
#35

Conversion of a LLP to a Company
 
This  article  focuses  on  the  conversion  of  a  LLP  to  a  Company  in  the

context  of  the  changes  brought  to  the
Companies Act 2013 (CA2013) read with the
Companies  (Authorised  to  Register)  Rules,
2018  vide  Companies  (Amendment)  Act  of
2017 (CA2017).

I. Overview  of  the  law  for
conversion 

Sections 366 to 374 (both inclusive) of  CA
2013  read  along  with  the  corresponding  rules  allow  the  conversion  of
certain entities (Trust / Society / LLP / Co-operative Society) to a company
subject  to  compliance  with  certain  procedures.  However,  this  article
focuses  on  only  conversion  of  LLP  to  a  company.  Hitherto,  with
respect to LLP, such conversion was possible only if there were a minimum
of 7 partners in the LLP.  The Central Government has amended the
provisions allowing a LLP to convert to a Private Limited company
even if it has 2 partners. 

This is a welcome move by the Government since entrepreneurs can start
off with 2 partners as a LLP and then convert to a company if the business
so demands. It is a known fact that compliances for a LLP are much lower
than that of a company. Start-ups who are in a boot-strap mode, wanting
to focus on the business rather than the compliances can now opt for a
LLP to start with and convert at a later stage to a Private Limited Company
during the growth phase.

II. What  is  the  impact  of  such
conversion ?    

 All  the  moveable  and  immovable
property  including  actionable  claims
held  by  the  LLP  shall  vest  in  the
company.

 Examples of actionable claims - any money receivable by the LLP in
terms of dividend from investments made or claims for arrears of rent
to  be  received  or  any  earnest  money  receivable.  All  of  these  shall
continue to vest in the name of the company. 

 All  the  rights  and  liabilities  of  the  LLP  in  respect  of  any  debt  or
obligation  or  contract  entered  into  prior  to  such  conversion  shall
continue in the name of the company. 

 All the contracts entered into with various stakeholders’ viz., vendors,
customers,  service  providers,  consultants  and  employees  shall
continue  upon  conversion.  At  best  they  may  have  to  be  intimated
about the change.
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 All legal proceedings shall continue in the name of the new company.  

 A welcome addition is that  on registering as a company there is an
automatic dissolution of the LLP,  obviating the need for  further
compliances. Cost and time is saved. While fresh business registrations
(PAN,  TAN,  PT,  IEC,  GST,  Shops  and  Establishments)  will  not  be
required, the respective authorities will have to be intimated following
the  prescribed  procedures.  Similarly  banks,  customers,  vendors  and
other government departments will  have to be communicated about
the  change  by  furnishing  the  Certificate  of  Incorporation  of  the

Company.

 No  stamp  duty  shall  be  paid  on  such
conversion since the transfer or vesting
of property from the LLP to a Company is
a  statutory  vesting  and  no  separate
instrument is required to be registered.

III. Procedure  for  conversion  of  LLP
to Company 

1. Conducting a meeting of its partners for taking majority approval

2. Provide a notice of 21 days to the concerned Registrar for it to raise
any  objection  to  such  conversion.  In  case  there  are  no  objections
raised by the Registrar with the said 21 days, it shall be deemed that
there are no objections.

3. Obtaining Consent or NOC from all secured creditors of the LLP

4. 21 days clear notice to the public by way of newspaper advertisement
(both  in  English  and  vernacular  language)  in  Form  URC  2  format,
calling for objections if any

5. Filing of Form URC 1 and approval from ROC

IV. Documents / Information required

An application for conversion shall be made to the ROC by the LLP in Form
URC 1 along with the following information / documents :

 Details  and  description  of  the  instrument  constituting  the  LLP  (LLP
Agreement to be enclosed)

 Affidavit  of  Partners seeking Dissolution and consent of the majority
partners for conversion

 Number of shares taken and the amount paid up on such shares 
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 Date of passing the resolution for conversion along with copy of such
resolution

 Total  amount  of  property  i.e.  moveable,  immovable  and  actionable
claims 

 Outstanding secured debt, if any

 Copy of the newspaper publication in Form URC 2 

 Certificate from a CA/CS/CWA regarding compliance with the Stamp act
,1899

 Notice sent to the ROC for objections and consent certificate or NOC
from Secured Creditors

 Statement of Accounts of the LLP prepared not later than 15 days prior
to application, certified by an auditor

 Copy of the latest Income tax return of the LLP

 Certified by a practicing professional i.e. CA / CS/ CWA

On  filing  of  the  said  form,  ROC  approves  the  said  conversion  if  the
application  is  complete  in  all  respects.  Post  this  he  would  issue  a
Certificate of Incorporation in INC 11 to the company (Converted LLP).

This is not an automatic approval  and therefore a few weeks / months’
time may be taken by the ROC for scrutiny and clearance. 

V. Conclusion    

The changes made to the law, rules and procedure mentioned in
this article shall come into force on 15th August, 2018. 

The entrepreneurial  community as well  as small  businesses are
bound to benefit since the process for conversion is convenient,
comparatively less time consuming and cost effective to that of
dissolution  of  a  LLP  and  incorporation  of  a  new company  and
further transfer of such assets of the LLP to the new company. 

Sreenivasan Narasimhan
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