfer, directly affecting venture instruments such as convertible securities and secondary exits.

Unlike jurisdictions where exit valuation is purely market-determined, India’s RBI-linked pricing framework can shape venture

outcomes by requiring compliance with fair valuation norms at entry and exit, particularly in transactions involving non-residents.

Thus, for global VCs, regulatory structuring is inseparable from commercial strategy: India’s venture ecosystem is open, but not

frictionless.

V. Comparative Legal Models: India, Singapore, and the United States

India’s venture regime differs sharply from other global fund jurisdictions. Understanding these contrasts is essential for global

VCs structuring India exposure.

A. Singapore: MAS Oversight and the Variable Capital Company Model

Singapore has positioned itself as Asia’s most sophisticated venture fund domicile through a regulatory model that is facilitative

rather than prescriptive.

The Monetary Authority of Singapore (“MAS”) regulates fund activity primarily under the Securities and Futures Act, but it has

introduced streamlined regimes for venture fund managers, recognizing that venture investing poses lower systemic risk than

leveraged hedge fund activity.

A defining feature of Singapore’s venture ecosystem is the Variable Capital Company (“VCC”), a flexible corporate fund structure

allowing segregated sub-funds, efficient capital distributions, and enhanced investor confidentiality.

Singapore’s fund attractiveness is reinforced through updated tax incentive regimes effective January 1, 2025, expanding

operational flexibility and lifetime fund exemptions.

B. United States: Private Fund Exemptions and Disclosure-Centric Regulation

The United States remains the most mature venture capital jurisdiction, yet its regulatory approach diverges sharply from India’s

licensing model.

Rather than creating a bespoke venture capital regulatory category, U.S. law treats venture funds as private funds operating

through statutory exclusions under the Investment Company Act of 1940.

Venture fund managers are regulated under the Investment Advisers Act of 1940, either through registration or exemptions such

as the venture capital adviser exemption.

The SEC’s private fund reforms in 2023–2025 reflect an expanding emphasis on audits, transparency, and investor protection

obligations, underscoring that even exemption-based regimes are moving toward greater supervision.

C. Strategic Takeaway

Where India emphasizes regulatory registration and formal compliance, Singapore prioritizes domicile flexibility and efficiency,

while the U.S. remains the most standardized and disclosure-driven venture jurisdiction.

For global VCs, India therefore offers scale and policy support—but demands deeper regulatory navigation and contract

precision.
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VI. Deal Governance, Contracting, and Exit Certainty

At the transaction level, venture capital is structured through layered private contracts:

term sheets,

share subscription agreements,

shareholders’ agreements, and

constitutional alignment through Articles of Association.

Key rights, liquidation preferences, anti-dilution provisions, drag/tag mechanisms, and founder vesting, derive enforceability not

from venture practice alone, but from compliance with company law and foreign exchange restrictions.

Exit remains venture capital’s central legal question. Indian venture exits occur through IPOs governed by SEBI’s capital market

framework, strategic M&A subject to competition scrutiny, secondary transfers constrained by pricing rules, and buybacks limited

under company law.

Where Singapore and the U.S. offer smoother secondary liquidity, India’s exit environment remains structurally regulated, making

exit planning a front-end legal exercise rather than an end-stage commercial decision.

VII. Regulatory Futures: AI, Fintech, and the Next Frontier of Venture Supervision

India’s venture capital trajectory is increasingly intertwined with two converging domains: artificial intelligence and financial

technology. These sectors represent the most capital-attractive frontiers of the startup economy, yet they are also the most

regulation-sensitive.

A. AI Governance and Emerging Compliance Risk

India does not yet have a comprehensive AI statute comparable to the EU AI Act, but the policy direction is clear: AI governance

will evolve through sectoral regulation, data protection enforcement, and platform accountability norms.

For venture investors, AI diligence is no longer limited to IP ownership. It increasingly includes:

training data legality,

algorithmic accountability,

consumer protection exposure, and

future licensing risk.

AI venture success will therefore be defined by anticipatory compliance rather than reactive contracting.

B. Fintech as India’s Most Regulated Startup Vertical

Fintech remains India’s most intensely supervised venture sector. RBI’s binding guidelines on digital lending impose

transparency obligations, restrict pass-through models, and mandate disclosure of key lending terms.

Similarly, payment systems regulation reinforces that fintech is not merely a startup category, it is regulated financial

intermediation.

RBI’s Regulatory Sandbox framework further illustrates India’s model of “controlled innovation”: experimentation is permitted, but

only within supervisory oversight.

Regulation is thus becoming an upstream valuation variable, shaping scalability and survivability.

VIII. Conclusion

India’s venture capital landscape is no longer defined by capital scarcity, but by regulatory sophistication.

SEBI’s consolidation of the AIF regime, DPIIT’s institutional capital support, and RBI’s foreign exchange governance together

form a dense legal architecture in which venture investing is embedded.

Comparatively, India is neither Singapore’s flexible domicile nor America’s exemption-based private fund system. It is a uniquely

hybrid venture jurisdiction: open to global capital, but structured through regulatory design.

The next era of Indian venture growth will belong not merely to those who fund innovation, but to those who structure it lawfully,

govern it credibly, and exit it predictably.
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