Conversion of Loan into Equity – Section 62(3) of the Companies Act, 2013
When a Company wants to decrease its Liabilities without any cash exchanges and to avoid scarcity of its financial resources then it has an option for Conversion of its Loan into the Share Capital of the Company as it does not requires any immediate outlay of funds.
Section 62(3) of the Companies Act, 2013 highlights the Provisions relating to the Conversion of Loan into the Share Capital of the Company.
Provision:
Section 62(3) nothing in this section shall apply to the increase of the subscribed capital of a company caused by the exercise of an option as a term attached to the debentures issued or loan raised by the company to convert such debentures or loans into shares in the company. 
Provided that the terms of issue of such debentures or loan containing such an option have been approved before the issue of such debentures or the raising of loan by a special resolution passed by the company in general meeting.
Explanation: 
Where a company wants to increase its subscribed capital by way of loan on such terms that the Loan can be converted into Share Capital.
Provided that such option should be approved by at least 75% of the shareholders by passing a Special Resolution in the General Meeting of the Company at the time of taking such Loan.
Hence it is concluded that Approval from Shareholders for Conversion of such Loan into Share Capital should be taken at the time of taking such Loan.  
Procedure undertaken for Conversion of Loan into Share Capital
Procedure before Accepting Loan or Issuing Debentures :
1. Hold a Board Meeting and Pass board Resolution for Acceptance of loan or issue of Debenture along with approving the terms and Conditions as being notified in the agreement and to issue the notice for calling an extraordinary General Meeting of the Shareholders.
2. Company shall pass Special Resolution approving the terms specified in the agreement before taking such loan.
3. File MGT_14 within 30 days of passing Special Resolution to the Registrar of Companies.
4.  Companies shall enter into an agreement containing the terms of loans. Provided that it should specifically mentions the Condition for Conversion of such loan into Equity.




Procedure for converting Loan into Equity:

1. Hold a Board Meeting and Pass a Board Resolution for Allotment of Equity Shares as per the terms of Allotment.
2. Prepare a List of Allottes.
3. File e-form PAS_3 within 30 days of pass such Board Resolution to the Registrar of Companies.

FAQ’S

1. Whether Valuation is required for Conversion of Loan into Equity?

Solution: Yes, Valuation from a Registered Valuer is required for evaluating the price of Shares of the Company.

2. Whether we can modify the terms of Loan specifying the condition for conversion of such loan into equity?

[bookmark: _GoBack]Solution: No, we cannot modify the condition as the act clearly mentions that Special Resolution is required to be passed at the time of taking loan, however other terms can be modified.

3. Can a company convert its unsecured Loan from Director into Equity Shares?

Solution: Yes, Company can convert its Unsecured Loan from Director into Equity Shares provided that Special Resolution is passed and E-form MGT_14 is filled with the Registrar of Companies.

4. Whether a Company has accepted Loan on or before 1st April 2014 under the Companies Act, 1956 and wanted to convert such loan into Equity shares at present is permitted? 

Solution: No, Company cannot convert such loan into shares according to section-62(3) of Companies Act, 2013 except if company has passed the special resolution at the time of acceptance of loan. 
