
 

 
Proposal to encourage investments in Start-Ups cleared 

The Hon’ble Union Minister of Commerce & Industry and Civil Aviation, Dr Suresh Prabhu has cleared a 
proposal aiming at simplifying the process of exemptions for Start-ups under Section 56 (2) (viib) of 
Income Tax Act. 
 
With this notification, the definition of Start-ups will be expanded. Now an entity will be considered as a 
Start-ups upto a period of ten years from the date of incorporation and registration in place of the earlier 
duration of 7 years. Similarly, an entity will continue to be recognised as a Start-ups, if its turnover for any 
of the financial years since incorporation and registration has not exceeded Rs. 100 crore in place of Rs. 
25 crore earlier. 
 
A Start-ups will be eligible for exemption under Section 56 (2) (viib) of Income Tax Act, if it is a private 
limited company recognized by DPIIT and is not investing in any of the following assets: 
 

 building or land appurtenant thereto, being a residential house, other than that used by the Start-
ups for the purposes of renting or held by it as stock-in-trade, in the ordinary course of business; 

 land or building, or both, not being a residential house, other than that occupied by the Start-ups 
for its business or used by it for purposes of renting or held by it as stock-in trade, in the ordinary 
course of business; 

 loans and advances, other than loans or advances extended in the ordinary course of business by 
the Start-ups where the lending of money is substantial part of its business; 

 capital contribution made to any other entity; 
 shares and securities; 
 a motor vehicle, aircraft, yacht or any other mode of transport, the actual cost of which exceeds 

ten lakh rupees, other than that held by the Start-ups for the purpose of plying, hiring, leasing or 



as stock-in-trade, in the ordinary course of business; 
 jewellery other than that held by the Start-ups as stock-in-trade in the ordinary course of 

business; 
 any other asset, whether in the nature of capital asset or otherwise, of the nature specified in 

sub-clauses (iv) to (ix) of clause (d) of Explanation to clause (vii) of sub-section (2) of section 56 of 
the Act. 
 

Consideration received by eligible Start-ups for shares issued or proposed to be issued shall be exempt up 
to an aggregate limit of Rs. 25 crore. In addition, consideration received by eligible Start-ups for shares 
issued or proposed to be issued to a listed company having a net worth of Rs.100 crore or turnover of at 
least Rs. 250 crore will also be exempted. 
 
The aggregate limit of Rs. 25 crore will exclude consideration received by eligible Start-ups for the 
following classes of persons: 
 

 Non-Residents 
 Alternative Investment Funds- Category-I registered with SEBI 
 Listed company having a net worth of Rs.100 Crores or turnover of at least Rs. 250 crore provided 

that its shares are frequently traded as per SEBI (Substantial Acquisition of Shares and Takeovers) 
Regulations, 2011. 
 

Start-ups will file a duly signed declaration with DPIIT for availing exemption. The declaration will be 
transmitted by DPIIT to CBDT. The Department for Promotion of Industry and Internal Trade (DPIIT) will 
be issuing a gazette notification shortly to this effect. 
 
Please contact for any query related to this mail to Ms. Kritika Bhasin, Research Officer at 
kritika.bhasin@phdcci.in with a cc to Dr. S P Sharma, Chief Economist at spsharma@phdcci.in, and Ms. 
Megha Kaul, Economist, megha@phdcci.in, PHD Chamber of Commerce & Industry.  
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