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Liquidation

A company ceases to exist when it is dissolved. One of the ways to dissolve a company is to resort to the process of winding up or liquidation. It is not necessary that only insolvent company can be liquidated. Sometimes even solvent company is liquidated. Winding up is of two types: -  

· Winding up by court and

· Voluntary winding up (Members/ Creditors)

Liquidation process

1. Liquidation process begins with the appointment of official liquidator who is supposed to manage funds of liquidation process.

2. Creditor can appoint a person to take care of their dues. Such person is called the official receiver.

3. Notice given to the BOD by the liquidator to submit the estimate of assets and liabilities in prescribed form (form-57). This statement is called statement of affairs. This must be verified by the resolution of member and creditor by calling their respective meetings.

4. Liquidator begins the process of liquidating the assets and payment of liabilities.

5. Liquidator should prepare Annual Statement of affairs after 1 year of his appointment giving details of assets and liabilities liquidated since his appointment. Such statement is prepared on annual basis.

6. Make a list of B list contributory so that in case of  need calls can be made from them.

7. Submit Liquidator’s final statement of account upon completion of liquidation process.

Basically three statements are prepared: - 

1. Statement of liabilities of ‘B’ list contributories

2. Liquidator’s final statement of Account.

3. Statement of affairs or Deficiency Account.

Statement of liabilities of ‘B’ list contributories

	Creditors o/s on the date of ceasing to be member
	A

.shares
	B

shares
	C

shares
	D

shares
	Amount to be paid to the creditor

	1

2
	
	
	
	
	

	Total (a)
	
	
	
	
	

	Maximum liability (b)
(No of shares X uncalled per share)

Amount paid

[a or b whichever is less]
	
	
	
	
	


Notes: - 

1. Contributories are the present shareholders or past shareholders of the company. There are two kinds of contributories: -

· A list contributory – present shareholders

· B list contributory – past shareholders.

It must be noted that first the company makes a call on A list contributory. If they fails to pay then B list contributory are called for payment.

2. Only those shareholders are taken who were members during one year back of the date of liquidation. For example if liquidation taking place on 1st April 2003 then person who were members from 1st April 2002 to 1st April 2003. But if the member to whom they were originally allotted becomes insolvent then the person to whom the shares were transferred is also called B list contributory.

3. The amount outstanding to be paid to creditors is distributed in the ratio of respective shares.

Liquidator’s final statement of Account from…..to…….

Dr











       Cr

	Particular
	Amount
	Particular
	Amount

	To bank a/c

To cash a/c

To assets realised

(in sequence of liquidity)

To realisation of assets

 specially pledged.          xxx

less: secured loan            xxx
To call on equity shareholders.

To operational earning

(i.e. if liquidator running the business than what he gets in the mean while)


	
	By legal expenses

By liquidator’s remuneration

By liquidation expenses

By debentures having floating charges

      + Interest outstanding

      + Interest accrued (only if solvent)

By preferential creditors

By unsecured creditors

By preference shareholders

· Preference share capital

· Preference dividend arrears 

By equity shareholders
	

	
	
	
	


Notes: - 

1. If the company is insolvent, then only the outstanding interest is taken and not the accrued interest. Accrued interest is taken only if the company is solvent.

2. If nothing is given about preference share capital then we will assume it to be cumulative preference share capital and therefore arrears of dividend taken in the above statement. 

3. A regular check will be maintained on cash balance. It should not happen that we are making payments without corresponding cash in hand. In the event of negative cash balance a deficiency account is prepared.

4. Liquidators Remuneration

· Language used for calculating liquidators remuneration can be any of the following six:
a) Percentage (%) on assets realised.
b) Percentage (%) of all assets/ gross assets/ total assets
c) Percentage (%) of payment to unsecured creditors.
d) Percentage (%) of payment to secured creditors.
e) Percentage (%) of payment to members/shareholders.
f) Percentage (%) of payment to equity shareholders.
· Never include opening cash in hand/bank for purpose of calculating liquidators remuneration until and unless it is specified in the question.
5. Shares have different paid up value but same face value

· Realise all assets and pay off all Liab. including PSC and get surplus available for ESH

· Make notional calls to make ESC fully paid up.

· Distribute available cash including notional Calls. 

· Calculate Net payable/Net receivable.

6. Shares have different paid up value but same face value

Amount available for distribution to ESH is distributed to them in the ratio of fully paid share capital
Statement of affairs or Deficiency Account.






As on ………………

(Form no-57)

	Assets not specifically pledged (as per list A)

(In order of liquidity)

Bank balance


Cash


Bills receivable


Debtors

Unpaid calls (i.e. calls in arrears but not uncalled capital)

Stock

Plant & Machinery

Furniture

Vehicles

Assets specifically pledged (as per list B)

                   Estimated          Due to         Deficiency          Surplus

                   Realisable          secured       ranking as         carried to

                    Value                creditors     unsecured         last column
Surplus from assets specifically pledged

Total assets available for preference creditors, Creditors secured by floating charge and unsecured creditors.

Summary of gross assets

Gross realisable value of Assets specifically pledged          xxx

Other assets
xxx


Gross assets
xxx
	Estimated realisable value

	
	xxxx

xxxx

xxxx

xxxx

xxxx

xxxx

xxxx

xxxx

xxxx

	
	xxxx

xxxx

	
	xxxx

xxxx



	Gross liab.
	Liabilities (deducted from surplus or added to deficiency)
	

	
	Secured creditors as per List B to the extent to which claims are estimated to be covered by assets specifically pledged

Preferential creditors as per List C
Balance

Creditors secured by floating charges as per List D
Balance

Unsecured creditors as per List E
Trade account                  xxx

Contingent liabilities       xxx

Balance

(Deficiency for creditors i.e. Gross Liab. – Gross Assets)

Issued and called up capital

Pref. Shares fully called up as per List F       

Balance

Equity shares of fully called up as per List G  
 Surpulus/deficiency for members as per List H
	


Note: -

1. Preferential creditors: - Following considered as preferential creditors
· Govt. dues that arose within 12 months before the date of winding up.

· Salary & wages due to employee’s upto Rs 20000/Employee but maximum for 4 months. (Not to workers)

· Remuneration to investigator upon investigation of the affairs of company.

· Retirement benefits of employees without limit

2. Meaning of overriding preferential creditors: - This includes
· Wages to workers under factory act 1948 without limit.

· Retirement benefits to workers without limit.

3. Preference dividend: - it will be included with preference share capital if in arrears.
4. Calls from partly paid shares

Loss to be born by ESH= (Total ESC – Balance available after payment to unsecured & PSC)

Loss per share = Total loss born by ESH

                             No of equity shares

Loss per share > Amt. Paid up, then Amt of call = (Loss per share - Amt. Paid up)

Loss per share < Amt. Paid up, then Amt refunded = (Amt. Paid up - Loss per share)

5. Call in arrears

Call in arrears is to be treated as assets not specifically pledged but uncalled capital is not an asset

6. Call in advance

Will be included in unsecured creditors

7. Deficiency account

This account is prepared whenever there is deficiency in the prescribed form i.e. H form

	Items increasing deficiency

Balance in P&L account (Dr) (for 3 years)             xxxx

Dividend paid on ESC/PSC
xxxx

Loss on realization
xxxx
Items decreasing deficiency
Balance in P&L account (Cr) (for 3 years)             xxxx

Profit on realization                                                xxxx

	 xxxx

    xxxx

	
	   xxxx


The deficiency/surplus shown by the above account must be the same as shown by the statement of affairs as regards members.
