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Convertible loan agreement: recent legislative changes

On 12/05/2025, the RA National Assembly
adopted a package of legislative amendments
on the introduction of the procedure for con-
cluding and executing convertible loan agree-
ments. In particular, the package envisages
making amendments and supplements to the
RA Civil Code, the RA Tax Code and the RA
laws on Limited Liability Companies and on
Joint-Stock Companies. The aforementioned
package of amendments enters into force on
12/06/2025 and applies to relations arising
from agreements concluded after the effec-
tiveness thereof. Therefore, in this document
we will address the main regulations intro-
duced under these amendments.

This material does not address the peculi-
arities of concluding a convertible loan agree-
ment by financial organizations, as stipulated
in article 39.1! of the RA Law on the Central
Bank of the Republic of Armenia, as well as
the regulations on the taxation of convertible
loans.

What is the rationale behind the
need for these amendments?

In Armenia, in consideration of the prohibi-
tion set forth in the RA Civil Code, as well as
in RA Laws on Limited Liability Companies and
on Joint Stock Companies on releasing a par-
ticipant/shareholder of the company from the
obligation to pay for shares or from the obli-
gation to make a contribution in the author-
ized capital of a company by offsetting claims
against the company, in practice, the conclu-
sion of a convertible loan agreement was ex-
cluded, whereof the offset of obligation to re-
pay the loan to the company would occur. The
amendments exclude the applicability of the
said prohibition to the convertible loan agree-
ment.

What is a convertible loan?

The conclusion of a convertible loan agree-
ment will allow a joint stock or limited liability
company to provide a loan, while simultane-
ously allowing acquisition of a shareholding in
the authorized capital of that company, in-
stead of the obligation to repay the loan
amount or part thereof and/or pay interest or
part thereof. Moreover, such an opportunity
shall be initially envisaged in the convertible
loan agreement.

Furthermore, according to the new regu-
lations, in the case of limited liability compa-
nies, the provision of convertible loans to third
parties not deemed participants of the compa-
ny is not possible only in the case, where the
charter prohibits the increasing of the author-
ized capital through contributions of third par-
ties.

Do the amendments regulate the
conversion of foreign currency
loans; what do they envisage?

The prohibition to make cash (monetary)
investments in the authorized capital of legal
entities operating in the territory of the Re-
public of Armenia exclusively in Armenian
drams has not been removed. Instead, the
amendments stipulate that foreign currency
loans must be renewed and replaced with
loans in AMD in which case it should be
deemed that the investment is made in AMD.
Moreover, the exchange rate to be mandatori-
ly used as a basis is the average exchange
rate published by the Central Bank of the Re-
public of Armenia, formed on the currency
markets, as of the date on which the request
for conversion (or the application, in the case
of a limited liability company) is received (or
deemed received) by the borrowing company.
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Is the decision of the general
meeting required to conclude a
convertible loan agreement?

Both limited liability companies and
joint-stock companies are required to
have in place the decision on concluding a
convertible loan agreement adopted by
the general meeting of shareholders/
participants of the company (hereinafter
referred to as the “General Meeting”). For
both organizational types of companies,
such a decision should be adopted by the
unanimous voting; yet, for joint-stock
companies, the company’s charter may
stipulate a possibility of adopting a deci-
sion with at least 34 of the votes of all
owners of voting shares. Regarding the
applicability of the latter case, it is stipu-
lated that the shareholders of the compa-
ny who vote against the conclusion of the
convertible loan agreement will retain the
preemptive right to acquire shares subject
to subsequent issuance and allocation by
the company. Then, where these share-
holders decided to exercise their preemp-
tive rights, the borrowing company will be
relieved of fulfilling the obligation in kind
on condition that it compensates the loss-
es of the lender, specifically, it will be re-
lieved of the obligation to issue and allo-
cate shares in its authorized capital in fa-
vor of the lender.

When and how does the conver-
sion take place?

The conversion process commences
when the lender files a written conversion
request/application with the executive
body of the company, which shall include
justifications regarding the occurrence of
conditions set forth in the contract, in cas-
es where the agreement makes the emer-
gence of the conversion right conditional
upon certain events. If the contract stipu-
lates that the request/application shall be
deemed received when the conditions de-
fined in the contract occur, then as such
there will be no need to submit a separate

request/application at the time when such
conditions occur.

From the time when the request/
application is received or is deemed to be
received, the executive body of the com-
pany shall convene a general meeting, so
that all decisions required for the conver-
sion are made within 60 days from the
said date. The conversion shall be deemed
completed as of the moment of state reg-
istration of the relevant changes in the
charter capital and the composition of
participants and/or the size of sharehold-

ing.

Moreover, in the case of LLCs, the
lender’s contribution in the authorized
capital of the company shall be deemed
paid at the time of adopting the decisions
necessary for the conversion after receiv-
ing the conversion request; for JSCs, the
shares shall be deemed paid at the time
of their allocation.

At the same time, it is also essential
that in the event of a conversion, new
shares may be allocated at a price below
the market value.

This material was
10/06/2025.
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