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Disclaimer & Document Notice

& Nature of This Document

This toolkit is an educational and advisory reference compiled by student interns at The LexSphere under faculty supervision.
It does not constitute legal advice, nor does it create a lawyer-client relationship. Always consult a qualified legal practitioner
before making compliance decisions based on this document.

»# Executive Preface

"Statutory legal compliance must never be misconstrued as a recurring financial penalty on commercial operations; it is the
vital, non-negotiable legal infrastructure that safeguards limited liability, unlocks institutional capital, and empowers an
enterprise to achieve scalable, generational growth."

This manual is structured around five pillars: Business Structures, GST Compliance, Professional Tax, Income Tax, and Banking
Management — each with practical client scenarios grounded in UP law.
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1.1 — Overview: The 4-Question Decision Framework

Choosing a business structure is the single most consequential pre-launch decision. The wrong vehicle can expose founders to
unlimited personal liability, restrict capital-raising, or create unnecessary compliance costs. The LexSphere uses a 4-question filter

to narrow the choice immediately.

Question What It Reveals

1. How many founders are genuinely
committed long-term?

Determines whether partnership or corporate
structure is needed

2. What is the worst-case legal risk? Identifies liability exposure: medical

negligence, financial loss, safety incidents

3. Will external funding be needed
within 18-24 months?

Bank loans and VC investors prefer corporate
structures

4. What turnover is expected in 3
years?

Determines compliance cost-benefit balance

© The LexSphere Legal Services & Education, Varanasi

How It Narrows the Choice

Single founder — Proprietorship or OPC. Multiple =
Partnership, LLP, or Pvt Ltd

High risk = Always incorporate (OPC or Pvt Ltd). Low risk -
Proprietorship or Partnership acceptable

VC/equity needed - Pvt Ltd from Day 1. Bootstrapped —
Other forms acceptable initially

<X25L - Proprietorship. ¥25L-2Cr - Partnership/OPC. >X2Cr
- OPC or Pvt Ltd
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¢ The LexSphere Layman's Analogy — The Storm Metaphor

Operating as a Sole Proprietor or Partner is like stepping into a commercial storm without a jacket — any financial rain or legal
lightning hits your skin directly, meaning your personal home, savings, and assets can be ruined.

Incorporating a Pvt Ltd Company or OPC is like building an armored submarine. The storm hits the outer shell (the corporate
entity), while you sit safely inside, fully protected from personal financial harm.

The submarine costs more to build and maintain — but in high-risk or high-growth environments, it is the only rational choice.

1.2 — Sole Proprietorship

The simplest form: the business and the owner are legally identical. There is no separate legal entity — owner = business in the
eyes of the law.

Parameter Detail

Legal Status No separate legal identity — owner and business are the same person under law
Liability Unlimited personal liability — business debts are the owner's personal debts

Taxation Taxed at individual slab rates under the new/old regime; ITR-3 or ITR-4

Suitable For Micro-enterprises, local traders, freelancers testing a concept with <320-30L turnover
Key Advantage Zero setup cost, no ROC filings, no company law compliance, maximum privacy

Key Risk Personal assets (home, savings) fully exposed to business creditors and lawsuits
Succession Death or incapacity of proprietor = business disruption; no perpetual succession

Registrations Required (Sole Proprietorship)

Registration When Required Portal / Authority
PAN (individual's name) From Day 1 incometax.gov.in

UP Shops & Establishments Within 30 days of opening any physical commercial niveshmitra.up.nic.in
Licence (Section 4) premises in UP

GST Registration When aggregate turnover crosses 340L (goods) or gst.gov.in

X20L (services), or Section 24 triggers apply

Udyam / MSME Registration Optional but beneficial — unlocks MSMED Act udyamregistration.gov.in
protections and 45-day payment rule

ITR-3 or ITR-4 Annual income-tax return; ITR-4 available under incometax.gov.in
presumptive schemes (Sec 44AD/44ADA)

& UP Focus — Section 4, UP Shops & Commercial Establishments Act 1962
ANY business — Proprietorship, Partnership, or Company — operating physical commercial premises in Uttar Pradesh must
register under Section 4 within 30 days of launch. Failure results in prosecution, financial penalties, and potential premises
sealing under Section 29. File on the Nivesh Mitra portal: niveshmitra.up.nic.in

1.3 — Partnership Firm

Governed by Section 4 of the Indian Partnership Act, 1932. A partnership arises from a contract between persons who agree to
share profits of a business. Partners are jointly and severally liable — no corporate shield.

© The LexSphere Legal Services & Education, Varanasi Page 5



Parameter Detail

Legal Status No separate legal personality under Partnership Act 1932 — partners collectively ARE the firm
Liability Unlimited + joint & several — each partner personally liable for all firm debts

Mutual Agency Every partner can bind the firm; misconduct by one affects all

Taxation Firm taxed at 30% flat (separate PAN, ITR-5); partners' share of profit is exempt in their hands
Suitable For Small professional practices (boutique legal/CA firms), family/trust-based trading businesses
Registration Not mandatory but strongly recommended — unregistered firms cannot sue third parties (Section 69)
GST Registered as a separate entity; applies standard 320L/X40L thresholds

A The Mutual Agency Trap — Why Partnership is Higher Risk Than It Appears

Under Section 18 of the Partnership Act, every partner is an agent of the firm for business purposes. A contract signed by one
partner binds all partners — including you. A rogue partner's borrowing, a negligent promise, or a fraudulent deal can result in
all partners' personal assets being seized to repay the debt.

Practical fix: The partnership deed must clearly specify which partners have authority to bind the firm above certain
financial limits. Get it registered to enforce these restrictions in court.

1.4 — One Person Company (OPC)

Introduced under Section 2(62) of the Companies Act 2013, an OPC is a company with only one natural person as member. It
combines the limited liability of a corporation with the total control of a proprietorship.

* Critical 2021 Amendment — OPC Mandatory Conversion Rules REMOVED

Prior to 2021: OPCs were FORCED to convert to Pvt Ltd once turnover crossed X2 crore or paid-up capital crossed 350 lakh,
and had to wait 2 years before voluntary conversion.

After Companies (Incorporation) Second Amendment Rules, 2021: These thresholds and the mandatory conversion
requirement were COMPLETELY REMOVED. An OPC can now continue indefinitely regardless of turnover or capital size.
Conversion is purely voluntary at any time.

This is @ major client advantage — solo founders can now grow to any scale under OPC without forced restructuring.

Parameter OPC Pvt Ltd (for comparison)
Minimum Members 1 natural person 2 members
Maximum Members 1 (+ nominee required in MOA) 200 members
Nominee Requirement Mandatory — must be named in MOA for Not required
continuity
Turnover Cap None (removed in 2021) None
Voluntary Conversion Allowed at any time Not applicable
Annual Filing AOC-4 (financial statements) + MGT-7A (simplified AOC-4 + MGT-7

OPC annual return)
Statutory Audit Mandatory regardless of turnover Mandatory regardless of turnover

One-OPC-Per-Person Rule A natural person cannot incorporate MORE than Not applicable
one OPC simultaneously

# The 120-Day Residency Rule for NRI Founders

The 2021 amendments also reduced the residency requirement for OPC founders from 182 days to 120 days in the preceding
financial year. This makes OPC accessible to NRIs returning to India to start a business.

1.5 — Private Limited Company

Governed by Section 2(68) of the Companies Act 2013. A distinct legal entity with limited liability, minimum 2 and maximum 200
members, restrictions on share transfer, and prohibition on public subscription of securities.
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Legal Status Completely separate legal entity — can sue, be sued, own property, and enter contracts in its own name

Liability Strictly limited to subscribed capital — personal assets of shareholders fully protected

Suitability High-growth startups, e-commerce platforms seeking VC, high-risk ventures (manufacturing, tech platforms)

Key Advantage Issue ESOPs, equity to investors, different share classes; perpetual succession regardless of ownership change
Key Disadvantage Highest compliance burden: board meetings (min 4/year), statutory audit, ROC filings (AOC-4, MGT-7), CS/CA costs
Incorporation SPICe+ Part A (name approval) + Part B (MOA, AOA, PAN, TAN, EPFO/ESIC simultaneously)

Tax Rate 22% (Section 115BAA, without incentives) or 25% (eligible companies) of net income; surcharge + cess apply

SPICe+ Incorporation Workflow

Step Action Portal/Document

1 Obtain Class-3 DSC (Digital Signature Certificate) for all Licensed CCA vendors: eMudhra, Sify
proposed directors

2 Apply for DIN (Director Identification Number) for all directors MCA portal — auto-generated via SPICe+
3 Submit SPICe+ Part A — name reservation mca.gov.in

4 Draft and sign MOA (objects clause) and AOA (governance rules) Internal + CS/CA assistance

5 File SPICe+ Part B — generates COIl, PAN, TAN, EPFO/ESIC mca.gov.in

registrations simultaneously

6 Open current account in company's exact legal name within 60 Bank KYC with COI + PAN
days

7 Register under UP Shops Act within 30 days of opening any UP niveshmitra.up.nic.in
office

1.6 — Master Comparison Matrix

Parameter Sole Prop. Partnership OPC Pvt Ltd

Legal Identity X None X None v Separate v Separate
Personal Liability @ Unlimited @ Unlimited v Limited v Limited
Minimum Members 1 2 1 (+nominee) 2

External Funding X Difficult X Difficult A Limited v Easy (VC/Angel)
Tax Rate Personal slab 30% flat 30% flat 22-25% corp
Statutory Audit If T/O >X1Cr If T/O >X1Cr v Always v Always

ROC Filings X None X None AOC-4 + MGT-7A AOC-4 + MGT-7
Compliance Complexity $ Very Low © Low Medium i High

UP Shops Act v Required v Required v Required v Required

Best For Local micro-biz Trusted co-founders Solo founder + scale VC/ESOP/high-risk

1.7 — Judicial Pronouncements Bank: Business Structures

% Salomon v. A. Salomon & Co. Ltd. | House of Lords, UK (Foundational Corporate Law Principle) | [1897] AC 24

"An incorporated company is a completely separate legal entity from its founders, directors, and shareholders. The company's
debts are not the personal debts of its members, preventing creditors from seizing private estates unless fraud is proven."

- What it means: This is the bedrock of limited liability. Every time a client asks 'why should | incorporate instead of just running it from my

personal account?' — this case is the answer. Incorporation creates a legal wall between you and your business. Without it, every business debt is
YOUR personal debt. [Note: The above is a principle derived from Salomon v. Salomon & Co. Ltd. [1897] AC 24, not a verbatim quotation from the judgment.]
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& Renusagar Power Co. v. State of Uttar Pradesh | Supreme Court of India | (1988) 4 SCC 59
"Maintaining separate, clean corporate accounting books and dedicated institutional bank accounts is essential to preserve a
company's limited liability status. Mixing personal and corporate finances weakens the legal separation."

- What it means: Directly relevant to all clients operating from personal savings accounts. Courts look at actual financial behaviour, not just the
certificate of incorporation. Clean books = corporate veil intact. Mixed accounts = veil pierced.

@ Anti-Veil Piercing: When Does the Corporate Shield Break?

Courts will pierce the corporate veil and make founders personally liable when: (1) Founder pays personal household bills or
family vacations from the company account. (2) High-value assets purchased without board resolutions. (3) No separate
corporate bank account maintained. (4) Personal funds mixed with corporate funds without a signed Director's Loan
Agreement.

Statutory anchor: Section 118, Companies Act 2013 requires a Minutes Book recording all board resolutions. Maintaining it is
not optional — it is evidence that the corporate structure is genuine.
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2.1 — Registration Thresholds: Sections 22-24, CGST Act 2017

GST registration triggers are the most misunderstood area of small business compliance. The threshold headline (X20L / X40L) is
only half the picture. Section 24 overrides all thresholds entirely for specific categories.

Section 22 — Threshold-Based Registration

Supplier Type General Category States Special Category States (NE + others)

Supply of Goods only %40 Lakhs — mandatory registration %20 Lakhs (most) / X10 Lakhs (some)

Supply of Services / Mixed Supply %20 Lakhs — mandatory registration %10 Lakhs

Aggregate Turnover definition Includes: taxable supplies + exempt supplies EXCLUDES: inward supplies taxable under reverse charge
+ exports + inter-state supplies (PAN-based,
all-India)

SECTION 24 — COMPULSORY REGISTRATION REGARDLESS OF TURNOVER

Section 24 begins with 'Notwithstanding anything contained in Section 22' — meaning it completely overrides all threshold
exemptions. Crossing even X1 in these categories requires immediate GSTIN.
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S.24
Clause

Category

24(i) Inter-state taxable supply of
goods

24(ii) Casual Taxable Person (CTP)

24(iii) Person required to pay RCM
under Sections 9(3)/9(4)

24(iv) Non-Resident Taxable Person
(NRTP)

24(ix) Person supplying through an

ECO subject to Sec 52 TCS

Real-World Example

Leather manufacturer in Kanpur shipping to Delhi
Artisan setting up a temporary stall at a Mumbai
trade expo

Startup in Noida hiring a lawyer — must pay RCM
regardless of own revenue

European software engineer arriving to install code
on Indian server

Any seller listing products on Amazon, Flipkart,
Meesho

Compliance Action

Register before the first shipment crosses state border
Apply for temporary CTP GSTIN 5 days before event; pay
advance tax deposit

Register solely to clear RCM liability; own sales volume
irrelevant

Register minimum 5 days before arrival; pay estimated tax
upfront

Mandatory registration from Day 1; 40L threshold
inapplicable

% The Inter-State Service Exemption Nuance

While inter-state supply of GOODS triggers mandatory registration under Section 24(i) from the first rupee, Section 22(1) read
with Notification No. 10/2017-Integrated Tax provides a major exemption for SERVICE providers.

Independent service professionals (legal consultants, copywriters, tutors) can provide cross-border services UP TO X20 Lakhs
without compulsory registration. This is one of the most commonly missed exceptions in practice.

2.2 — OIDAR & E-Commerce Rules

A The Critical Distinction — Do Not Conflate

OIDAR (Online Information Database Access and Retrieval) = Services delivered electronically to an individual consumer
where delivery is AUTOMATED and requires MINIMAL HUMAN INTERVENTION.

E-Commerce Operator (ECO) = A platform (Amazon, Flipkart, Swiggy, Zomato) through which a supplier makes taxable
supplies.

These are two separate legal categories with completely different compliance obligations. A live coaching Zoom session is
NOT OIDAR. A downloadable pre-recorded video IS OIDAR.

Category Statutory Basis GST Rate Registration Rule Example

OIDAR Services —
Automated

Section 2(17), IGST Act +
Section 14, IGST Act

OIDAR Services —
Interactive

Not OIDAR — standard
services

E-Commerce
Vendor (goods)

Section 24(ix) CGST +
Section 52 CGST

Section 9(5)
Services

Section 9(5) CGST Act

Export of Services  Zero-rated under Section

IGST Act

18% IGST Compulsory — NO threshold

exemption

18% (if applicable) X20L threshold applies

As per goods HSN code  Compulsory — EVEN if

turnover is X0

GST paid BY the ECO,
not the supplier

Supplier may not need to
register

16, 0% with LUT Standard threshold applies;

LUT recommended

2.3 — Reverse Charge Mechanism (RCM)

Netflix streaming, SaaS software, downloadable e-
books, auto-download courses

Live 1-on-1 Zoom coaching, interactive tutoring,
live legal consultation

Amazon/Flipkart seller — register before first sale
Restaurant on Swiggy/Zomato — GST paid by
platform, not the restaurant

Freelancer providing services to foreign clients

Under Sections 9(3) and 9(4), the tax liability is REVERSED — instead of the supplier collecting and depositing tax, the RECIPIENT

becomes responsible for calculating a

Service Type

Supplier Profile

nd paying GST directly to the government.

Recipient Liable Under RCM

Notification

Legal Services /

Representation or Law Firm

Goods Transport Agency

(GTA) Services charge

Sponsorship Services Any individu

Director Services

Individual Advocate, Senior Counsel,

GTA that has not opted for forward

Independent Director serving on
corporate board

commercial presence
Registered Company
al or unorganized group

receiving visibility

services

© The LexSphere Legal Services & Education, Varanasi

Any Business Entity with active

Any Factory, Society, Co-operative, or

Any Corporate Body or Partnership Firm

The Company utilizing their executive

Notification 13/2017-CTR, Entry 2

Notification 13/2017-CTR

Notification 13/2017-CTR

Notification 13/2017-CTR
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@ RCM Cash Ledger Rule — A Trap for the Uninformed

RCM liabilities must be settled ENTIRELY IN CASH via the Electronic Cash Ledger. A business CANNOT use its accumulated
Input Tax Credit (ITC) balance to pay RCM.

Workflow: Pay cash to government for RCM - claim that exact payment as ITC credit in the FOLLOWING month's return.

Time of Supply Risk: Under Section 13(3), if a client receives an advocate's invoice and sits on it for 60 days without paying,
the RCM tax liability is triggered on Day 61. This creates backdated interest charges under Section 50.

2.4 — GST for Specific Professionals

Registration

Professional GST Status Threshold . Key Notification

Required?
Doctor (OPD / IPD / EXEMPT — healthcare No threshold needed X No (for exempt Entry 74, Notification 12/2017-CTR
Ayurvedic) services income)
Doctor (Cosmetic Surgery / TAXABLE at 18% X20L aggregate (including v Yes if aggregate T/O  Entry 74 exclusion — cosmetic not covered
Aesthetics) exempt income) > 320L
Advocate (to Corporate RCM on recipient No personal threshold for RCM X No (if only RCM Notification 13/2017-CTR, Entry 2 +
Clients) income services) Notification 5/2017-CT
Advocate (to Individuals) EXEMPT No threshold X No Entry 45, Notification 12/2017-CTR
CA / CS / Architect / TAXABLE at 18% X20L general states / I10L v Yes on crossing Standard Section 22(1)
Consultant special states threshold
Online Coach — Live Standard Service at Z20L v Yes on crossing Section 22(1)
Sessions 18% threshold
Online Coach — Automated OIDAR at 18% NO threshold — compulsory v Yes from first sale Section 2(17) IGST + Section 14
Courses

& The ¥40L Rule NEVER Applies to Services — The #1 Client Error

The 40 Lakh threshold applies ONLY to suppliers of goods. Service providers ALWAYS use the 320 Lakh threshold. This is the
single most common mistake in client advisory. A consultant saying 'l don't need GST because my turnover is only X35L' is
WRONG. At X35L of services, they are X15L over the X20L threshold and should have registered months ago.

2.5 — ITC: From Fear to Leverage

Entrepreneurs fear GST because they incorrectly view it as a direct business expense. In reality, GST is borne by the end
consumer. The Input Tax Credit mechanism under Section 16 of the CGST Act eliminates cascading 'tax-on-tax'.

Business Benefit How GST Enables It

B2B Client Access Large corporate clients cannot claim ITC on non-GST invoices, making unregistered vendors effectively
18% more expensive

Logistical Freedom Digital E-Way bills allow goods to move across state corridors without checkpoint delays — critical for
UP-based manufacturers

Bank Finance Access Banks prioritize active GSTR-3B data over internal spreadsheets when approving overdrafts and working
capital loans

Audit Trail E-invoicing + online filings = clean, timestamped records that support investor due diligence and bank
KYC

‘% The Pass-the-Baton Analogy

GST is like a relay race. You are not buying the baton (the tax); you are holding it temporarily before passing it to the next
runner. The only person who truly pays for the baton is the spectator at the very end — the ultimate retail consumer. For your
business, the net tax cost is zero if your ITC is correctly claimed.

Formula: Net GST Payable = Output GST (on Sales) MINUS Input Tax Credit (paid on purchases)
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% Union of India v. Mohit Minerals Pvt. Ltd. | Supreme Court of India | (2022) SCC Online SC 657

"GST's co-operative federal architecture demands that CGST and SGST be applied in a balanced manner. A tax entity cannot
be subject to double taxation under the guise of distinct transaction layers, solidifying the protective boundaries of the Input
Tax Credit mechanism."

- What it means: Confirms that ITC is a right, not a concession. Businesses must claim it correctly and on time. Also reinforces that state GST
authorities cannot impose additional tax layers on transactions already covered by IGST.

2.6 — UP E-Way Bill Focus

{ UPGST Rule 138 — E-Way Bill: Mandatory for ALL Intra-State Goods >%50,000 in UP

Unlike some other states that have relaxed intra-state E-Way bill requirements, Uttar Pradesh under UPGST Rule 138
mandates generation of a digital E-Way Bill BEFORE the vehicle starts its engine when moving taxable goods worth over
50,000 within UP.

Cities covered: Noida, Lucknow, Kanpur, Varanasi, Agra, Meerut — any intra-state movement.
Penalty: Section 129 CGST Act allows on-the-spot 100% fine AND vehicle seizure for non-compliance.

Portal: ewaybillgst.gov.in — generate in real-time before dispatch.
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3.1 — Constitutional Framework

Professional Tax (PT) is a state-level direct tax levied on trades, professions, callings, and employment. Its constitutional authority
derives from Entry 60, State List, Seventh Schedule — making it a state subject with significant variation across states.

Source Authority Entry 60, State List, Seventh Schedule, Constitution of India
Statutory Cap Article 276(2) imposes an absolute ceiling of 2,500 per person per year — no state can levy more
Who Pays Salaried employees (deducted by employer via PTRC) AND self-employed professionals/business owners

(self-paid via PTEC)

States that Levy PT ~20 states including: Maharashtra, Karnataka, West Bengal, Tamil Nadu, Andhra Pradesh, Telangana,
Gujarat, Kerala, MP, Odisha

States WITHOUT PT Delhi, Uttar Pradesh, Rajasthan, Punjab, Haryana, Himachal Pradesh, Uttarakhand
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¢ Income Tax Deduction for PT Paid — Section 16(iii)

Under Section 16(iii) of the Income Tax Act 1961, any amount paid by an employee as Professional Tax under a state law is
FULLY DEDUCTIBLE from their Gross Salaried Income when computing their central income tax liability. This is a direct
financial benefit for employees in PT-levying states.

3.2 — State-wise Comparison Matrix

Parameter
Primary Act
Employer
Registration (PTRC)

Professional Self-
Registration (PTEC)

Annual Maximum
Slab

Filing Deadline

Dual Certificate
Requirement

Maharashtra

Maharashtra State Tax on Professions, Trades,
Callings and Employments Act, 1975

Mandatory for any business hiring salaried staff
earning over X7,500/month

Mandatory for every independent Director,
Partner, CA, Lawyer from Day 1

X200/month for 11 months; X300 in February =
X2,500/year

Monthly by last day of the following month
(larger teams)

YES — PTEC (for company itself) + PTRC (for
employee deductions)

Karnataka

Karnataka Tax on Professions, Trades,
Callings and Employments Act, 1976

Mandatory for any business hiring
employees earning over ¥15,000/month

Mandatory for all independent practitioners
within 30 days of starting

Flat ¥200/month for months where income
crosses slab

Monthly within 20 days of calendar month
end

YES — two separate registrations needed

3.3 — Profession-Specific PT Liability

Professional

PT Liability in
Maharashtra/Karnataka

PT Liability in UP/Delhi

Uttar Pradesh

No General PT Act — specific
municipal/regional rules apply

Applicable only under specific municipal
classifications

Administered through regional municipal
frameworks only

Structured up to constitutional max of
%2,500 via municipal notification

Annual or periodic — check local
Varanasi/Lucknow municipal schedule

Not currently applicable in standard
practice

Key Compliance Action

Doctor (employed by
hospital)

Doctor (independent
clinic/OPD)

Advocate (independent
practice)

CA / CS / Architect /
Consultant

Partnership Firm (with
staff)

PT deducted by employer from
salary via PTRC mechanism

Must register for PTEC within 30
days; pay annual PT slab

Must register for PTEC; pay annual
PT under relevant slab

All notified professions — PTEC
mandatory

Must hold PTRC registration to
deduct PT from employees in PT
states

© The LexSphere Legal Services & Education, Varanasi

None — UP/Delhi exempt

None in UP — Varanasi clinic

exempt from PT

None — UP/Delhi exempt

None in UP/Delhi

Not applicable in UP

obligation

B Multi-State Employer Alert — Payroll Mapping Required

Hospital's HR team handles deduction

Maharashtra/Karnataka doctors: file PTEC registration
immediately on starting practice

If practicing in Maharashtra: PT due annually; in UP: no PT

If operating in PT states: register PTEC within 30 days of
commencing practice

Multi-state firms: maintain state-wise payroll mapping to avoid
under/over-deduction

A law firm with offices in Delhi and Mumbai faces a split compliance scenario: Mumbai staff are subject to Maharashtra PT
(PTRC deduction required from all employees earning > X7,500/month), while Delhi staff have NO PT obligation.

This requires state-wise payroll mapping in the HR system to avoid under-deduction (liability risk) or over-deduction
(employee complaints and refund demands).
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PART 1V

Income
Tax

Commercial Compliance Toolkit 2026 * The LexSphere

THE LEXSPHERE | BUSINESS STRUCTURES, GST & PROFESSIONAL TAX TOOLKIT 2026 | CONFIDENTIAL

4.1 — New Tax Regime: 12 Lakh Zero-Tax Zone

# Marginal Relief (Important Client Note)

A person earning 312,00,001 does not pay more tax than someone earning exactly ¥12,00,000. Under marginal relief, the tax
payable on income just above X12 lakh cannot exceed the incremental income itself above that threshold. This prevents a
cliff-edge penalty for earning a rupee more and is a common source of client confusion that advisors must proactively clarify.

Union Budget 2025-26 introduced the most significant individual income-tax reform in years. Under the new regime, no income tax
is payable on income up to 12 lakh — and X12.75 lakh for salaried taxpayers who also claim the standard deduction.

# PIB Official Statement — Budget 2025-26
"There will be no income tax payable up to income of X12 lakh under the new regime. This limit will be 12.75 lakh for

salaried taxpayers, due to standard deduction of X75,000." — Press Information Bureau, Government of India (PIB Press
Release, February 2025)

This is achieved through a revised slab structure PLUS an enhanced rebate ensuring zero net tax liability up to 12 lakh.
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New Tax Regime Slabs (Effective FY 2025-26 onwards)

Income Slab Tax Rate Practical Note

Up to %4,00,000 Nil Fully exempt — no tax, no rebate calculation needed

%4,00,001 to X8,00,000 5% 20,000 tax; fully covered by rebate if total income = X12L

%8,00,001 to X12,00,000 10% 340,000 tax on this slice; fully covered by rebate if total income = X12L
%X12,00,001 to X16,00,000 15% REBATE NO LONGER COVERS THIS INCOME — actual tax starts here
%16,00,001 to X20,00,000 20% Progressive marginal rate

%20,00,001 to X24,00,000 25% High marginal bracket begins

Above %24,00,000 30% Top marginal rate; surcharge may also apply above 350L/X1Cr

* The X12L and X24L Threshold Explained for Clients

%12 Lakh = The 'Zero-Tax Zone' — combined rebate and new slabs mean zero net tax payable. If a client earns exactly %12
lakh under the new regime, their ITR shows income but zero tax after rebate.

%24 Lakh = The 'Highest Marginal Rate Threshold' — every rupee above 324 lakh is taxed at 30%. This is the income level
where serious tax planning and structure decisions (OPC, LLP, company) begin to show tangible savings.

Strategic implication: A consultant earning %26 lakh pays 30% on the X2L above X24L — 360,000. Routing the same
income through a properly managed company (22% rate) could save approximately 316,000 on that slice.

4.2 — Tax Planning & AIS Reconciliation

Modern tax planning is not about hiding income — it is about organising income: choosing the right structure and regime,
documenting every deduction, and ensuring the Annual Information Statement (AIS) and your books tell the same story.

Planning Principle What It Means When It Matters
Choose the right regime each New regime: lower rates but limited deductions. Old regime: Salaried individuals with investments should calculate both
year higher rates but allows 80C, 80D, HRA, home loan interest. before choosing

Compare both before filing.

Income smoothing Avoid receiving large one-off lumps of taxable income in a single Arrears, project completion bonuses, professional fees —
year if legally avoidable plan the financial year of receipt

Business structure for higher Professionals earning >324L may benefit from operating via a Pvt Consultants, doctors, architects earning above 324L should
earners Ltd (22% rate) vs personal slab (30%); CS/CA required for evaluate restructuring
structuring

AIS reconciliation — The Annual Information Statement tracks bank credits, TDS, Every taxpayer — before filing ITR, download AIS from the
mandatory securities transactions, property sales. Declared income must tax portal and reconcile
match AIS data or expect an automated notice.

Presumptive taxation (Sec Small businesses (44AD: 6% digital / 8% cash on T/0O) and Freelancers, small traders, professionals with predictable
44AD/44ADA) professionals (44ADA: 50% of gross on T/O up to X50L) can file income patterns
simplified returns without detailed books

& AIS Monitoring — What the IT Department Now Sees About You

The Annual Information Statement (AIS) aggregates data from: banks (cash deposits > X10L/year), employers (TDS
deducted), securities brokers (buy/sell transactions), property registrars (sale deeds), GST portal (sales declared), and
UPIl/payment gateways (for large transactions).

If your ITR declares X8L income but your AIS shows X18L of bank credits, you will receive an automated notice. The fix:
reconcile before filing, not after. Keep clear records of all business receipts to explain every credit in your AlS.

© The LexSphere Legal Services & Education, Varanasi Page 16



PART V

Banking &

Payment
Management

Commercial Compliance Toolkit 2026 * The LexSphere

THE LEXSPHERE | BUSINESS STRUCTURES, GST & PROFESSIONAL TAX TOOLKIT 2026 | CONFIDENTIAL

5.1 — Current vs Savings vs Personal Account
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Parameter Current Account
Best For Companies, OPCs, Partnerships, all GST-registered businesses

(pre-GST)
Interest None generally 2.5%-7% p.a.
Earned

Transaction Unlimited — designed for high-frequency commercial use

Volume

Overdraft Available — OD against receivables and credit limits

Facility

RBI Strongly required under corporate governance norms; banks require

Requirement  current accounts for high-frequency commercial use

Tax SFT report if credits > X50Cr/year

Department

Trigger

GST Required for matching GSTR filings and refund accounts
Compliance

Savings Account

Sole proprietors at very small scale

Limited free transactions per month

Rarely available

Not required but often used by small

proprietors

SFT report if cash deposits > X10L/year

Permitted for proprietors; current
account preferred post-registration

Personal Account

Strictly personal use only —
salary, household expenses

2.5%-7% p.a.

Not intended for commercial

use

Not applicable

Never for business use

SFT report if credits >
X10L/year — attracts IT inquiry

Inadmissible for business
income routing

5.2 — Critical Income-Tax Provisions on Cash & Banking

Section What It Restricts

Penalty for Violation

Section 269SS Cash acceptance of loans/deposits/specified sum above 320,000

from any person in a day

Section 269T Cash repayment of loans/deposits above 320,000

Section 40A(3) Business expenditure paid in cash above 310,000 per day per

person

Section 269ST Cash receipt of X2 lakh or more from a single person in a day or a

single transaction

Section 68 Unexplained cash credits found in books — no satisfactory

explanation of source

Section 115BBE If income added under Section 68 (unexplained credits)

Rule 114E / SFT Bank must file automated SFT report when cash deposits in

savings account cross X10L/year

100% penalty of the amount accepted in cash (Section 271D)

100% penalty of the amount repaid in cash (Section 271E)

100% disallowance of the expense — taxed as income

100% penalty of the amount received in cash (Section 271DA)

Amount taxed as income at normal rate; may attract Section

115BBE

Flat 60% tax + 25% surcharge + 4% cess = effective 78%+ rate
on unexplained amounts

IT department automated notice triggered — client must explain
source of all deposits

5.3 — The LexSphere Anti-Veil Piercing Framework

A corporation's limited liability shield is not automatic and permanent. It must be actively maintained through financial discipline.

Here is the 5-rule minimum standard:

Rule Requirement

1. Dedicated Business
Account

All business receipts — UPI, NEFT, RTGS, card, gateway
settlements — must flow into a designated corporate/business
current account

2. Minimise Cash — Document
What You Handle

Cash receipts should be deposited promptly; track against
invoices for Section 269ST and GST cash-sales reporting

3. %10,000 Rule for Expenses All business payments above 310,000 must be via bank/UPI;

cash above this risks disallowance under Section 40A(3)

4. Zero Personal Expenses
from Business Account

No household bills, personal holidays, or family expenses from
the business account; transfer remuneration or dividends first,
then spend personally

5. Quarterly Reconciliation Bank, books, GST returns, and AIS must reconcile quarterly at

minimum; mismatches trigger automated notices

© The LexSphere Legal Services & Education, Varanasi

What Breaks It

Allowing clients to pay into personal savings account

Large undocumented cash transactions with no invoice trail
Paying suppliers or labour in cash above the limit without
documentation

Paying Amazon grocery order or school fees from corporate

current account

Filing GSTR-3B with different numbers than GSTR-1; not
matching bank credits with ITR
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@ The 5 Most Dangerous Mistakes Entrepreneurs Make

1. Running X50-60L turnover through a personal savings account, mixing groceries with GST-liable client receipts.

2. Assuming 'no GST needed because turnover < X20L' while selling on Amazon — Section 24(ix) overrides all thresholds.
3. Paying for raw materials or machinery in cash above 10,000 — Section 40A(3) disallows the expense entirely.

4. Treating OPC or Pvt Ltd as a personal wallet — paying household electricity and school fees from the corporate account.

5. Ignoring Professional Tax in Maharashtra/Karnataka — PT arrears accrue penalties even though the amounts are small.
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PART VI

Client

Scenarios

Five Fact-Pattern Analyses * The LexSphere

THE LEXSPHERE | BUSINESS STRUCTURES, GST & PROFESSIONAL TAX TOOLKIT 2026 | CONFIDENTIAL

7 Ramesh: Amazon Store (Varanasi Handicrafts)

@ Fact Pattern

Ramesh runs an Amazon store selling Varanasi handicrafts. Annual turnover: 15 Lakhs. Questions: (1) GST registration
required? (2) Applicable CGST Act section? (3) What is TCS? (4) Post-registration filing obligations?

Q1.1 — GST Registration: Required or Not?

YES — Ramesh ABSOLUTELY requires mandatory GST registration from Day 1, despite his X15L turnover being well below the
general 40L goods threshold.
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Analysis Step Statutory Application Conclusion

Step 1: Check general threshold For goods suppliers in general states: X40L threshold. Ramesh is at 15L — Section 22 alone would EXEMPT Ramesh
(Section 22) BELOW threshold.
Step 2: Apply Section 24 override  Section 24 opens with 'Notwithstanding anything in Section 22' — it Section 24(ix) MANDATES registration

completely overrides the threshold. Section 24(ix): persons supplying
through an ECO subject to Section 52 TCS must register.

Step 3: Is Amazon an ECO subject Amazon owns, operates, and manages a digital commerce platform (Section Amazon = ECO - Section 24(ix) activated
to Section 527 2(45) ECO definition). It collects payment from customers on behalf of
sellers, making it legally required to collect TCS under Section 52.

Step 4: Inter-state sales on When Ramesh's product is ordered by a consumer in another state (Delhi, Section 24(i) ALSO mandates registration
Amazon Pune, Bengaluru), this is an inter-state taxable supply - Section 24(i) also
triggered independently.

Final Answer Both Section 24(ix) AND 24(i) apply to Ramesh. He must register before his MANDATORY — from Day 1
first Amazon sale.
Q1.2 — What is TCS and Who Collects It?

Tax Collection at Source (TCS) under Section 52 is a government-mandated anti-evasion mechanism. Amazon (the ECO) collects
1% of the net taxable supply value on behalf of the government before remitting proceeds to Ramesh.

TCS Mechanism Step Detail

Rate 1% = 0.5% CGST + 0.5% SGST (intra-state) or flat 1% IGST (inter-state)

Who Collects Amazon India (the ECO) — NOT Ramesh

Collection Timing Amazon deducts before remitting seller proceeds to Ramesh's bank account

Government Deposit Amazon files Form GSTR-8 and deposits TCS by the 10th of the following month

Ramesh's Credit TCS appears in Ramesh's Form GSTR-2B as an Electronic Cash Ledger credit — he can use this to offset his
output GST

. TCS Calculation: Ramesh sells a Banarasi silk hanging for 5,000 to a Pune customer

Product Price: X5,000 | GST (IGST at 18%): X900 | Total paid by customer: 35,900
Amazon deducts TCS: 1% of 5,000 = X50 | Amazon deposits 50 to government as IGST TCS

Ramesh receives: 5,900 minus platform fee minus 50 TCS

Ramesh's GSTR-3B: Output IGST = X900; Cash Credit from TCS = X50; Balance to pay = X850
If Ramesh also purchases raw silk with GST (say %200 ITC), his net payment reduces further to X650.

Q1.4 — Post-Registration Filing Obligations

Return Dea e Content

Form GSTR-1 11th of each subsequent Iltemized invoice-level outward sales data: HSN codes, tax rates, buyer states
month

Form GSTR-3B 20th of each subsequent Monthly summary: net output tax, ITC claimed, TCS credit, balance paid
month

Form GSTR-9 (Annual) 31st December of the next FY Annual reconciliation of monthly filings with audited accounts

Nil Return Same deadlines if no Must file even with zero sales — non-filing attracts late fees

transactions

%5 In re Kunal Chandrakant Shah | AAR West Bengal | (Relevant AAR Ruling)

"When a platform manages the commercial payment gateway, controls the customer interface, and routes payments to the
vendor after maintaining an administrative margin, it qualifies as an ECO under Section 2(45). The underlying vendor cannot
claim the status of an independent exempt local merchant."

- What it means: Confirms Ramesh's mandatory registration status. Any marketplace seller who argues 'my platform handles payment so I'm
exempt' will be overruled by this reasoning.

3 Dr. Kavita Sharma: Mixed Clinic (Lucknow)
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@ Fact Pattern

Dr. Kavita operates both a cosmetic surgery clinic and an Ayurvedic OPD in Lucknow. OPD income: X18L. Cosmetic surgery
income: X6L. Questions: (1) Is healthcare always GST exempt? (2) OPD tax status? (3) Cosmetic surgery tax status? (4)
Aggregate turnover and registration trigger?

Question Analysis Answer
1. Is healthcare GST exempt Entry 74, Notification 12/2017-CTR exempts 'healthcare services by a NO — exemption is conditional. Therapeutic treatment =
in ALL cases? clinical establishment, authorised medical practitioner or paramedic.' exempt. Elective aesthetic = taxable at 18%.

BUT the definition of 'healthcare services' under Para 2(zg) expressly
EXCLUDES: 'hair transplants or cosmetic or plastic surgery, except
when undertaken to restore or reconstruct anatomy affected by
congenital defects, developmental abnormalities, injury or trauma.'

2. GST on OPD / Ayurvedic Ayurveda is a recognised system of medicine under AYUSH. OPD ZERO GST on X18L OPD income
Income (X18L) diagnosis and traditional therapeutic treatment = exempt healthcare
services under Entry 74.

3. GST on Cosmetic Surgery Rhinoplasty, liposuction, breast augmentation etc performed for 18% GST on 6L = %1,08,000 annual GST liability
Income (X6L) aesthetic reasons (not trauma/congenital) fall under Entry 74's
exclusion clause. Taxable at 18% under SAC 9993.

4. Aggregate Turnover & Section 2(6) defines aggregate turnover as the VALUE OF ALL v REGISTRATION MANDATORY — aggregate T/O of X24L
Registration Trigger TAXABLE SUPPLIES + EXEMPT SUPPLIES + EXPORTS under the same EXCEEDS X20L threshold

PAN. Both income streams count: I18L (exempt) + Z6L (taxable) =

X24L aggregate. UP is a general-category state; service threshold =

X20L.

. Aggregate Turnover Calculation — The Formula That Catches Professionals Off Guard
Aggregate Turnover (AT) = ALL taxable supplies + ALL exempt supplies + exports (under same PAN)
Dr. Kavita's AT = X18L (exempt OPD) + 6L (taxable cosmetic) = Z24L

X24L > X20L threshold - Registration mandatory

Post-registration: File GSTR-1 and GSTR-3B monthly. Declare both streams. Pay 18% on the 6L taxable portion only. The
X18L exempt income is reported but attracts zero tax.

% In re Orthomed Hospital | AAR Tamil Nadu | (Relevant AAR Ruling)

"A clinical establishment cannot claim blanket immunity for its entire accounting ledger. Income derived from procedures that
lack a clear reconstructive or therapeutic purpose must be separated out and taxed at 18%, and this income must be included
when calculating the aggregate turnover threshold."

- What it means: Key lesson: doctors running mixed clinics must maintain TWO separate billing streams — one for exempt therapeutic services,
one for taxable aesthetic services — and include BOTH when assessing GST registration triggers.

23 Adv. Priya Gupta: Law Firm Partnership (Varanasi)

O Fact Pattern

Priya runs a law firm (Partnership) in Varanasi. Corporate clients pay X30L/year; individual clients pay X5L/year. Questions: (1)
RCM applicability? (2) Does Priya need GST registration? (3) PT liability in UP? (4) Does the firm separately need GST
registration?
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Question Statutory Framework

1. RCM — Applicable? To Notification 13/2017-CTR Entry 2: Legal services by an advocate/law

whom? firm to a BUSINESS ENTITY in the taxable territory - RCM applies.
Business clients pay GST directly to government. BUT Notification
12/2017-CTR Entry 45: Legal services to NON-BUSINESS individuals =
EXEMPT. No GST from either party.

2. Does Priya / the firm need Notification 5/2017-Central Tax (under Section 23(2)): Persons making

GST registration? ONLY supplies where tax is paid by recipient under Section 9(3) are
exempt from registration. All of Priya's taxable income is RCM-driven;
her individual client income is exempt.

3. PT Liability in UP UP does not have a comprehensive General Professional Tax Act
comparable to Maharashtra or Karnataka. UP's professional tax
framework operates through specific municipal rules and regional
classifications. Varanasi-based independent law firms are generally
NOT subject to standard monthly PT deductions.

4. Firm's separate GST Same analysis as Question 2 applies to the partnership firm as a

registration? distinct entity under Section 2(84)(b) CGST Act. The firm's entire
portfolio = RCM services (X30L) + exempt services (I5L). Zero
forward-charge taxable transactions.

. Priya's Practical Invoice Workflow

Invoice to corporate client (ABC Corp Ltd) for trademark dispute: 2,00,000

Answer

RCM: YES on Z30L corporate income (business clients
pay GST). EXEMPT: X5L individual income — zero GST,
zero RCM.

NO GST REGISTRATION required — firm is shielded by
Notification 5/2017-CT

NO standard PT obligation for Priya's Varanasi practice —
verify Varanasi municipal notifications for any local levy

NO — the partnership firm also does not require GST
registration

Priya's invoice text: 'GST payable on Reverse Charge basis under Notification 13/2017-CTR."
ABC Corp Ltd pays Priya 32,00,000 (fee only). ABC Corp separately pays 18% GST (336,000) to the government from its own

Electronic Cash Ledger.

Invoice to individual client for personal will: ¥50,000. No GST invoice needed — fully exempt under Entry 45, Notification
12/2017-CTR. Client pays exactly X50,000.

& Bimal Bhasin v. Union of India | Delhi High Court | (Relevant HC Ruling)

GST filing obligation — legally, not as an oversight.

79 Vijay: Online Coaching Business

) Fact Pattern

"The clear intent of the legislature in routing B2B legal transactions through Notification 13/2017-CTR was to shield practicing
lawyers and legal partnerships from complex tax filing and audit workflows. When a law firm's portfolio consists entirely of
RCM services or exempt services, tax authorities cannot force registration or return filing."

- What it means: Confirms Priya's compliance position. A law firm that only handles corporate clients (RCM) and individuals (exempt) has ZERO

Vijay wants to start an online coaching business (live Zoom sessions + recorded courses). Projected: X8L (Year 1), X25L (Year
2). Questions: (1) Best business structure? (2) When to register for GST? (3) Does OIDAR apply? (4) What type of bank

account?
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Question Analysis Answer

1. Best Structure? Vijay is a SOLO FOUNDER — no co-founders. OPC (Section 2(62), OPC — One Person Company under Section 2(62) of
Companies Act 2013) gives him: (a) complete single-person control; (b) Companies Act, 2013
limited liability separating business debts from personal assets; (c)
corporate credibility for B2B contracts; (d) no mandatory conversion
thresholds after 2021 amendment — he can grow from 8L to 325L and
beyond without forced restructuring.

2. When to register for Year 1 (X8L): BELOW Z20L service threshold under Section 22(1). No Year 1: Optional but advisable. Year 2: MANDATORY —
GST? mandatory registration yet — UNLESS Vijay sells recorded courses to register before crossing ¥20L mark

clients in other states (OIDAR trigger) or uses an e-commerce platform

(Section 24 trigger). CONSERVATIVE ADVICE: Register from Day 1 to

avoid miscounting cumulative turnover. Year 2 (X25L): MUST register —

X25L > X20L threshold. Apply within 30 days of crossing X20L.

3. Does OIDAR apply? OIDAR under Section 2(17) IGST applies only when service is (a) Live sessions: Not OIDAR. Recorded courses: YES OIDAR
delivered over internet AND (b) essentially automated with MINIMAL — mandatory registration from first automated sale
HUMAN INTERVENTION. LIVE ZOOM SESSIONS: Require real-time human
expertise from Vijay - NOT OIDAR - standard service rules apply. PRE-
RECORDED SELF-PACED COURSES: Student pays, system auto-delivers
download/stream access without Vijay's involvement - IS OIDAR -
mandatory registration from first sale, 18% IGST on all automated course

sales.
4. Bank Account? Vijay must open a CORPORATE CURRENT ACCOUNT in the exact legal Commercial Current Account — in the OPC's legal name.
name of his OPC ('Vijay Edutech OPC Pvt Ltd'). Using a personal savings Never use personal savings for business income.

account for business income: (a) breaks corporate veil protection; (b)
triggers AIS SFT report if credits > I10L; (c) violates bank's account
agreement; (d) makes it impossible to cleanly separate personal vs
business expenses.

Is State of Uttar Pradesh v. Renusagar Power Co. | Supreme Court of India | (1988) 4 SCC 59

"Maintaining separate, clean corporate accounting books and dedicated institutional bank accounts is essential to preserve a
company's limited liability status. Mixing personal and corporate finances weakens legal separation and enables
creditors/regulators to hold founders personally liable."

- What it means: Vijay's OPC provides limited liability ONLY if he maintains separate corporate accounts. Mix the accounts and the veil collapses
— personal home and savings become exposed to business creditors.

3 Mixed Personal/Business Account

O Fact Pattern

A client deposits X12L of business income into a personal savings account. No separate current account maintained.
Questions: (1) Income Tax risks? (2) GST compliance risks? (3) Banking/RBI risks? (4) What advice and immediate steps?
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Risk Category Statutory Provision i Severity

Income Tax — Unexplained Section 68, IT Act 1961 X12L business receipts in personal account may be D Critical
Credits classified as unexplained credits if no clear audit trail of
business source

Income Tax — Extreme Tax Section 115BBE, IT Act If Section 68 applies: flat 60% tax + 25% surcharge + b Critical
Rate 1961 4% cess = effective 78%+ on the full I12L
Income Tax — Expense Section 40A(3), IT Act Business expenses paid in cash from mixed account b Critical
Disallowance 1961 above 10,000 per transaction are 100% disallowed as
deductions
Income Tax — AIS Mismatch Rule 114E / SFT Bank auto-reports savings account credits >X10L to IT High
Framework department. AIS will show X12L but ITR may show less —

automated notice triggered

Income Tax — Cash Sections 269SS + 269T If any business loan or advance received/repaid in cash High
Restrictions above 20,000 — 100% penalty under Sections 271D

and 271E
GST — Income Suppression Section 122, CGST Act GST officers use bank statements to reconcile GSTR { Critical
Allegation filings. Mixed account makes it look like undeclared

business income to avoid crossing registration threshold

GST — ITC Disallowance Section 16(2), CGST Act ITC claims on business purchases paid from personal High
account can be disallowed — no clean transaction trail

GST — Provisional Attachment  Section 83, CGST Act If investigation launched, GST officers can freeze the D Critical
PERSONAL savings account to secure suspected tax debt

Banking — Account Bank's Terms & Conditions  Personal savings accounts are for personal use only. High
Agreement Breach + RBI KYC Master Commercial use violates account agreement — account
Directions can be frozen or closed by bank

Q5 — Immediate 4-Step Remedial Roadmap

Step Action Why Urgent

1 STOP using personal account for business — Immediately stop giving Every additional day adds more unexplained credits to AIS — the problem
personal savings account details to any business client for payments compounds

2 Open a dedicated current account — Open a commercial current Creates the essential audit trail going forward; prevents further veil piercing

account in exact business name (trade name or company name);
route ALL future business payments here

3 Reconstruct and reconcile existing records — Engage a CA to review Prepares a defensible audit trail if IT department sends AlS mismatch notice
all 12 months of the personal bank statement; isolate every business
credit with invoice evidence

4 Document the X12L already deposited — If using a corporate Without this documentation, ¥12L is 'unexplained' — exposed to Section 68 and
structure: document as a formal Director's Loan Agreement with 78%+ tax under Section 115BBE
signed terms, interest rate, and repayment schedule. If sole
proprietor: prepare a complete business income ledger showing all
X12L receipts against issued invoices

% Roshan Di Hatti v. Commissioner of Income Tax | Supreme Court of India | (Landmark IT Ruling)

"When an individual mixes large commercial inflows with personal assets without a verifiable accounting trail, tax authorities
are legally justified in treating those deposits as unexplained personal wealth. The burden of proof rests entirely on the
taxpayer to demonstrate the true source of every credit."

- What it means: This is the Supreme Court telling every client: if you can't explain where your bank credits came from, the tax department
treats them as hidden income and applies the 78%+ rate. Documentation is not optional — it is your shield.
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PART VII

Supplementary

Tools

Compliance Calendar, Debt Recovery & Master
Checklist

THE LEXSPHERE | BUSINESS STRUCTURES, GST & PROFESSIONAL TAX TOOLKIT 2026 | CONFIDENTIAL

7.1 — Master Annual Compliance Calendar

All critical federal and state filing deadlines in one place. Missing these is not just a penalty — missed GST returns can cut B2B
clients off from ITC, missed ROC filings lead to director disqualification, and missed PT payments trigger compounding arrears.
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Governing Law

Income Tax Act 1961

Frequency Deadline Form / Action

Monthly 11th of following GSTR-1 — upload all outward invoices

month

Monthly 20th of following GSTR-3B — file summary return and pay net

month tax

Monthly 10th of following E-Way Bill — for intra-UP goods >%50,000

month (before dispatch)

Monthly (if Last day of month Professional Tax (PTRC) — deduct from

applicable) employees and remit in PT states

Quarterly 15th of April, July, Advance Tax payment (if applicable — income

Oct, Jan > %10,000 tax p.a.)

Annual 31st July ITR-3 or ITR-4
(Individuals/Proprietors/Presumptive scheme
filers)

Annual 31st October ITR-6 (Companies) — if accounts require audit

Annual 31st December GSTR-9 — Annual GST Return reconciliation

Annual Within 30 days of AOC-4 — audited financial statements to ROC

(Company) AGM

Annual Within 60 days of MGT-7 (or MGT-7A for OPC) — annual

(Company) AGM shareholder return

Annual 30th September DIR-3 KYC — annual director identity

(Directors)

30 Days —
Trigger

Real-time —
Trigger

verification

Within 30 days of
opening UP office

Before first
Amazon/Flipkart
sale

UP Shops Act Licence — Section 4 registration

GST Registration — Section 24(ix) ECO seller

7.2 — MSME Debt Recovery Pipeline

CGST Act 2017

CGST Act + UPGST Act

UPGST Rule 138

State PT Acts

(Maharashtra/Karnataka)

Section 208, IT Act 1961

Income Tax Act 1961

CGST Act 2017

Companies Act 2013

Companies Act 2013

Companies Act 2013 Rules

UP Shops & Commercial

Establishments Act 1962

CGST Act 2017 Section 24

Penalty for Default

X50/day late fee; B2B clients lose ITC

X50/day + 18% p.a. interest on
unpaid tax

100% fine + vehicle seizure under
Section 129

State-specific penalties; employee
complaints

Interest under Sections 234B and
234C

%5,000 late fee (Section 234F); loss
carry-forward blocked

High penalty interest under Sections
234A/B/C; elevated compliance risk
score

X200/day late fee

X100/day per form — no upper limit;
can lead to company strike-off

X100/day per form; director
disqualification risk

Director marked as non-compliant;
cannot file forms

Prosecution, penalty, premises
sealing under Section 29

Penalty for un-registered selling +
backdated tax with interest

For MSME-registered businesses, the MSMED Act 2006 provides powerful tools to recover payment faster than civil courts.
Combining it with Section 138 of the Negotiable Instruments Act creates a dual-track recovery strategy.

Step

1

7 (UP
only)

Action

Register for Udyam Certificate and print MSME
registration number on all outward invoices

Mark invoices unpaid after 45 days (or 15 days if no
written contract)

File on MSME Samadhaan portal for facilitation council
arbitration

If security cheque provided: present it at bank on due
date

Send legal notice via registered post within 30 days of
cheque bounce

File criminal complaint under Section 138 in magistrate
court

Apply to District Collector for Recovery Certificate if
debtor is UP-based
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Statute

MSMED Act 2006

Section 15, MSMED Act

Section 18, MSMED Act

Section 138, Negotiable

Instruments Act 1881

Section 138, NI Act

Section 138, NI Act + Dashrath

Rupsingh Rathod ruling

Section 170, UP Revenue Code

@t Section 23, MSMED Act — The Tax Disallowance Weapon

Consequence for Defaulting Client

Activates 45-day statutory payment right — non-
payment triggers compound interest

Compound interest begins accruing at 3x RBI bank rate
from Day 46

Bypasses slow civil courts; facilitation council conducts
arbitration within 90 days

Cheque bounce = criminal offence; obtain bank memo
confirming dishonour

Gives debtor 15 days to pay; failure to pay enables
criminal complaint

Criminal prosecution; imprisonment up to 2 years OR 2x
cheque amount fine

Collector can attach and auction debtor's land or
buildings in UP to recover the debt

Under Section 23 of the MSMED Act, interest paid by a buyer on late payments to an MSME CANNOT be claimed as a
deductible business expense for income tax purposes. This creates a powerful financial incentive for corporate clients to settle
MSME invoices within 45 days.
How to use this in client advisory: Tell corporate clients that delaying payment to an MSME not only triggers compound
interest at 3x bank rate — it also INCREASES their taxable income by the amount of interest paid. The penalty is effectively
double.
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Glossary of Abbreviations & Key Terms

Term Full Form Pl nglish Meaning

AlIS Annual Information Statement Tax department's aggregated view of your financial data from banks, employers, registrars, and
brokers — must match your ITR

AOA Articles of Association Internal governance rules of a company — who votes, how decisions are made, share transfer
restrictions

AOC-4 Annual Return of Accounts Annual financial statement upload to the MCA portal (mandatory for OPC and Pvt Ltd)

CGST Central Goods and Services Tax GST collected by the Central Government on intra-state transactions (split equally with SGST)

CTP Casual Taxable Person A person who occasionally supplies goods/services outside their home state without a fixed place of
business

DSC Digital Signature Certificate Legally recognised electronic signature required for MCA/ROC filings and SPICe+ submission

DIN Director Identification Number Unique 8-digit ID issued to every company director — mandatory for all directorship appointments

ECO E-Commerce Operator Platform that owns/operates a digital marketplace (Amazon, Flipkart, Swiggy, Zomato)

GTA Goods Transport Agency A transporter issuing a consignment note; GTA services to registered businesses attract RCM

IGST Integrated Goods and Services Tax GST on inter-state transactions — collected by Central Government and apportioned to destination
state

ITC Input Tax Credit GST paid on purchases that can be offset against GST collected on sales — the core mechanism

eliminating tax-on-tax

ITR Income Tax Return Annual tax filing form (ITR-3, ITR-4, ITR-6 depending on taxpayer type)
LUT Letter of Undertaking Document filed by exporters to supply at zero GST rate without making an upfront cash payment
MGT-7 Annual Return Annual shareholder and director information upload to MCA (Pvt Ltd); MGT-7A is the simplified OPC
version
MOA Memorandum of Association A company's constitutional document defining its objectives and scope of business activities
MSME Micro, Small & Medium Enterprise Classification under MSMED Act 2006; registration unlocks 45-day payment rights and government
benefits
NI Act Negotiable Instruments Act 1881 Law governing cheques, promissory notes, and bills; Section 138 deals with cheque dishonour
OIDAR Online Information Database Access Automated internet-delivered services (SaaS, streaming, digital downloads) — special GST rules
and Retrieval apply
OPC One Person Company A company with exactly one natural person as member; introduced under Section 2(62) Companies
Act 2013
PAN Permanent Account Number 10-character alphanumeric tax identity required for all entities and individuals
PTEC Professional Tax Enrolment Registration for self-employed professionals to pay their own annual professional tax in PT-levying
Certificate states
PTRC Professional Tax Registration Employer registration to deduct and remit professional tax from employees' salaries
Certificate
RCM Reverse Charge Mechanism GST framework where the recipient pays tax directly to government instead of the supplier
SFT Statement of Financial Transactions Automated report banks file with IT department when certain cash/credit thresholds are crossed
SGST State Goods and Services Tax GST collected by the State Government on intra-state transactions (split equally with CGST)
SPICe+ Simplified Proforma for Incorporating  One-stop incorporation form on MCA portal — simultaneously generates COI, PAN, TAN, EPFO/ESIC

Company electronically

TAN Tax Deduction Account Number 10-character ID for entities that deduct TDS from payments (salary, contractor fees, etc.)

TCS (GST) Tax Collected at Source Amount collected by E-Commerce Operators at 1% from sellers' proceeds; deposited to government
via GSTR-8

TDS Tax Deducted at Source Income tax deducted by payer before making payment; deductee claims credit in ITR
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Source List — Official References

All legal information in this toolkit is drawn from official statutes, government portals, and reported judgments.

A. Central Statutes
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Statute
Companies Act, 2013
Indian Partnership Act, 1932

CGST Act, 2017

IGST Act, 2017
Income Tax Act, 1961

MSME Development Act, 2006

Negotiable Instruments Act, 1881

UP Shops & Commercial Establishments

Act, 1962

Key Provisions Cited
S.2(62) OPC, S.2(68) Pvt Ltd, S.118 Minutes, S.139 Audit
S.4 Definition, S.18 Mutual Agency, S.69 Unregistered firms

S.22-24 Registration, $.9(3)/(4)/(5) RCM, S.16 ITC, S.52 TCS,
5.68/83/122

S.2(17) OIDAR, S.5(3) Inter-state RCM, S.14 OIDAR rules
S.40A(3), S.44AD/44ADA, S.68, S.115BBE, S.269SS, S.269ST, S.269T

S.15 Payment timeline, S.16 Compound interest, S.18 Arbitration, S.23
Tax disallowance

S.138 Cheque dishonour, criminal prosecution

S.4 Registration within 30 days, S.29 Penalties

B. Key Notifications & Circulars

Notification

Notification 12/2017-CTR (as amended)
Notification 13/2017-CTR

Notification 5/2017-CT

Notification 10/2017-IT

Notification 34/2023-CT

Companies (Incorporation) Second

Amendment Rules, 2021

CBDT Circular — Section 194BA

C. Key Case Law

(of- 1-1-}

Salomon v. A. Salomon & Co. Ltd.

Renusagar Power Co. v. State of UP

Union of India v. Mohit Minerals Pvt. Ltd.

Dashrath Rupsingh Rathod v. State of
Maharashtra

Bimal Bhasin v. Union of India

In re Kunal Chandrakant Shah

In re Orthomed Hospital

Roshan Di Hatti v. CIT

AAR West Bengal — Relevant AAR

AAR Tamil Nadu — Relevant AAR Ruling

Subject

GST Exemption List — healthcare services (Entry 74), legal
services to individuals (Entry 45)

RCM on specified services — legal services to business entities,
GTA, sponsorship, director services

Persons exempt from registration when exclusively making RCM
supplies under S.9(3)

Inter-state service supply exemption up to X20L for service
providers

Conditional exemption for intra-state e-commerce suppliers below
threshold

Removal of mandatory OPC conversion thresholds; residency
reduction to 120 days

Guidelines on wallet-wise net-winnings computation under online
gaming TDS provisions

Citation Significance

[1897] AC 24 — House of Lords
founders

(1988) 4 SCC 59 — Supreme Court
veil

(2022) SCC Online SC 657 — Supreme
Court

(2014) 9 SCC 129 — Supreme Court

Delhi High Court — Relevant HC Ruling

Ruling sellers

Supreme Court — Landmark IT Ruling
115BBE

D. Official Government Portals
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Official Source
indiacode.nic.in / mca.gov.in
indiacode.nic.in

gst.gov.in / indiacode.nic.in

gst.gov.in
incometax.gov.in

msme.gov.in

indiacode.nic.in

up.gov.in / niveshmitra.up.nic.in

Source

cbic.gov.in

cbic.gov.in

cbic.gov.in

cbic.gov.in

cbic.gov.in

mca.gov.in

incometax.gov.in

Foundational corporate veil principle — company is separate from its

Clean corporate books and separate accounts needed to preserve corporate

GST co-operative federalism; ITC mechanism protection

Section 138 NI Act — cheque bounce criminal jurisdiction and accountability

Law firms exclusively in RCM + exempt services need not register for GST

Marketplace platform qualifying as ECO - mandatory registration for all

Mixed medical clinics must separate taxable and exempt income streams

Unexplained bank credits attract Section 68 + 78%+ tax rate under Section
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Portal

MCA / Ministry of Corporate Affairs

GST Portal
Income Tax Portal
Nivesh Mitra (UP)
E-Way Bill Portal

MSME Samadhaan

Udyam Registration Portal

CBIC India

Purpose

Company incorporation, ROC filings, director KYC

GSTIN registration, GSTR-1, GSTR-3B, GSTR-8, GSTR-9 filing

ITR filing, AIS download, TDS verification, advance tax payment

UP Shops & Establishments Act registration, UP business licences
Generate E-Way Bills for goods movement — intra-UP and inter-state

File delayed payment complaints; MSME Facilitation Council
arbitration

MSME Udyam Certificate registration for all MSMEs

All GST notifications, circulars, and rate schedules

END OF DOCUMENT
The LexSphere ¢« Legal Services & Education ¢ Varanasi

Advanced Commercial Compliance & Risk Management Toolkit 2026

© The LexSphere Legal Services & Education, Varanasi

URL

mca.gov.in
gst.gov.in
incometax.gov.in
niveshmitra.up.nic.in
ewaybillgst.gov.in

samadhaan.msme.gov.in

udyamregistration.gov.in

cbic.gov.in
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