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ABSTRACT

India’s startup ecosystem has emerged as a global innovation hub, attracting
significant domestic and foreign investments. As startups mature, mergers
and acquisitions have become a key strategic tool for growth, talent
acquisition, and investor exits. This paper critically examines the regulatory,
legal, and financial frameworks governing startup M&A in India. It
highlights challenges posed by complex foreign direct investment policies,
data privacy compliance under the Digital Personal Data Protection Act,
2023, competition law scrutiny of “killer acquisitions,” and valuation
complexities in early-stage transactions. Drawing upon recent deals and
regulatory developments, the study explores governance reforms, post-
acquisition founder roles, and crossborder deal structuring. This research
aims to inform policy makers, practitioners, and stakeholders on creating an
enabling environment that balances innovation with regulatory safeguards.
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Executive Summary

The Indian startup ecosystem is among the fastest-growing globally, with mergers and
acquisitions (M&A) playing a pivotal role in scaling ventures, enabling strategic exits, and
fostering innovation. This paper analyzes the evolving M&A landscape in India’s startup sector
through a legal and policy lens. It examines the impact of foreign direct investment (FDI)
regulations, due diligence imperatives, antitrust considerations including “killer acquisitions,”
data privacy compliance, and valuation challenges specific to early-stage startups. Drawing on
landmark transactions such as Zomato-Uber Eats and Byju’s-WhiteHat Jr acquisitions, the
study contextualizes regulatory frameworks, cross-border deal structures, and founder
protections postacquisition. The paper concludes with policy recommendations to streamline
M&A processes and enhance governance frameworks that will promote sustainable growth in

India’s dynamic startup ecosystem.

Introduction

India's startup landscape has rapidly evolved into one of the most vibrant ecosystems globally,
with over 100 unicorns and countless early-stage ventures driving innovation across
technology, healthcare, education, fintech, and more. Mergers and acquisitions (M&A) have

become a cornerstone for startups seeking exit routes, global expansion, or strategic synergies.

Simultaneously, established technology giants both domestic and global are actively acquiring

emerging startups to secure talent, technology, and future market control.

However, this wave of acquisitions brings into focus a critical concern: "killer acquisitions."
These are strategic deals wherein dominant players acquire nascent competitors not to grow
them but to neutralize potential future threats. This practice, while subtle, has profound
implications for innovation, competition, and consumer choice. In the Indian context, the
existing competition law framework anchored in the Competition Act, 2002 relies heavily on
financial thresholds to trigger merger review, often allowing early-stage startup acquisitions to

fly under the radar.

India’s startup ecosystem, now ranked third worldwide by the Startup Genome Report (2023),
has witnessed exponential growth propelled by innovation, digital transformation, and investor

enthusiasm.[1] Mergers and acquisitions (M&A) have emerged as crucial strategic levers,
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enabling startups to scale rapidly, integrate complementary capabilities, and provide lucrative
exit opportunities to founders and investors.[2] The dynamic regulatory environment,
characterized by evolving foreign direct investment (FDI) policies, securities regulations, and
competition law frameworks, presents both opportunities and challenges for M&A
transactions. This paper explores the multifaceted dimensions of startup M&A in India,
focusing on the legal, financial, and strategic considerations shaping deal-making. It aims to
decode the regulatory landscape, assess due diligence imperatives, and analyze valuation and
governance challenges. By examining landmark deals such as Zomato’s acquisition of Uber
Eats India[3] and Byju’s acquisition of WhiteHat Jr,[4] this study illustrates how startups

navigate complex legal frameworks while pursuing transformative growth strategies.

Legal and Regulatory Framework Governing Startup M&A

M&A transactions in India are regulated by an interwoven framework of statutes and policies:

Companies Act, 2013: Governs schemes of mergers, demergers, and asset transfers through
provisions relating to the National Company Law Tribunal (NCLT) approvals and minority

shareholder protections.[5]

SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011: Regulate
disclosure requirements and open offer obligations for acquisitions crossing prescribed

shareholding thresholds.[6]

Foreign Exchange Management Act (FEMA) and FDI Policy: Govern cross-border
investments, sectoral caps, and routes (automatic or government approval), crucial for startups

with foreign investors or buyers.[7]

Competition Act, 2002: Authorizes the Competition Commission of India (CCI) to scrutinize
combinations to prevent anti-competitive practices, including “killer acquisitions” by dominant

market players.[8]

Information Technology Act, 2000 and Digital Personal Data Protection Act, 2023: Impose
data privacy and cybersecurity compliance mandates relevant for tech startups engaged in

M&A.[9]

Recent amendments by SEBI and RBI have sought to streamline compliance but also increased
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due diligence rigor, particularly for deals involving foreign investors or cross-border

transactions.[10]

Understanding Killer Acquisitions

The term "killer acquisitions" first gained prominence in the context of the pharmaceutical
industry, notably through a 2018 study by Cunningham, Ederer, and Ma. These acquisitions
refer to instances where an incumbent firm acquires a smaller, innovative target—primarily to
discontinue the target’s potentially disruptive project. The underlying motive is to eliminate

future competition rather than to enhance efficiency or generate synergy.

In the digital and tech startup context, killer acquisitions have taken a nuanced form. Tech
giants frequently purchase emerging startups with promising innovations not necessarily to
integrate or scale them, but to prevent them from developing into full-fledged competitors.
Given the rapid pace of innovation and low initial revenues of digital startups, many of these

deals do not meet conventional merger review thresholds.

Legal Framework in India

India's Competition Act, 2002, governs merger control through Sections 5 and 6, which
mandate pre-notification of combinations crossing specified thresholds in terms of assets and
turnover. The Competition Commission of India (CCI) reviews such combinations to assess

whether they cause or are likely to cause an appreciable adverse effect on competition (AAEC).

The Act provides for exemptions, notably the “de minimis exemption,” which excludes
combinations where the target enterprise has either assets of less than INR 350 crore or turnover
of less than INR 1,000 crore in India. While designed to reduce regulatory burden, this
threshold driven approach creates a blind spot for acquisitions in the tech space, where small

startups may possess significant disruptive potential despite modest financials.

Moreover, the Act’s merger control provisions do not incorporate parameters to assess
innovation potential, data concentration, or dynamic competition all crucial in the digital
economy. The CCI’s limited jurisdiction to call for review of non-notifiable transactions further

weakens regulatory oversight of killer acquisitions.
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Due Diligence: Legal, Financial, and Intellectual Property Risks

Due diligence in startup acquisitions is critical to uncover hidden risks and validate deal

assumptions:

Legal Due Diligence: Analysis of corporate structure, shareholding, outstanding litigations,

shareholder agreements, and employee stock option plans (ESOPs).[11]

Financial Due Diligence: Scrutiny of capital structure, revenue recognition, tax liabilities, and
contingent liabilities. For startups, valuation of convertible instruments and understanding

revenue runway is essential.[12]

Intellectual Property (IP) Due Diligence: Verification of ownership of code, trademarks,

patents, and licenses, especially in tech startups where IP is the core asset.[13]

In the acquisition of Flipkart by Walmart, meticulous due diligence of IP and regulatory

approvals was pivotal for deal closure.[14]

Data Privacy and Cybersecurity Compliance

With the passage of the Digital Personal Data Protection Act, 2023, startups handling consumer
data must demonstrate robust data privacy compliance.[15] Buyers evaluate the target’s
cybersecurity posture, data breach history, and compliance with cross-border data transfer

regulations, as lapses can cause reputational and financial damage post-acquisition.[16]

Competition Law and Killer Acquisitions

CCI has increasingly scrutinized acquisitions by dominant tech firms suspected of acquiring
nascent competitors to stifle innovation, termed “killer acquisitions.”[17] The Zomato-Uber

Eats deal underwent detailed antitrust review ensuring no market monopolization.[18]

Valuation and Structuring Challenges Startups’ unique revenue models, high burn rates,
and intangible assets complicate valuation. Deferred payments, earn-outs, and founder
lock-ins are common to align interests. Tax implications of share swaps versus asset

purchases require careful structuring.[19]
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ESOPs and Founder Protection

Treatment of ESOPs during M&A is critical to retain key talent. Negotiating founder protection
clauses in term sheets, including vesting acceleration and lock-in periods, preserves founder

incentives and ensures smooth transition.[20]
Cross-Border M&A and SPACs

Cross-border deals face FEMA restrictions, NCLT approvals, and capital gains tax concerns.
SPACs (Special Purpose Acquisition Companies) offer new exit routes but face regulatory

uncertainties in India, requiring legislative clarity.[21]
Post-Merger Integration and Governance

Retaining founders post-acquisition is pivotal for innovation continuity. Governance reforms

must balance control between acquirers and startup founders to foster synergy and cultural

alignment.[22]
Indian Startup M&A Growth
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Conclusion

Killer acquisitions represent a sophisticated form of anti-competitive behavior with far-
reaching consequences for innovation and consumer welfare. In India’s rapidly expanding
startup ecosystem, where early-stage ventures are the lifeblood of technological advancement,

unchecked acquisitions by dominant incumbents can result in systemic harm to competition.
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The current legal framework, grounded in static financial thresholds and outdated metrics of
competition, is ill-suited for the digital age. To future-proof India’s regulatory regime, it is
imperative to adopt dynamic, innovation-sensitive, and data-aware competition policy reforms.
By doing so, India can ensure that its startup ecosystem continues to thrive not only as a hub

for innovation but also as a level playing field for sustainable competition

Indian startup M&A is a catalyst for economic growth, yet layered regulatory complexities
require informed deal structuring and compliance diligence. Policymakers must continue
refining frameworks to nurture startup innovation while safeguarding market competitiveness.

This balance is vital for India’s emergence as a global innovation hub.
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