One Person Company

What is a One Person Company?

A One Person Company (OPC) is a type of business structure that allows a single
individual to operate a company as its sole owner. This concept was introduced in
India under the Companies Act of 2013, which aimed to encourage
entrepreneurship by providing a simpler and more flexible framework for small
businesses. In an OPC, the owner has limited liability, meaning that their personal
assets are protected from the company’s debts and liabilities. The OPC can be
registered as a private limited company, and it must have at least one director and

one shareholder, who can be the same person.

Advantages of Forming an OPC

1. Limited Liability Protection: One of the most significant advantages of an
OPC is that it provides limited liability protection to its owner. This means
that if the company incurs debts or faces legal issues, the owner’s personal
assets are generally safe from being used to settle those obligations.

2. Sole Ownership: An OPC allows for complete control over business
decisions since there is only one owner. This simplifies decision-making
processes and enables quick responses to market changes without needing
consensus from partners or shareholders.

3. Separate Legal Entity: An OPC is recognized as a separate legal entity
from its owner. This status allows the company to enter into contracts, own
property, and sue or be sued in its name, providing additional credibility in
business dealings.

4. Simplified Compliance Requirements: Compared to other types of
companies, OPCs have fewer compliance requirements and regulatory
burdens. This makes it easier for entrepreneurs to manage their businesses
without getting bogged down by excessive paperwork.



5.

Tax Benefits: Depending on jurisdiction, OPCs may enjoy certain tax
benefits compared to sole proprietorships or partnerships. For example, they
might be eligible for lower corporate tax rates or specific deductions
available only to companies.

Easier Access to Funding: As a registered company, an OPC may find it
easier to secure funding from banks and investors compared to unregistered
businesses due to its formal structure and limited liability feature.

Perpetual Succession: An OPC continues to exist even if the owner passes
away or decides to leave the business. The ownership can be transferred
easily through shares, ensuring continuity in operations.

Disadvantages of an OPC

1.

Limited Scope of Business Activities: An OPC cannot engage in certain
activities such as non-banking financial investment activities or any other
business that requires more than one member according to regulations set
forth by governing bodies.

Higher Compliance Costs: While compliance requirements are generally
lower than those for larger companies, there are still costs associated with
maintaining an OPC’s legal status, including annual filings and audits
depending on revenue thresholds.

Restrictions on Shareholding: An OPC can only have one shareholder;
thus, it cannot raise capital through public offerings or attract multiple
investors easily like other types of companies can.

Conversion Limitations: If an OPC grows beyond certain thresholds (like
exceeding a specified turnover), it may need to convert into another type of
company (such as a private limited company), which involves additional
regulatory processes and costs.

No Option for Multiple Directors Initially: Although an OPC must have at
least one director initially, if the need arises for more directors later on due



to growth or operational needs, this could complicate governance structures
since it was originally designed for single ownership.

6. Limited Exit Options: Selling an OPC can be more complicated than
selling other types of businesses because potential buyers may prefer
established partnerships or corporations with multiple stakeholders rather
than dealing with a single-owner entity.

In summary, while forming a One Person Company offers several advantages such
as limited liability protection and simplified compliance requirements, there are
also notable disadvantages including restrictions on shareholding and potential
conversion limitations as the business grows.

Features of One Person Company

A One Person Company (OPC) is a unique business structure that allows a single
individual to own and operate a company. Here are the key features of an OPC
explained in simple language:

1. Single Member Ownership An OPC can have only one member, which means
that one person can be the sole owner of the company. This is different from other
types of companies, which usually require at least two members.

2. Legal Entity An OPC is recognized as a separate legal entity. This means that
the company has its own legal identity, distinct from its owner. As a result, the
owner’s personal assets are protected from any liabilities or debts incurred by the
business.

3. Limited Liability The owner’s liability in an OPC is limited to their investment
in the company. If the business faces financial difficulties or debts, creditors
cannot claim the owner’s personal assets to settle those debts.

4. Nominee Requirement When forming an OPC, the sole member must appoint a
nominee who will take over the company in case of the member’s death or
incapacity. This ensures continuity of the business without disruption.



5. Maximum Directors An OPC can have up to 15 directors, allowing for
flexibility in management and decision-making processes within the company.

6. Fewer Compliance Requirements Compared to private companies, OPCs have
fewer regulatory requirements and compliance obligations. For instance, they do
not need to hold annual general meetings (AGMs), making it easier for owners to
manage their businesses.

7. Easy Registration Process The process of registering an OPC is
straightforward and requires minimal documentation compared to other types of
companies. This encourages more individuals to start their own businesses.

8. Foreign Funding Allowed Unlike sole proprietorships and partnerships, an
OPC can accept foreign funding, which opens up additional avenues for capital
investment and growth.

9. Complete Ownership The single member retains complete ownership and
control over all aspects of the company without needing to share profits or
decision-making with others.

10. Perpetual Succession An OPC enjoys perpetual succession, meaning it
continues to exist even if the owner passes away or decides to leave the business.
The appointed nominee will take over seamlessly.

In summary, a One Person Company offers various advantages such as limited
liability protection, ease of registration, fewer compliance requirements, and
complete ownership while ensuring continuity through a nominated successor.

How is an OPC different from a sole proprietorship?

When starting a business, individuals often consider two popular options: Sole
Proprietorship and One Person Company (OPC). While both structures allow for
single ownership, they have significant differences that can affect how the business
operates. Here’s a detailed comparison of the two.

1. Definition and Structure



A Sole Proprietorship is the simplest form of business organization where
one individual owns and operates the business. This means that there is no
legal distinction between the owner and the business itself.

A One Person Company (OPC), on the other hand, is a type of private
company that can be formed with just one member or shareholder. It is
recognized as a separate legal entity under the Companies Act, 2013 in
India.

2. Registration Requirements

For a Sole Proprietorship, formal registration is not mandatory. The owner
can start operating without going through any complex registration
processes.

In contrast, an OPC must be registered with the Registrar of Companies
(RoC). This involves several steps including obtaining a Director
Identification Number (DIN), drafting necessary documents like
Memorandum of Association, and completing incorporation formalities.

3. Legal Status

A Sole Proprietorship does not have a separate legal identity from its
owner. This means that if the business incurs debts or faces legal issues, the
owner’s personal assets are at risk.

An OPC, however, has its own legal identity distinct from its owner. This
provides limited liability protection to the owner, meaning their personal
assets are generally protected from business liabilities.

4. Liability

In a Sole Proprietorship, liability is unlimited; if the business fails or faces
lawsuits, creditors can pursue personal assets of the owner.

With an OPC, liability is limited to the amount invested in the company.
The owner’s personal assets are usually safe from claims against the
company.

5. Taxation



« Income generated by a Sole Proprietorship is taxed as personal income for
the owner, which may lead to higher tax rates depending on total income.

« An OPC pays corporate taxes on its profits, which might offer tax
advantages depending on earnings and applicable tax laws.

6. Continuity of Existence

« A Sole Proprietorship ceases to exist if the owner dies or becomes
incapacitated since it lacks continuity.

« An OPC, being a separate legal entity, continues to exist independently of
its owner’s status. This allows for smoother transitions in ownership or
management.

7. Compliance Requirements

« A Sole Proprietorship has minimal compliance requirements and less
regulatory oversight compared to companies.

« An OPC, while having fewer compliance obligations than larger
corporations, still requires adherence to certain regulations such as annual
filings and maintaining statutory records.

In summary, while both Sole Proprietorships and One Person Companies allow
individuals to run businesses alone, they differ significantly in terms of registration
requirements, legal status, liability protection, taxation methods, continuity of
existence, and compliance obligations. Choosing between them depends on various
factors including risk tolerance, financial goals, and long-term plans for growth.

Minimum Capital Requirements for OPC Registration

Understanding the minimum capital needed for an OPC registration in India is
one of the crucial aspects of its setup. The Companies Act 2013 says X1 lakh as the
minimum paid-up capital for an OPC. Given its small size in relation to other kinds
of companies, this amount attracts young people to start their own.
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On the other hand, a Public Limited Company has a bigger limit, whereas

a Private Limited Company also has a minimum paid-up capital of 1 lakh.
OPCs’ lower capital need motivates people to go into business free from heavy
beginning spending.

Registration Requirements for an OPC

An One Person Company (OPC) in India is a unique business structure that allows
a single individual to own and operate a company. The registration requirements
for an OPC include the following steps:

1.

Eligibility Criteria: The sole member of the OPC must be a natural person
who is an Indian citizen and resident in India. This means that at least 182
days of the financial year should be spent in India.

Digital Signature Certificate (DSC): The applicant must obtain a Digital
Signature Certificate, which is necessary for signing electronic documents
during the registration process.

Director Identification Number (DIN): The sole member must apply for a
Director Identification Number, which is required to act as a director of the
company.

Name Reservation: The next step involves reserving the name of the OPC
through the Ministry of Corporate Affairs (MCA) portal. The name should
be unique and not similar to any existing company or trademark.

Incorporation Documents: The following documents need to be prepared
and submitted:

« Memorandum of Association (MoA): This document outlines the
company’s objectives.

« Articles of Association (AoA): This document contains the rules
governing the company’s operations.

« Proof of registered office address: This can be a rental agreement or
utility bill in the name of the owner.
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6. Filing with MCA: All these documents are then filed with the Registrar of
Companies (RoC) through forms like SPICe+ (Simplified Proforma for
Incorporating Company Electronically Plus).

7. Certificate of Incorporation: Upon successful verification, the RoC issues
a Certificate of Incorporation, officially recognizing the OPC as a legal
entity.

Can an OPC Have More Than One Director?

No, An One Person Company cannot have more than one director. By definition,
an OPC is designed to allow only one individual to own and manage it. However,
it is permitted to appoint one additional nominee who will take over in case of
incapacity or death of the sole member. This nominee does not have any rights in
managing or controlling the company unless they become a member after such
events occur.

Taxability of OPCs in India

One Person Companies (OPCs) are taxed as companies under the Income-tax Act,
1961, meaning they are subject to a flat 30% tax on their net profits. Additionally,
they are liable to pay cess and, if applicable, a surcharge.

For example, if an OPC earns a net profit of *10 lakhs in the financial year 2023-
24, its tax liability will be calculated as follows:

o Income Tax (30%): %10 lakhs % 30% = %3,00,000

« Surcharge: Not applicable, as surcharge is levied only if income exceeds X1
crore.

« Cess (4% on income tax): %3,00,000 x 4% = 312,000

Total Tax Liability: %3,00,000 + 12,000 = %3,12,000



Is there any minimum capital requirement for starting an OPC?

Yes, there is a minimum capital requirement for starting an OPC. According to
the Companies Act of 2013, the minimum paid-up capital required for
registering an OPC is X1 lakh. This means that when you set up your OPC, you
need to ensure that you have at least X1 lakh as the initial investment in the
company.

Why is this Minimum Capital Important?
The requirement of 1 lakh as minimum paid-up capital serves several purposes:

1. Accessibility for Entrepreneurs: The relatively low amount makes it easier
for individuals to start their own businesses without needing a large sum of
money upfront. This encourages more people to take the leap into
entrepreneurship.

2. Financial Planning: Having this minimum capital helps entrepreneurs plan
their finances better. They can consider various sources such as personal
savings, loans, or investments from family and friends to meet this
requirement.

3. Business Growth Potential: While X1 lakh is the minimum required, it’s
important for business owners to think about future growth. As their
business expands, they may need additional funds which can be raised
through various means like attracting investors or taking loans.

4. Legal Compliance: Meeting the minimum capital requirement is also
crucial for compliance with legal regulations set forth in the Companies Act.
It ensures that the company has enough resources to operate effectively and
fulfill its obligations.

Conclusion

In summary, starting a One Person Company (OPC) in India requires a minimum
paid-up capital of 1 lakh. This requirement not only facilitates easier entry into
the business world but also lays down a foundation for financial planning and
growth potential.



Can foreign nationals own or form an OPC?

To understand whether foreign nationals can own or form a One Person Company
(OPC) in India, we need to look at the rules and regulations governing OPCs as per
Indian law.

1. Definition of One Person Company (OPC)

A One Person Company is a type of business structure that allows a single
individual to operate and manage a company with limited liability. This means that
the owner is only responsible for the company’s debts up to the amount they
invested in it, protecting their personal assets from business liabilities.

2. Eligibility Criteria for OPC Formation

According to the Companies Act, 2013, which governs the formation of companies
in India, there were specific eligibility criteria for forming an OPC. Initially, these
criteria stated that the sole member of an OPC must be a natural person who is a
citizen and resident of India. This meant that foreign nationals could not directly
form an OPC in India.

3. Recent Amendments

However, significant changes were made with the Companies (Incorporation)
Second Amendment Rules, 2021. This amendment allowed Indian citizens who are
non-resident Indians (NRIs) to incorporate an OPC in India. The key points from
this amendment include:

« A natural person who is an Indian citizen can now incorporate an OPC
regardless of their residency status.

« This change opened doors for NRIs to start businesses in India without
needing to reside there physically.

4. Implications for Foreign Nationals

While NRIs can now form an OPC under the new rules, foreign nationals who are
not Indian citizens still cannot directly own or form an OPC in India. The law
specifically requires that the sole member must be an Indian citizen, whether they
live in India or abroad. Therefore:



« Foreign nationals cannot own or form an OPC in India directly.

« They would need to explore other types of business structures if they wish to
invest or operate in India.

5. Alternative Options for Foreign Nationals
foreign nationals interested in doing business in India have other options available:

« They can establish a Private Limited Company (PTC) or Public Limited
Company (PLC), which allows for multiple shareholders and does not
restrict ownership based on citizenship.

« They may also consider forming partnerships or joint ventures with Indian
citizens or companies.

In summary, while NRIs can now set up One Person Companies due to recent
amendments, foreign nationals cannot own or form an OPC in India directly, as the
law mandates that only Indian citizens can do so.

What Happens if the Sole Member of an OPC Dies?

In the case of a One Person Company (OPC), which is a type of business structure
in India, the death of the sole member has specific implications. An OPC is
designed to allow a single individual to own and operate a company while enjoying
limited liability. However, one critical aspect is that the OPC must have a nominee
appointed at the time of its incorporation. This nominee is responsible for taking
over the company in the event of the sole member’s death.

Upon the death of the sole member, the following steps typically occur:

1. Nominee Activation: The nominee, who was designated during the
registration of the OPC, will step in to manage and continue the business
operations. It is crucial that this nominee is aware and willing to take on this
responsibility.

2. Legal Formalities: The nominee must complete certain legal formalities to
assume control over the OPC. This includes notifying relevant authorities



such as the Registrar of Companies (RoC) about the change in membership
due to death.

Transfer of Ownership: The ownership rights will transfer from the
deceased member to the nominee, allowing them to continue running or
eventually dissolve or sell off assets as per their discretion.

Closure or Continuation: If there are no further plans for continuation by
the nominee, they may choose to close down or liquidate the company
following legal procedures.

Will Considerations: If there’s a will left by the deceased member
specifying different arrangements for their business interests, those
instructions would need to be followed after legal validation.

Are There Any Compliance Requirements Specific to OPCs?

Yes, One Person Companies (OPCs) have specific compliance requirements that
differ from other types of companies:

1.

Annual Compliance: OPCs are required to hold an annual general meeting
(AGM) and file annual returns with financial statements with RoC every
year.

Financial Statements Audit: Depending on turnover and capital limits set
by law, an OPC may need its financial statements audited by a qualified
chartered accountant.

Maintaining Statutory Registers: An OPC must maintain various statutory
registers like register of members, register of directors, etc., as mandated by
law.

Filing Changes with RoC: Any changes regarding directors or registered
office must be reported promptly to RoC within prescribed timelines.

Tax Compliance: Like any other corporate entity, an OPC must comply
with tax regulations including Goods and Services Tax (GST) registration if
applicable and filing income tax returns annually.



6. Conversion into Other Structures: If an OPC exceeds certain thresholds in
terms of paid-up capital or turnover, it may need to convert into a private
limited company or public limited company as per regulatory requirements.

Can | Convert My Existing Business into an OPC?

Yes, you can convert your existing business into an One Person Company (OPC),
provided you meet certain criteria set forth by Indian law:

1. Eligibility Criteria: Your existing business should ideally be a sole
proprietorship or partnership firm looking for limited liability benefits
without changing ownership structure drastically.

2. Application Process:

« You need to apply for conversion through Form INC-6 along with
necessary documents such as proof of identity and address.

« Obtain approval from shareholders if applicable.

« Ensure compliance with all regulatory requirements before conversion
including obtaining Digital Signature Certificates (DSCs) and
Director Identification Numbers (DINS).

3. Documentation Required:
« Memorandum and Articles of Association tailored for an OPC.
« A declaration confirming that your business meets eligibility criteria.

« Details about your existing business operations including financial
statements for assessment purposes.

4. Post-Conversion Compliance:

« After conversion, you will need to adhere strictly to all compliance
requirements applicable specifically to OPCs as discussed earlier.



« Ensure proper documentation is maintained post-conversion reflecting
your new status as an OPC.

5. Legal Implications: It’s advisable to consult with legal professionals during
this process since converting your business structure involves various legal
implications that need careful handling.

In summary, converting your existing business into an OPC can provide benefits
like limited liability protection but requires adherence to specific processes and
compliance norms set forth by regulatory authorities.



