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Topic: Stages in the formation of a Company : 
Capital Subscription and Commencement of Business 

Subject: BUSINESS STUDIES 
 

 

Upon receipt of Certificate of Incorporation a private limited company can start its business. 

However a Public Company  needs to obtain a certificate of commencement of business to start its  

 Operations.  It has to follow two more steps before it start its operations.  

Capital Subscription and Commencement of Business 

 

  Capital Subscription: In this stage a company raises the required finance by issuing shares and debentures to  

the public. It involves the following steps.   

 

1.SEBI ( Securities and Exchange Board of India) approval: SEBI is the regulatory body which issues  

 Guidelines for the disclosure of information by companies to the potential investors at the time of issue of  

 Shares and Debentures. 

 

2. Filing of Prospectus: A copy of the prospectus or statement in lieu of prospectus is filed with the registrar 

Of the companies.  

 

3. Appointment of bankers, brokers, underwriters:  Bankers are appointed  so that money from the   

 Application of shares can be received. 

Brokers are appointed so that they can encourage the public to purchase the shares. 

Underwriters guarantee to purchase the securities if the public does not respond well. 

 

4. Minimum subscription: The minimum number of share applications which a company must receive  

 before it starts allotting shares to the public. It should be an amount equal to 90 % of the issued  

Capital. 

 

5. Application to stock exchange:  The company must seek permission from any one of the stock exchanges  

To deal in shares and debentures.  The permission must be received within 10 weeks from the closure of 

subscription list.  

In case the company fails to receive the permission then the money received through application money 



Should be refunded within eight days. 

 

6. Allotment of Shares: Now the company can allot shares to the applicants. The director or secretary  

 Of the Company must file “Return of allotment” with the registrar of the companies within 30 days  

 Of allotment. 

 

Commencement Of Business: 

Once the company raises funds through issue of shares then it applies to the Registrar of Companies 

Issue of Certificate of  Commencement Of Business. The registrar after verifying the documents  

 Issues the Certificate. On receipt of the certificate the public company  becomes a legal  entity and 

  can start its Operations.  

 

Documents required to be submitted in the process of Company formation 

 

1. Memorandum of Association (MoA): Doctrine of Outdoor management 

 

 MoA is the principal document for both private and public limited company.  

 This document defines the powers and objectives of the company. 

 It describes the scope of operation of the company and its relationship with the outside stakeholders. 

 A company can undertake only those activities which are mentioned in the MoA. 

 It is the charter document of the company. 

 

2. Article of Association (AoA): Doctrine of Indoor management 

 It defines the rules regarding the duties, powers, rights of BoD’s , Managers and officers. 

 It is subsidiary to MoA hence it cannot contradict anything stated in the MoA. 

 A public company may have its own AoA or it may adopt the model Article given in Table A of the  

Companies Act. 

 

3. Prospectus: 

 It is an invitation to the general public to subscribe to the shares and debentures of the company. 

 It can be in the form of document, circular, notice or an advertisement. 

 It contains information about the past and present performance and future prospects of the  

Company. 



 The information in the prospectus helps the investors to take decision whether to invest in the  

             Company. 

 Thus there should be no misleading information or statement in the prospectus. 

 In case a public ltd company decides to raise finance  privately then it will file a “statement in lieu of 

Prospectus.” 

4. Consent of Proposed Directors: 

 It is the document under which the proposed directors give their consent to become directors of the 

Company and buy qualification shares. 

 

5. Agreement: 

 This document contains the agreement to enter with individuals proposed to be appointed as  

MD or whole time Director.  
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