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Introduction

ndia’s digital economy has reached a point where privacy governance is no longer a symbolic le-
gal requirement. It has become a core operational discipline. The Digital Personal Data Protection
Act, 2023 (DPDP Act) is India’s first enforceable framework for personal data governance. After
the Supreme Court’s decision in Justice K. S. Puttaswamy v. Union of India, which affirmed privacy as
a fundamental right, businesses operated for several years without clear operational expectations.

Most compliance practices relied on documentation rather than internal systems.

The DPDP Act, supported by the draft Digital Personal Data Protection Rules, 2025 issued by the
Ministry of Electronics and Information Technology, has altered this environment. It introduces a
compliance structure that requires technical alignment, transparent processes and demonstrate ac-
countability. Startups are likely to feel this shift the most because they work with limited gover-
nance, and heavy dependence on cloud services and external processors. Under the DPDP regime,
start-ups are treated as Data Fiduciaries responsible for lawful data processing, valid consent, secu-

rity safeguards, and timely breach reporting.

For startups, compliance can no longer be handled as a checklist. It requires re-designing onboard-
ing experiences, building consent capture and withdrawal systems, auditing vendors, establishing
breach detection capabilities, and creating governance that can scale with user growth. This article
examines the operational burden, financial implications, regulatory risks, and strategic opportunities
introduced by the DPDP Act. It explains why early compliance can strengthen trust, reduce regula-

tory exposure, and create a sustainable foundation for long-term growth.
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Reclassifying Start-ups: The Breadth of “Data Fiduciary”

The DPDP Act uses the term “Data Fiduciary” to refer to entities that determines the purpose and
meaning of processing personal data. This definition’s scope guarantees that almost all digital star-

tups, whether in fields of fintech, health tech, SaaS, edtech, gaming or Al services, are covered.

This classification has more meaning than just terminology. It introduces an expectation of account-
ability akin to that of fiduciary. A start-up is now a statutory custodian of personal data rather than

just an intermediary.

The Data Fiduciaries are required by the Act to guarantee legal processing, uphold security mea-
sures, put grievance redressal procedures in place, and report data breaches. These obligations

need identifiable systems that are resilient to regulatory and audit scrutiny.

Consent as Architecture, Not Language

The consent framework is certainly the most obvious change brought about by the DPDP regime.
Consent must be free, specific, informed, unambiguous, and capable of withdrawal with comparable
ease. In pre-DPDP practice, consent was typically bundled into long-form terms of service. It must

be able to be withdrawn without difficulty and align with well-defined purposes.

This requirement modifies onboarding flow design for start-ups. Perhaps managers and legal teams
need to work together to disaggregate purposes, avoid pre-ticked boxes, and create a dashboard for

consent withdrawals.

According to industry analysis, DPDP compliance involves more than just creating privacy notices; it
also entails putting in place technical systems that are in line with the language of the statute.
Consent essentially turns into a feature of software. Its architecture needs to be responsive to user
withdrawal, auditable, and scalable. Development time, testing cycles, and long-term maintenance

requirements are all imposed by this transformation alone.

Vendor Accountability and Contractual Reconfiguration

In most cases, start-ups in recent times do not function in a vacuum. There are cloud infrastructures,

payment systems, and analysis tools that function as the foundation of their digital businesses.

The DPDP Act clearly indicates that Data Fiduciaries remain answerable for processors who process

their information. These forces start-ups to reconsider their vendor agreements. There is a need for
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Data Processing Agreements (DPAs) that specify security requirements and limitations.

For start-ups in recent times, vendor agreements have been basic and without room for negotiation.
The DPDP forces start-ups to be more diligent in their vendor agreements. This adds more layers of

complexity and cost in governance.

Cross-Border Data Transfer: Strategic Flexibility with Uncertainty

Unlike earlier data localisation regulations, the DPDP Act allows cross-border transfer, excluding
only those countries that have been restricted by the government through notifications. Though this

is an important feature, it also brings in regulatory volatility.

Start-ups must always be aware of the notifications that can impact the cloud deployment strate-
gies, as the infrastructure decisions, such as the server location, now involve regulatory issues. They
must also factor in the geopolitical issues that can arise in the near future in the context of data

transfer restrictions.

Infact, DPDP compliance might come at disproportionately high costs. These expenses are not limit-

ed to the cost of legal advice. Among them are:

— Immediate data mapping exercises;

— Review of constant flows;

— Vendor contract audits;

— Designation or appointment of accountable officers;

— Encryption, monitoring, and breach detection technologies;
— Internal compliance ownership;

— Board-level oversight.

These expenses directly compete with budgets for customer acquisition and product innovation for

early-stage businesses with short funding cycles. There is a real opportunity cost.

But there are opposing viewpoints that should be taken into account. Institutional and venture capi-
tal investors are paying more attention to regulatory risk exposure. Startups that are unable to prove
they are prepared for DPDP may face funding delays or reduced valuations. Therefore, even though

DPDP compliance causes financial hardship, it may also increase investor trust and credibility.
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Breach Reporting and the Convergence of Privacy and Cybersecurity

The DPDP Rules provide requirements for reporting personal data breaches to the Data Protection

Board and individuals. Thus, privacy is embedded firmly in cybersecurity operations.

In application, start-ups will be obliged to implement incident detection mechanisms that are capa-
ble of detecting data breaches. Escalation mechanisms, response teams, and communication with
individuals will be part of start-ups’ data breach response strategies. Documentation will be key to

reporting and learning.

Cybersecurity and data protection is a new frontier for start-ups. Data protection is no longer just
about policy; it is about technology. It is possible that the price of reactive management is far higher

than that of proactive management.

Children’s Data and Behavioural Monitoring

It also includes increased protection for children’s personal data, which includes requirements for

verifiable consent from parents and limitations around tracking children’s online behaviors.

For ed-tech companies, gaming companies, and social media apps, these requirements are not pe-
ripheral; they are core to the way that these companies operate. Age verification processes, parental

management tools, and advertising model changes may be needed.

Compliance requirements for start-ups in this area are technologically and legally complex. Start-

ups that do not implement adequate security measures may suffer reputational consequences.

The Escalation Mechanism: Significant Data Fiduciaries

The Act enables the Central Government to classify certain entities as “Significant Data Fiduciaries”
(SDFs) depending upon factors like data quantity and data sensitivity. This is especially pertinent for

scaling start-ups.

For scaling start-ups, it is crucial that planning for Data Fiduciary compliance is done with an antici-
pation of this eventuality far in advance. Governance must be able to scale without operational

stagnation.

According to compliance consultants, training and internal capacity building are crucial for managing
escalated situations effectively. It is evident that the DPDP architecture it is more of a “tiered ladder

of compliance that becomes more intense with scale.”
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Enforcement and the Reality of Penalty Exposure

The DPDP act gives the Data Protection Board the power to hear cases of contravention and impose
monetary sanctions. Compliance failures may affect fundraising, enterprise partnerships, and due

diligence outcomes.

For start-ups operating in data-driven sectors, DPDP compliance is no longer optional or deferrable.
It is an immediate governance priority. Businesses that proactively embed compliance into their op-
erational design will not only mitigate regulatory risk but also strengthen investor confidence and

customer trust.

Investor Expectations and the New Compliance Signal

Investors are increasingly treating DPDP readiness as an indicator of governance quality. Venture
capital firms are expanding their diligence checklists to include data-flow reviews, breach history,
vendor dependencies, and consent management systems. Startups that cannot demonstrate these

basics face delays in funding rounds and lower valuations.

Enterprise clients are applying similar scrutiny. Large organisations now prefer vendors that can
show audit trails, breach response plans, and SDF preparedness. Compliance maturity reduces on-
boarding friction, improves deal velocity, and signals long-term operational reliability. For regulated
sectors such as fintech, health tech, and mobility, the absence of DPDP-aligned systems is becoming

a barrier to market entry.

For founders, early investment in compliance has become a strategic differentiator. It positions the
company as a reliable and mature partner and reduces regulatory exposure during scaling or in-

ternational expansion.

Conclusion

The DPDP Act marks the beginning of a revolution in the way startups are being built. It signals a
shift from being purely driven by speed to one that balances innovation with responsibility, re-
silience, and transparency. For the first time, Indian startups are operating within a privacy frame-

work that demands discipline across engineering, governance, and product design.

Startups that treat DPDP compliance as a structural layer rather than a legal formality will build
stronger foundation. They will attract capital, unlock enterprise relationships, navigate global mar-

kets with confidence, and stand apart in an ecosystem where users are becoming more selective
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about who they trust with their data. Over time, compliance will become as important as product vi-
sion, unit economics, and market strategy.

DPDP is not the end of innovation. It is the blueprint for a more credible, internationally aligned, and
future-ready ecosystem. The startups that recognise this early will lead the market, set new stan-

dards for responsible growth, and define what it means to build trustworthy digital businesses in

India’s next decade.

DISCLAIMER

This article is intended for general information only and does not constitute legal advice. For specific queries, please
write fo us at contactus@skvlawoffices.com.
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