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Conversion of Sole Proprietorship into Private Limited
Company

A Sole Proprietorship is a business entity wholly owned and controlled by an individual. It is
ideal for those starting_small businesses, but as the business grows, transitioning to a more
structured entity like a Private Limited Company offers significant advantages. In this article,

we’'ll explore the process and benefits of converting a Sole Proprietorship into a Private
Limited Company.

Benefits of Private Limited Company

Separate Legal Entity:

Unlike a Sole Proprietorship, a Private Limited Company is recognized as a separate legal
entity. This means the company can own assets, incur liabilities, and enter into contracts
independently of its owners.

Limited Liability:

In a Private Limited Company, the liability of shareholders is limited to the extent of their
shareholding. This protects personal assets from business liabilities, unlike a Sole
Proprietorship where the owner’s personal assets are at risk.
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Tax Advantages:

Companies are subject to corporate tax rates, which can be more favourable compared to
individual income tax rates applicable to Sole Proprietorships. Additionally, companies
can_benefit from various tax deductions and allowances.

Transferability of Shares:

Shares in a Private Limited Company can be transferred, providing flexibility in ownership and
investment opportunities. This is not possible in a Sole Proprietorship where ownership cannot
be transferred.

Enhanced Borrowing Capacity:

Financial institutions and banks prefer lending to Private Limited Companies due to their
structured nature and legal recognition. Companies can also issue debentures and raise
capital more effectively.

Process of Conversion
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Name Reservation

The first step is to reserve a name for the proposed company. This can be done through the
RUN (Reserve Unique Name) web service, which is simple and user-friendly.

Incorporation through SPICE+ Form
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The incorporation of a Private Limited Company is done using the SPICE+ (Simplified
Proforma for Incorporating Company Electronically Plus) form. This process is divided into two
parts:

— Part A: Name Reservation of the Company

— Part B: Incorporation services, including applications for Director Identification Number
(DIN), issuance of PAN and TAN, mandatory registrations like EPFO, ESIC, and Professional
Tax (for Maharashtra), opening a bank account, and GSTIN allotment.

Document Preparation

The following documents are required:

o

Articles of Association (AOA)
Memorandum of Association (MOA)

(o]

(e]

Declarations by proposed directors and subscribers

o

Identity and address proofs of the directors

(o]

Address proof of the registered office (utility bills not older than two months)
Asset and Liability Transfer

Assets and liabilities of the Sole Proprietorship are transferred to the new Private Limited
Company through appropriate agreements and contracts. Any outstanding debts need to be
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settled before conversion.
Bank Account Transition

A new bank account must be opened in the name of the Private Limited Company. All existing
bank accounts under the Sole Proprietorship must be closed.
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Compliance and Filings

Annual filings include submitting the Annual Return (Form MGT-7) and Financial Statements
(Form AOC-4) along with the Board Report and Auditor’s Report to the Registrar of
Companies.

Upon verification of the application and documents, the Registrar of Companies will issue a
Certificate of Incorporation (COI). This certificate includes the Company Identification Number
(CIN) and Permanent Account Number (PAN) and signifies the official existence of the

company.
Conclusion

Converting a Sole Proprietorship into a Private Limited Company offers several advantages,
including a separate legal entity status, limited liability, tax benefits, and better access to
financing. This transition not only secures the personal assets of the owner but also provides a

solid foundation for business growth and expansion.
For professional assistance with the conversion process, visit www.cajdshah.com to get expert

guidance tailored to your business needs.
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