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[T VENDOR LEGAL COMPLIANCE

@ FOREIGN COMPANIES ENGAGING INDIAN VENDORS

India has emerged as one of the world’s leading destinations for outsourcing IT and
software development services. With a vast talent pool, competitive pricing, and rapidly
growing technological expertise, Indian vendors have become trusted partners for
global businesses. However, while the opportunities are immense, outsourcing to India
is not without challenges. Many foreign companies face legal, contractual, and

: compliance risks that can affect project delivery, intellectual property ownership, and

‘ even financial security. Disputes over source code, delays in delivery, misuse of

: confidential data, or non-payment issues are not uncommon when compliance is
overlooked. This handbook has been designed to serve as a practical guide for foreign
companies engaging with Indian vendors. It explains the key legal and regulatory
requirements, highlights the most common risks, and provides actionable safeguards
to ensure smooth, compliant, and secure outsourcing relationships.

‘ PURPOSE OF THIS HANDBOOK

To help foreign businesses understand Indian legal and regulatory frameworks relevant
to IT outsourcing. To highlight the critical areas of compliance, contracts, data
protection, intellectual property, taxation, and dispute resolution. To provide practical
best practices for drafting vendor agreements, conducting due diligence, and
enforcing rights in the Indian context. To act as a reference tool for decision makers,
in-house counsel, and project managers managing outsourcing engagements in India.

' WHO SHOULD USE THIS HANDBOOK

Foreign companies engaging Indian software development companies for their
IT/software development or support services. In-house legal teams managing cross-
border vendor contracts. Business leaders and procurement heads seeking to mitigate
risks in India. Consultants and advisors guiding clients on India-based software

‘ development work.



WHY [T VENDOR LEGAL COMPLIANCE MATTERS

INTELLECTUAL PROPERTY (IP) DISPUTES

One of the most common risks in outsourcing is around IP ownership. If contracts do
not clearly assign rights over source code, software, trademarks, or confidential
information, vendors may claim ownership or reuse the same code for other clients.
This can expose foreign companies to loss of exclusivity, competitive risk, and even
lawsuits. Ensuring contracts have airtight IP assignment and non-disclosure provisions
is essential.

REGULATORY PENALTIES

Indian vendors are subject to various legal frameworks, including the Information
Technology Act, 2000, sector-specific guidelines (like fintech or healthtech), and most
recently, the Digital Personal Data Protection Act, 2023 (DPDP Act). If your vendor
mishandles personal data, both the vendor and your company could face regulatory
investigations and penalties. Similarly, failure to comply with Indian labour laws (such as
the Contract Labour Act or Shops & Establishments Act) could expose foreign
businesses to joint liability.

PAYMENT AND DELIVERY RISKS

Without enforceable contracts, foreign clients may find themselves powerless if a
vendor defaults, delays, or delivers substandard work. Indian law recognizes vendor
obligations, but only if clearly documented. Proper dispute resolution clauses
(arbitration, jurisdiction, governing law) ensure you have a legal remedy in case of
breach. Otherwise, you risk financial loss without recourse.

REPUTATIONAL DAMAGE

Global businesses today operate under strict data protection and compliance
frameworks (GDPR, CCPA, etc.). If an Indian vendor fails to comply with these
standards and causes a data breach, your company not just the vendor may face
reputational backlash, regulatory scrutiny, and customer distrust. Compliance is
therefore not only about law, but also about safeguarding brand credibility.

By ensuring IT vendor legal compliance before signing an outsourcing deal, foreign businesses can
protect their intellectual property and confidential data, avoid regulatory penalties and joint
liabilities, ensure timely delivery and enforceable payment terms, safeguard their reputation and
customer trust. In short, compliance is not a box-ticking exercise, it is the foundation for a secure,
successful, and long-term outsourcing partnership in India.



REY LEGAL COMPLIANCE AREAS
FORIT VENDORS

VENDOR CONTRACTS AND DOCUMENTATION

A well-drafted outsourcing agreement is the backbone of vendor compliance.
Contracts should clearly define: scope of work, deliverables, and timelines; payment
terms linked to milestones; ownership of intellectual property (source code, designs,
innovations); confidentiality and non-disclosure obligations including termination
clauses and dispute resolution mechanisms. Separably, contracts governed by Indian
law, with arbitration or jurisdiction clauses, make enforcement far easier.

DATA PROTECTION AND CYBERSECURITY COMPLIANCE

India’s Information Technology Act, 2000 and the Digital Personal Data Protection Act,
2023 (DPDP Act) impose strict obligations on how personal and sensitive data is
handled. Vendors must implement reasonable security practices (encryption, access
controls, audits); protect personal data against misuse or unauthorized disclosure and
sign data processing and transfer agreements if dealing with cross-border data flows.

INTELLECTUAL PROPERTY PROTECTION

IP is often the most valuable outcome of a software project. To ensure compliance the
master service agreement must expressly state that all IP created is owned by the
client, not the vendor. Vendors should waive “moral rights” to source code or
deliverables. Strong non-compete and non-disclosure clauses should be built in to
protect business secrets.

PAYMENT AND DELIVERY RISKS

Without enforceable contracts, foreign clients may find themselves powerless if a
vendor defaults, delays, or delivers substandard work. Indian law recognizes vendor
obligations, but only if clearly documented. Proper dispute resolution clauses
(arbitration, jurisdiction, governing law) ensure you have a legal remedy in case of
breach. Otherwise, you risk financial loss without recourse.



’ EMPLOYMENT AMD LABOUR LAW COMPLIANCE

Indian vendors must comply with local labor and employment regulations, including fair
wages, working hours, and benefits. While this is the vendor’s direct responsibility,
clients can insist on compliance warranties in contracts to avoid indirect liability or
reputational issues.

‘ TAX AND PAYMENT COMPLIANCE

Payments to Indian vendors must comply with Indian tax laws and foreign exchange
regulations under FEMA (Foreign Exchange Management Act). Foreign clients should
ensure invoices include applicable GST (Goods and Services Tax), as applicable, retain
proof of cross-border remittances through authorized banking channels and verify the
vendor’s PAN, tax registration, and corporate compliance status.

‘ DISPUTE RESOLUTION FRAMEWORK

Despite best efforts, disputes can arise. Including clear clauses for arbitration in India
(or a neutral forum), along with governing law provisions, ensures enforceability.
. Foreign companies often prefer arbitration under Indian law to avoid long litigation and
‘ ensure quicker resolution.

BEST PRACTICES FOR FOREIGN COMPANIES

@ FOREIGN COMPANY TO ENSURE VENDOR DUE DILIGENCE

Ensuring IT vendor compliance in India requires more than just a well-drafted contract. Foreign
companies should adopt a proactive approach to safeguard their projects, intellectual property,
and investments. Before entering into any agreement, the respective foreign company must
conduct a thorough background check on the Indian vendor. This should include

e Corporate filings: Verify incorporation details, shareholding patterns, and annual filings through
the Ministry of Corporate Affairs (MCA) portal.

e Tax compliance: Ensure the vendor has valid PAN, GST registration, and a history of timely tax
filings.

e Litigation history: Search for any pending disputes in Indian courts or tribunals that may
indicate financial instability or reputational risk.

e Reputation check: Speak with past clients or use third-party verification services to confirm
delivery track record.

This process reduces the risk of engaging with unreliable vendors and helps identify red flags at an

‘ early stage.



‘ REGULAR AUDITS

Even after the contract is signed, compliance should not be treated as a one-time
exercise. Build a contractual right to audit into the agreement, covering areas such as
intellectual property and verify that source code and project deliverables are being
developed in line with agreed terms. Foreign companies must ensure that security
protocols (encryption, access controls, data storage policies) are being followed and
milestones, quality standards, and timelines are adhered to. Periodic compliance
reviews act as both a preventive and corrective measure, allowing issues to be
addressed before they escalate.

‘ COMPLIANCE WARRANTIES

The foreign client must ensure that the vendor is contractually responsible for
adhering to all applicable Indian laws, including labor, tax, and IT regulations. The
master service agreement should include specific warranties such as: the vendor is
fully compliant with Indian corporate, tax, and labor laws; all licenses, permits, and
registrations required to perform services are valid and up to date; no deliverables
infringe third-party intellectual property rights; the vendor must indemnify the client
against losses arising from non-compliance. These warranties shift the risk of legal
violations onto the vendor and provide the client with a contractual basis for
enforcement.

® LOCAL LEGAL SUPPORT

Foreign companies often underestimate the importance of on-ground legal support in
India. A local law firm familiar with both Indian regulations and cross-border
outsourcing risks can draft and vet contracts to ensure enforceability under Indian law,
advise on data protection, employment, and taxation issues specific to Indian vendors,
assist with dispute resolution, including arbitration or litigation, if the vendor defaults
and provide ongoing updates on regulatory changes that may affect outsourcing
arrangements. Having local counsel ensures that compliance is not only maintained
but also adapted as laws evolve, particularly in fast-changing areas like data protection

‘ and IT law.

India offers unmatched advantages for IT outsourcing, but only when legal compliance is treated as a
priority. From IP ownership and data privacy to tax and labor regulations, foreign companies must
ensure their Indian vendors follow the law and honor contractual commitments. With the right IT
vendor legal compliance framework in India, businesses can protect their projects, safeguard their
investments, and achieve outsourcing success without unnecessary risk.



