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7.0

OBJECTIVES

After studying the unit you will be able to know
●
●
●
●
●
9.1

The meaning of winding up,
The difference between winding up and liquidation,
Different types of winding up,
The consequences of winding up and
The rules regarding voluntary winding up.
INTRODUCTION

Liquidation is an accounting process by which a company is brought to an end.
Liquidation is also sometimes referred to as winding-up or dissolution, although
dissolution technically refers to the last stage of liquidation. The process of liquidation
also arises when customs, an authority or agency in a country responsible for collecting
and safeguarding customs duties, determines the final computation or ascertainment of
the duties or drawback accruing on an entry. Liquidation is a formal insolvency
procedure in which a company is brought to an end; all of its assets are liquidated and
the proceeds from the sale of assets is used to repay creditors. A company is solvent if
it can pay its debts when they fall due and insolvent if it can't. The financial state of the
company is important because it determines what kind of liquidation the company will
enter, as well as the types of investigations that a liquidator will undertake.
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The winding up is the process of putting an end to the life of the company. During this
process the company ceases to carry on its normal business, the assets if the company
are sold and the proceeds are utilised in paying off the debts and liabilities. If any surplus
is left, it is paid back to the members in proportion to their contribution to the capital of
the company. An administrator, called a liquidator, is appointed and he takes control of
the company, collects its assets, pays its debts and distributes the surplus, if any, among
the members. Thus, with the winding up, a company ceases to be a going concern, all
its operations come to a halt. You should note that the process of winding up begins
only after the court passes the order for winding up and till such an order is passed there
is no winding up. Further, a company may be unable to pay its debts but it cannot be
adjudicated insolvent as the law of insolvency does not apply to companies. Only
individuals can be declared insolvent, not a body corporate.
9.2

WINDING UP AND LIQUIDATION

Winding up and dissolution of the company are not the same thing. A company is not
dissolved immediately, just on the commencement of winding up proceedings. Winding
up is the first stage followed by dissolution. On dissolution, the name of the company
is struck off by the Registrar from the Register of Companies (ROC). While winding
up, the Company's name is not struck off from the register. The legal entity of a
company remains even after the commencement of winding up and it can be sued
legally.
As per Section 2 (94A) of the Companies Act, 2013, winding up means winding up
under this Act or liquidation under the Insolvency and Bankruptcy Code, 2016, as
applicable.
Dissolution is the last stage of the total Company's winding up process. A company can
also be dissolved without winding up under certain situations such as when it merges
with another company. The main points of difference between winding up and
dissolution are as follows:
● In winding up the assets of the company are sold and the proceeds are utilised
in paying off the debts of the company. It is the first stage of terminating the life
of a company. While the dissolution is the next stage and after this the
company’s existence comes to an end.
● The winding up proceedings are carried out by the liquidator of the company
while in case of dissolution no such proceedings are carried out.
● Creditors can prove their debts in the winding up but in case of dissolution of
the company they cannot do so.
● In the cases of winding up it is not always necessary to obtain an order of the
court because voluntary winding up may take place, but the court order is
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essential for dissolution of the company. From the above discussion it is clear
that winding up and dissolution of a company is not the same thing.
9.3

MODES OF WINDING UP

A company may be wound up in any of the following ways :
1. Compulsory Winding up (Section 272)
2. Voluntary Winding up (Section 304)
9.3.1 COMPULSORY WINDING UP
Winding up a company by an order of the Tribunal is known as compulsory winding
up.
Ground of Compulsory Winding up
As per section 271, Tribunal may order for the winding up of a company by submitting
a petition under section 272 on any of the following grounds.
● When a special resolution is passed for the winding up. When a company has
resolved to be wound up by the Tribunal by passing a special resolution then
winding up order may be made by the Tribunal. The resolution may be passed
for any of the above cause whatever. Tribunal may not order for the winding up
if it finds it to be opposed either to public interest or the interest of the company
as a whole.
● Inability to pay debts. As per section 271(2), a company shall be deemed to be
unable to pay its debts under the following circumstances:
(a) Notice for payment. If a creditor to whom the company owes a sum
exceeding one lakh rupees has served the company a demand for payment.
The company has a three weeks time and thereafter if neglected to pay the
sum to the creditor, it is deemed that the company cannot pay its debt. Any
Negligence in paying the debt on demand is omitting to pay without any
reasonable cause. Further, where a debt is bonafide disputed, there is no
negligence to pay. Failure to pay public deposits on their due dates amount
to incapability to pay debts. A dividend when declared becomes a debt due
by the company. The shareholders can also apply for company’s
liquidation in case the company is unable to pay his dividend.
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(b)

Decree. If a decree or order issued by a Tribunal/court in favour of a
creditor of the company on execution remains unsatisfied.

(c)

Commercial Insolvency. If the company cannot pay its debt then it should
be satisfactory before the Tribunal. This implies commercial insolvency
(when a company's assets are insufficient to meet its existing
liabilities/obligations) of the company as is mentioned by its balance
sheet. The mere fact that the company is suffering losses, does not mean
that it is incapable to pay its debts, for its assets may be more than its
liabilities. Liabilities for this purpose will include all contingent and
prospective liabilities and even if the debt relied upon in the petition is
disputed bona fide, in this case the company may be wound up if the
insolvency of the company can be proved by the applicant.

● Just and equitable. The Tribunal or court may order for the winding up of a
company if there are just and equitable grounds for doing so. The Tribunal has
discretionary power in this case. This power is to safeguard the interests of the
minority and the weaker group of members. Tribunal will take into account the
interest of the shareholders, creditors, employees and also the general public
before passing such an order. It may also refuse to grant an order for the
compulsory winding up of the company. A few of the examples of ‘just and
equitable’ grounds on the basis of which the Tribunal may order for the winding
up of the company are given.
Oppression of minorities. In cases where those who manage the company
abuse their power then it prejudices the interests of minority shareholders, the
Tribunal may order for the compulsory winding up of the company.
Deadlock in management. If there is a complete deadlock or block in the
processes in the operational activities in the management of the company, then
the company may be ordered to be wound up.
Loss of substratum. Where the purpose for which a company was constituted
have either failed or become impossible to be carried out, i.e., ‘substratum of
the company’ is lost.
Losses. When the business of a company cannot be carried further due to loss,
the company may be wound up by a court on just and equitable grounds. But
mere prediction by some shareholders that the company will not be able to earn
profits cannot be just and equitable ground for the winding up order.
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Fraudulent object. If the business or the objects of the company are fraudulent
or illegal, then on just and equitable grounds the Tribunal may order the
company to be wound up. However, any fraudulent misrepresentation in the
prospectus will not be sufficient ground for winding up of a company, for the
majority of shareholders may waive the fraud.
● If the company has made a default in filing its financial statements or annual
returns with the Registrar for the preceding five consecutive financial years.
● If the company has acted against the interests of the supreme authority and
integrity of India, the security of the State, friendly relations with foreign States,
public order etc.
● If on an application made by the Registrar or any authorised person by the
Central Government by notification under this Act, the Tribunal is of the opinion
that the affairs of the company have been conducted in a fraudulent manner or
the company was formed for any unlawful purpose or its affairs have been guilty
of fraud, or misconduct in connection then the company shall be wound up.
Who may file the petition :
Section 272 provides that the petition for compulsory winding up of a company may be
filed in the tribunal by any of the following persons:
1. Company. A company can make a petition to the Tribunal for its winding up by an
order of the Tribunal, when the members of the company have resolved by passing
a special resolution to wind up the affairs of the company. Managing director or the
directors cannot file such a petition on their own account unless they do it on behalf
of the company and with the proper authority of the members in the general meeting.
(Section 272(5).
2. Creditors. A creditor may file a petition to the Tribunal for the winding up of the
company, when he proves that the company is unable to pay his debts exceeding Rs.
1,00,000 within three weeks of the notice of demand or where a decree or any other
process issued by the Tribunal in favour of a creditor of a company is returned
unsatisfied in whole or in part. There is no difference between the secured and
unsecured creditors for this purpose. ‘A secured creditor must possess equal right to
file a petition as an unsecured creditor.’ But in case of secured creditor’s petition,
winding up order shall not be made where the security is adequate. A contingent or
prospective creditor can also file a winding up petition if he obtains the prior consent
of the Tribunal. The Tribunal shall grant the permission only when:
➔ It is satisfied that there is a prima facie case for the winding up of the company;
and
➔ The creditor provides such security for costs as the Tribunal thinks reasonable.
The Tribunal may ascertain the wishes of other creditors before passing a
5

winding up order, on a creditor’s petition. If the majority of the creditors in value
oppose, and the Tribunal having regard to the company’s assets and liabilities
considers the opposition reasonable, it may refuse to pass a winding up order.
3. Contributories. A contributory shall be entitled to file a petition for the winding up
of a company, notwithstanding that he may be the holder of fully paid-up shares, or
that the company may have no assets at all or may have no surplus assets left for
distribution among the shareholders after the satisfaction of its liabilities, and shares
in respect of which he is a contributory or some of them were either originally
allotted to him or have been held by him, and registered in his name, for at least six
months during the eighteen months immediately before the commencement of the
winding up or have devolved on him through the death of a former holder. (Section
272(3))
1. Registrar. The Registrar may make petition to the Tribunal for the winding up the
company with the previous sanction of the Central Government only in the following
cases:
a) when it appears that the company has become unable to pay debts from the
accounts of the company or from the investigator’s report who is appointed by
the Central Government under section 210; or
b) if the company has made a default in filing its financial statements or annual
returns with the Registrar for preceding five consecutive financial years.
c) if the company has acted against the interests of the supreme authority, integrity
of India, the security of the State, friendly relations with foreign States, public
order, decency or morality.
d) if on an application made by the Registrar or any other person authorised by the
Central Government by notification under this Act, the Tribunal is of the opinion
that the affairs of the company have been conducted in a fraudulent manner or
the company was formed for fraudulent and unlawful purpose or the persons
concerned in the formation or management of its affairs have been guilty of
fraud, misfeasance or misconduct in connection therewith and that it is proper
that the company be wound up.
9.3.2 VOLUNTARY WINDING UP
Winding up by the creditors or members without any intervention of the Tribunal is
termed as voluntary winding up.
According to section 304, a company may be wound up voluntarily:
1. By passing an ordinary resolution in general meeting—
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(a) When the duration period of which the company was formed, has expired, or
(b) When the event on which depended the termination of the existence of the
company has happened.
2. By passing a special resolution to wind up voluntarily for any reason whatsoever.
Within 14 days of the passing of the resolution, a company should give notice of the
resolution by advertisement in some newspaper circulating in the district of the
registered office of the company. Every officer is responsible for any default in
publishing the resolution shall be punished with fine up to Rs 5000 for every day of the
default. (Section 307)
Types of Voluntary Winding Up
Voluntary winding up of a company is of two kinds:
(a) Members’ voluntary winding up.
(b) Creditors’ voluntary winding up.
The filing of a statutory declaration of solvency is required by the majority of the
directors of the company with the Registrar. Where the company is incapable to pay its
liabilities in full, the voluntary winding up is termed as the creditors’ voluntary winding
up. In such a case the declaration of solvency shall not be made and filed with the
Registrar.
(a) Members’ Voluntary winding up.
Member’s voluntary winding up means winding up of a company which is solvent. It
requires filing of a statutory declaration of solvency by the majority of the directors of
the company with the Registrar, besides that a resolution must be passed at the general
meeting of the company.
1. Declaration of solvency. (Section 305) In the case of members’ voluntary winding
up, two directors or the majority of the directors of the company, are required to
make at the meeting of the board of directors and file with the Registrar, a statutory
declaration of the solvency of the company which is to be verified by an affidavit to
the effect that they have made a full enquiry into the affairs, they have formed an
opinion that the company has no debts or obligation and will be able to pay its debt
in full within the time specified in the declaration but not exceeding 3 years from the
commencement of the winding up.
The declaration of solvency shall be effective when :
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(i)

(ii)
(iii)

(iv)

It is made within five weeks preceding the date of the passing of the
resolution for winding up of the company and submitted to the Registrar
before that date.
It contains a statement of the company’s assets and liabilities as on the latest
date before the making the declaration.
It is accompanied by a copy of the report of the auditors of the company on
the profit and loss account as well as the balance sheet of the company which
is prepared up to the date of declaration.
It contains a declaration that the company is not being wound up to defraud
any person(s).

Director of a company making a declaration of solvency of the company without
having reasonable grounds for the opinion that the company will be able to pay its
debts in full within the period specified in the declaration, shall be punishable with
imprisonment for a term which is not less than 3 years but may extend upto 5 years,
or with fine which is less than Rs 50000 but may extend to Rs 300000, or with both.
2.

Appointment of liquidators. After the declaration of solvency has been filed by
the directors with the Registrar, a resolution will be passed by the members for
voluntary winding up of the company. Then the company may appoint one or more
liquidators as may be thought necessary and fix his remuneration if any. Such
remuneration once fixed cannot be increased under any situations. The liquidator
shall not take charge of his office before the fixation of his remuneration.

3.

Managerial personnel’s powers to cease on the appointment of liquidator. On
the appointment of a liquidator, all the powers of board of directors and of the
managing or whole-time directors, and manager (if any) shall cease, except for the
purpose of giving notice to the Registrar regarding the appointment of liquidator.
(Section 313).

4.

Power to fill up vacancy in the office of the liquidator. If a vacancy occurs by
death, resignation or because of any reason in the office of the liquidator appointed
by the company, the company in general meeting may fill up the vacancy. The
general meeting for this purpose may be convened by any contributory or by a
continuing liquidator. (Section 312).

5.

Notice of appointment of liquidator to be given to the Registrar. The company
shall give notice to the Registrar regarding the appointment of liquidator within 10
days of his appointment. In any default, the company and every officer of the
company shall be punishable with a fine which may extend to Rs 1000 for every
day during which the default continues.
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6.

Power of the liquidator to accept shares. The liquidator cannot accept shares, or
any kind of interests in consideration of the sale of the company’s undertaking to
another company, with an object to distribute them amongst the members of the
transferor company, unless- (i) a special resolution is passed by the company to
that effect; and (ii) he purchases the interest of any dissenting member at a price to
be determined by agreement. (Sec. 494)

7.

Duty of liquidator to call creditors’ meeting in the case of insolvency. If the
liquidator is of the opinion that the company will not be able to pay its creditors in
full within the period stated in the declaration of solvency or that period has expired
without debts having been paid in full, he shall henceforth summon a meeting of
creditors and shall present a statement of the assets and liabilities before the
meeting of the company. Thereafter, the winding up shall proceed as if it were a
“creditors’ voluntary winding up.”

8.

Duty of the liquidator to call a general meeting at the end of each year. The
Company Liquidator shall report quarterly on the progress of winding up of the
company in such form and in such manner as may be prescribed to the members
and creditors and shall also call a meeting of the members and the creditors as and
when necessary but at least one meeting each of creditors and members in every
quarter and apprise them of the progress of the winding up of the company in such
form and in such manner as may be prescribed.

9.

Final meeting and dissolution. As soon as the affairs of the company are fully
wound up, the liquidator shall—
(a) Make up an account of the winding up, showing how the winding up process
has been conducted and finally the property has been disposed of; and
(b) Call a general meeting of the company for laying the account before it and
giving any explanation.

The meeting shall be called by an advertisement mentioning the time, place and purpose
of the meeting. The advertisement should be given not less than one month before the
meeting in the Official Gazette, and also in some newspapers in the district, where the
registered office of the company is located. After a week of the meeting, the liquidator
shall send to the Registrar and the Official Liquidator each a copy of the account and
regarding holding of the meeting.
On receipt of the above documents, the Official Liquidator shall make an investigation
of the books of accounts and papers of the company. All officers of the company past
and present, should give all reasonable facilities to the Official Liquidator for this
purpose. The Official Liquidator shall submit a report of his investigation before the
9

court. In case he has reported to the court that the affairs of the company have not been
conducted in a manner prejudicial to the interests of its members or to public interest,
then, from the date of submission of report to the court, the company shall be deemed
to be dissolved.
(b) Creditors’ voluntary winding up.
Where the company is not in a position to pay all the liabilities, then the voluntary
winding up is termed as the creditors’ voluntary winding up. In such a case declaration
of solvency shall not be made as well as filed with the Registrar. In creditors’ voluntary
winding up the creditors are given a priority and play a major role in the winding up of
the company.
Sections 306 onwards contain the provisions regarding creditors’ voluntary winding up:
1.

Meeting of the members and creditors. The company is required to call two
meetings i.e member’s meeting and creditor’s meeting to pass the resolution of the
winding up separately at both the meetings. The meeting of the creditors shall be
called, by giving notice to the creditors along with the notice to its members and by
publishing the notice in the Official Gazette and at least two newspapers circulating
in the district of the registered office, will call a meeting of the creditors either on
the same day or the day next to the day when the resolution for voluntary winding
up is passed by the members. Board of directors of the company will lay in the
creditors’ meeting a full statement of the position of the company’s affairs, a list of
creditors of the company and estimated amount of their claims.

2.

Notice of resolution to the Registrar. A copy of the resolution passed at the
creditors’ meeting shall be filed with the Registrar within 10 days of the passing
thereof. (Section 306(4))

3.

Appointment of Company Liquidator. In the general meeting, where a resolution
of voluntary winding up is passed, shall appoint a Liquidator from the panel
prepared by the Central Government for winding up its affairs and distributing the
assets of the company and recommend the fee to be paid to the Company
Liquidator.[(Section 310(1)] The appointment of Company Liquidator shall be
effective only after the approval by the majority of creditors in value of the
company. Where the creditors do not approve the appointment of such company
liquidator, creditors shall appoint another company liquidator. [Section 310(2)]

4.

Fixing of liquidator’ Remuneration. The creditors may fix the remuneration of
the liquidator(s). Any remuneration so fixed, cannot be increased in any situation
either with or without the sanction of the Tribunal.
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5.

Board’s powers to cease on the appointment of the liquidator. All the powers
of the board of directors shall cease on the appointment of a liquidator, except in
so far the creditors in general meeting, may approve the continuance thereof.
(Section 313)

6.

Power to fill a vacancy in the office of liquidator. If a vacancy occurs by death,
resignation or otherwise, the creditors in general meeting may fill the vacancy.
(Section 312)

7.

Duty of liquidator to call meetings of company and of creditors at the end of
each year.
In the event of winding up continuing for more than one year, the liquidator shall—
(a) call a general meeting of the company and also a meeting of the creditors at
the end of the first year from the commencement of winding up and at the end
of each succeeding year also, or as soon thereafter as may be convenient within
three months from the end of the year or such longer period as the Central
Government may allow; and
(b) lay before the meeting an account of his acts and dealings and of the conduct
of winding up during the preceding years.

8.

Final meeting and dissolution.
As soon as the affairs of the company are fully wound up, the liquidator
shall—
(a) Prepare an account of the winding up which shows how the winding up has been
conducted and the property has been disposed of; and
(b) Call a general meeting of the members and a meeting of the creditors of the
company for the purpose of laying the account before it and giving any
explanation thereof. (Section 318)

The meeting shall be called by an advertisement by mentioning a specific time, place
and purpose of the meeting. The advertisement should be given not less than one month
before the meeting in the Official Gazette, and also in some newspapers circulating in
the district, where the registered office is situated. Within one week after the meeting,
the liquidator shall send to the Registrar and the Official Liquidator each a copy of the
account and the return regarding holding of the meeting. On receipt of the above
documents, the Official Liquidator shall make a scrutiny of the books of accounts and
papers of the company. In case he has reported to the Tribunal that the affairs of the
company have not been conducted in a manner prejudicial to the interests of its members
11

or to public interest, then, from the date of submission of report to the court, the
company shall be deemed to be dissolved.
9.4

CONSEQUENCES OF WINDING UP

The most important consequences of the winding up of a company are as follows:
As Regards the Company Itself
● Winding up doesn’t take away the existence of the company completely.
● The company continues to exist as a corporate entity till its dissolution.
● All the ongoing business of the company is administered by the liquidator during
the phase of liquidation.
As Regards the Shareholders
● Contributors − A new statutory liability comes into existence.
● Every transaction of share during the liquidation done without the approval of
the liquidator is termed void.
As Regards the Creditors
● The creditors cannot file a case against the company except with the consent of
the court.
● If the creditors already have decrees, they cannot proceed with the execution.
● They must explain their claims and also justify their claims to the liquidator.
As Regards the Management
● With the appointment of the liquidator, all the powers of the directors, chief
executives and other officers are likely to cease.
● Only the powers to give notice of resolution and the power of appointment of
the liquidator at the time of winding up of the company are subsequently given
to the members.
As Regards the Disposition of the Company’s Property
● All the dispositions of the company’s properties are not valid if the dispositions
are not approved by the court or the liquidator.
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9.5

LET US SUM UP

Winding up is a means by which the dissolution of a company is brought into existence.
A company may be wound up in any of the two ways, Compulsory winding up and
Voluntary winding up. Winding up a company by an order of the Tribunal is known as
compulsory winding up. Whereas winding up by the creditors or members without any
interference of the Tribunal is termed as voluntary winding up. Where the company is
not in a position to pay off its liabilities in full, the voluntary winding up is termed as
the creditors’ voluntary winding up. A company may be wound up voluntarily (a) by
passing an ordinary resolution; (b) by passing a special resolution. In the case of
members' voluntary winding up, the majority of the directors make a declaration of
solvency duly verified by an affidavit, that the company has no debts or that it will be
able to pay its debts in-full within three years from the commencement of winding up. '
. In the case of Creditors' voluntary winding up, there is no need for declaration of
solvency and the resolution for winding up is moved by creditors. It is generally done
when the company is unable to pay its debts. When voluntary winding up is in progress
and if any creditor or contributory or liquidator is not satisfied with the winding up
proceedings, he may apply to the court requesting for winding up. The members of a
company on the commencement of winding up are called as contributory.
9.6
●
●
●
●
●
●

9.7
●
●
●
●

KEYWORDS
Winding up: A process by which the life of the company comes to an end.
Just and Equitable: Any ground, which in the opinion of the court, is reasonable
and in the interest of the concerned parties.
Statement of Affairs: A statement containing particulars regarding the assets of
the company, its creditors, debtors etc.
Liquidator: A person who helps the court to complete the liquidation proceedings.
Committee of Inspection: A committee appointed to act.with the liquidator.
Declaration of solvency: A declaration made by majority of directors at a meeting
of the board, declaring that the company has no debts or that it will be able to pay
them in full within three years from the commencement of winding up.
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9.8

TERMINAL QUESTIONS

Q1)

What do you understand by winding up a company? How is it different from
dissolution of a company?
What is compulsory winding up? Under what circumstances can a company be
compulsorily wound up by the court?
Who may present a petition for winding up?
What are the consequences of a winding up order by court?
What is meant by 'declaration of solvency'?
When and how can a company be voluntarily wound up? State briefly the
consequences of such winding up.
Explain the circumstances when the court will consider winding up of the
company to be just and equitable.

Q2)
Q3)
Q4)
Q5)
Q6)
Q7)

14

UNIT-10

ACCOUNTING
COMPANIES

FOR

LIQUIDATION

OF

Structure
10.0
10.1
10.2
10.3
10.4
10.5
10.6
10.7

Objectives
Introduction
Procedure of Preparation of Statement of Affairs
Statement of Affairs vs Balance Sheet
List to be attached to the statement of Affairs
Liquidator’s final statement of Account
Liquidator’s Remuneration
Contributories of a Company
10.7.1 Person Liable as Contributories
10.7.2 Settlement of List of Contributories
10.8 Let us Sum Up
10.9 Key Words
10.10 Further Readings
10.11 Terminal Questions
10.0

OBJECTIVES

After studying this unit you will be able to know :
● How to Prepare Statement of Affairs as per the format prescribed by the Act,
● Deficiency account and will be able to point out the reasons for deficiency,
● Difference between preferential payments and overriding preferential payments,
● How to set an order of payment of all obligations and
● Liquidator’s Final Statement of account.
10.1

INTRODUCTION

A statement of affairs is a financial statement that shows assets and liabilities, but it's
not as detailed as it is shown in the balance sheet. The statement of affairs is a single
entry system that shows the beginning and ending balances for capital. If the ending
capital is higher, there's a profit and if the end capital decreases then there will be a loss.
A Statement of Affairs (SOA) is a vital document during the process of insolvency that
provides summarised pictures of the company's assets and liabilities. With the help of
this statement the Insolvency Practitioner has the opportunity to assess everything the
company may own, and also details of fixed or floating charges. Statement of Affairs is
a statement showing assets, liabilities and capital of the entity prepared on the basis of
15

a single entry system of bookkeeping. Whereas a balance sheet is a statement showing
assets, liabilities and equity of the company prepared on the basis of the double entry
system.
10.2

PROCEDURE OF PREPARATION OF STATEMENT OF AFFAIRS

For the Preparation of Statement of Affairs, the following points are to be considered:
1) First all the assets are taken which are not specifically pledged. Assets should
be taken at their realisable values and not at book values because creditors are
concerned at the realisable values of the assets for their payments. It may be
noted that calls in arrear are also treated as an asset not specifically pledged to
the extent of estimated realisable amount, but uncalled capital is not an asset.
2) Add to the realisable value of the assets not specifically pledged, any surplus
from assets specifically pledged.
3) From the total as obtained by adding (1) and (2) first deduct the amount of
preferential creditors, then the amount of creditors having floating charge
(debentures) and the result amount will be either surplus or deficiency as regards
to debenture holders.
4) Deduct the amount of unsecured creditors from the figure as obtained in the (3)
above; the result will be either surplus or deficiency as regards unsecured
creditors.
5) Deduct the amount of paid of share capital to the figure as obtained in (4) above,
the result will be either surplus or deficiency as regards members or
contributories.
6) Any expenditure on liquidation should be ignored. A note may simply be given
the deficiency or surplus as shown by the statement of affairs is subject to the
cost of liquidation.
7) The unrecorded assets or liability should be shown in the statement of affairs
and also in the deficiency or surplus account to complete the double entry.
8) Personal guarantees given by any party (including directors) for loans raised by
the company should be ignored while preparing the statement of affairs.
10.3
●

STATEMENT OF AFFAIRS VS BALANCE SHEET
A balance sheet is a financial statement which shows the position of all the assets
and liabilities. And therefore it must be 100% accurate, containing no estimated
figures as it has to show the company’s exact financial position.
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●

The Statement of Affairs offers information on assets and liabilities, it doesn’t need
to be exactly correct but needs to show the best-estimated figures on the
information available at that time.

Basis of Comparison

Statement of Affairs

Balance Sheet

Meaning

Statement of Affairs is A Balance Sheet is prepared
prepared on the basis of a on the basis of the double
single entry system of entry system of bookkeeping.
bookkeeping.

Capital

Nothing more than a balancing Derived from ledger accounts,
figure
so total assets are equal to total
liabilities.

Part of Financial Statement

No

Objectives

To Find Opening and Closing To show the financial position
Capital
of a business.

Estimation of Values

Yes

No

Accuracy

Very Less

More

Compulsion of Preparation

Yes

No

Format

Not Specified

Specified

Yes

Similarities
● Summary of Assets and Liabilities.
● Helpful in knowing the company's liquidity and stability.
The concept of both the statements are almost the same, but Balance Sheet is considered
as more accurate and reliable as it follows a complete procedure of double entry system
whereas the statement of Affairs lacks such attributes.
10.4

LIST TO BE ATTACHED TO THE STATEMENT OF AFFAIRS

The SOA is a crucial step during the insolvency procedure, so it should be correctly
completed and all the information has to be accurate and true to the best of knowledge
of the company. The document should include:
● Asset Valuations
17

● The most recent balance sheet and management accounts
● A complete list of employees (addresses, salaries, start dates etc), trade creditors,
suppliers
● Details on VAT and PAYE position (amount owed/unpaid)
● Amounts owed to the bank (including any director/shareholder loans)
● Any existing debts
Illustration 01 :
Kalpana runs a small boutique. She keeps her books on a single entry basis. On 1st April
2017, her records disclose the following: Sewing Machines Rs. 50000, Building Rs.
250000, Stock Rs. 150000, Cash Rs. 40000, Bank Rs. 500000, Debtors Rs. 80000,
Creditors Rs. 95000, outstanding wages Rs. 5000. On 31st March 2018 her position is
as follows: Sewing Machines Rs. 60000, Building Rs. 250000, Stock Rs. 200000, Cash
Rs. 60000, Bank Rs. 750000, Debtors Rs. 90000, Creditors Rs. 75000, outstanding
wages Rs. 2000, advance from customers Rs. 50000. She introduced an additional
capital of Rs. 60000 and withdrew Rs. 10000 every month for her personal expenses.
Calculate the profit for the year.
Solution :
Statement of Affairs as on 1st April 2017
Liabilities

Amount

Assets

Amount

Creditors

95,000

Building

2,50,000

Outstanding Wages

5,000

Sewing Machine

50,000

Capital (B F)

9,70,000

Stock

1,50,000

Cash

40,000

Bank

5,00,000

Debtors

80,000

10,70,000

10,70,000

Statement of Profit or Loss (For the year ending 31st March 2018)
Liabilities

Amount

Assets

Amount

Creditors

75,000

Building

2,50,000

Outstanding Wages

2,000

Sewing Machine

60,000
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Advance from Customers

50,000

Stock

2,00,000

Capital (B F)

12,83,000

Cash

60,000

Bank

7,50,000

Debtors

90,000

14,10,000

14,10,000

Statement of Profit or Loss (For the year ending 31st March 2018)
Particulars

Amount

Capital as at the end of the year

1283000

Add : Drawings during the year

120000

Less : Additional Capital Introduced during the year

(60000)

Adjusted capital at the end of the year

1343000

Less: Capital as at the beginning of the year

(970000)

Profit or Loss made during the year

373000

Illustration 02 :
Sri Gobinda Chandra Sadhu khan is appointed liquidator of Sun Co. Ltd in voluntary
liquidation on 1st July 1993.
Following balances are extracted from the books on that date:
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You are required to prepare a Statement of Affairs to the meeting of Creditors.
The following assets are valued as:

Bad Debts are Rs. 3,000 and the doubtful debts are Rs. 6,000 which are estimated to
realize Rs. 3,000. The Bank Overdraft secured by deposit of title deeds of Leasehold
Properties. Preferential Creditors are Rs. 1,500. Telephone rent outstanding is Rs. 120.
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Illustration 03
M. Co. Ltd. Went into voluntary liquidation on 1.3.2009.
The following are extracted from its books on that date:

Plant and Machinery and Building are valued at Rs. 1, 50,000, and Rs. 1, 20,000,
respectively. On realization, losses of Rs. 15,000 are expected on Stock. Book-Debts
will realise Rs. 70,000. Calls-in- arrear are expected to realise 90%. Bank Overdraft is
secured against Buildings. Preferential Creditors for taxes and wages are Rs. 6,000 and
Miscellaneous Expenses outstanding Rs. 2,000.
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Illustration: 04
The following information is extracted from the books of Unlucky Ltd. on 31st July
2009, on which date a winding-up order was made:

In 2005 the company earned a profit of Rs. 45,000 but thereafter it suffered trading
losses totaling Rs. 58,400. The company also suffered a speculation loss of Rs. 5,000
during 2006. Excise authorities imposed a penalty of Rs. 35,000 in 2007 for evasion of
tax which was paid in 2008. From the foregoing information, prepare the Statement of
Affairs and the Deficiency Account.
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10.5

LIQUIDATORS FINAL STATEMENT OF ACCOUNT

The most important job of the liquidators is to collect the assets of the company and
distribute the money realised among right claimants after realising them. For this work
he maintains a Cash Book for recording all the receipts and payments which is to be
submitted in abstract form to the court in case of compulsory winding up and to the
company in case of voluntary winding up. Further the liquidator is also required to
prepare and submit an account which is known as liquidator's final statement of account
after the affairs of the company are fully wound up.
This account takes the form of Cash Account and the following receipts are shown on
the debit side of the account:
● Amount realized on sale of fixed assets;
● Amount received from delinquent directors and officers of the company;
● Contributions made by contributories.
On the credit side of the account, he records the payments made in the following order:
●
●
●
●
●
●

Payment to Secured Creditors
Cost of Winding up (Legal Charges)
Liquidator’s Remuneration
Payment to debenture holders
Payment to Preferential & Unsecured Creditors
Amount paid to preference and equity shareholders
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10.6

LIQUIDATOR’S REMUNERATION

The liquidator normally gets remuneration as commission which is usually based as a
percentage on the value of assets realised and amount paid to unsecured creditors.
Calculation of Liquidator's Remuneration :
The liquidator's remuneration can be computed in the following methods:
●

Percentage On Assets Realized

Here, assets realized means the amount collected from the realization of fixed assets,
current assets and other assets which excludes fictitious assets. The cash and bank
balance should not be included in total assets for the calculation of remuneration. But
in the question, if the cash and bank balance are given in the list of assets, then cash and
bank balance should be included in the total assets for the calculation of remuneration.
In the case of collateral securities deposited against secured creditors, if nothing is
mentioned in the question, the total assets should include the full amount of collateral
securities for the computation of remuneration. But if the securities are realized by
creditors and only the surplus is sent to the liquidator, then total assets should include
only surplus amounts realized from collateral securities. Thus the liquidator's
remuneration is calculated as mentioned below:
Liquidator's Remuneration= Assets realized X Remuneration Percent/100
●

Percentage On Amount Distributed To Unsecured Creditors

Sometimes, the liquidator receives commission on the amount which is distributed to
unsecured creditors. For the computation of the commission, the amount available for
payment or surplus must be ascertained first in the following way:
Amount available for payment = Total receipts - Total payment( up to the payment made
to debenture holders)
The amount available may or may not be sufficient for the payment of unsecured
creditors amount. If the amount is sufficient, the commission is calculated as follows:
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Commission = Unsecured creditors X Commission rate/100
If the amount available is not sufficient for the payment of unsecured creditors, the
commission will be determined as follows:
Commission = Amount available X Commission rate/100+ Commission rate
●

Percentage On Amount Distributed To Equity Shareholders

For the calculation of this commission, firstly the amount available for equity
shareholders should be ascertained. For finding out the amount available for equity
shareholders, the following equation can be used:
Amount available = Total receipt - Total Payment ( up to the payment made to
preference shareholders)
If the amount available is sufficient for the payment of equity share capital amount:
Commission = Equity share capital amount X Commission rate/100
If the amount available is not sufficient:
Commission = Amount available X Commission rate/100+ Commission rate
10.7

CONTRIBUTORIES OF A COMPANY: PERSONS LIABLE AND LISTS

10.7.1 Persons Liable as Contributories :
The following persons are liable as contributories:
(a) Past and Present Members: A member of a limited company is liable to
contribute the amount of shares which is unpaid and on which he is a contributory,
or the amount guaranteed by him to pay at the time of winding-up. A past member
can also contribute if he ceases to be a member within a year before the
commencement of winding- up and in case the present members unable to meet
their respective liabilities.
(b) Legal Representatives of a Deceased Member : The legal representatives of a
deceased member is liable to contribute to the assets of the company if a contributor
dies either before or even after his name has been placed on the list of
contributories.
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(c) The Official Assignee or Receiver of a Contributory: When a contributory is
adjudged insolvent, his assignees in insolvency must be the contributories (Sec.
431).
(d) Liquidator of a Body Corporate: Sec. 432 states that if a Body Corporate which
is a contributory is ordered to be wound-up, its liquidator shall be the contributory.
(e) Directors / Managers whose Liabilities are Unlimited: Sec. 427 provides that
when a Limited Company is wound-up, any director or manager, whose liabilities
are unlimited, must be liable as if he were a member of an unlimited company
which requires a court’s order. But if he has ceased to hold office for a year or more
before the commencement of winding-up then he shall not be liable.
10.7.2 Settlement of List of Contributories:
As per Sec. 467(1) As soon as may be after making a winding-up order, the Court shall
settle a list of contributories, with power to rectify the register of members in all cases
where rectification is required in pursuance of this Act. Where it appears to the Court
that it will not be necessary to make calls on, or adjusts the right of contributories, the
Court may dispense with the settlement of the list of contributories. Sec. 467(2) states
that in settling the list of contributories, the Court shall distinguish between those who
are contributories in their own right and those who are contributories as being
representatives.
Lists of Contributories: It includes List A and List B
List A:
It includes the present members of the company, i.e., members whose names appear on
the company’s Register of Members at the time of winding-up, i.e., members at the
commence-ment of winding-up.
The liability of the present members (i.e., List A contributory) is limited:
● In a company limited by a guarantee, the contribution shall be limited to the
guarantee.
● In a company limited by shares, they shall not be required to pay exceeding the
amount, if any, unpaid on the shares for which he is liable to contribute.
List B:
It includes the past members of the company means those who have ceased to be
members within one year preceding the commencement of the winding-up.
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Liability of the Past Members:
A member in List B (i.e., a past member) is not liable to contribute:
● If he has ceased to be a member, for one year or upwards before the
commencement of the winding-up;
● In respect of any debt or liability of the company contracted after he ceased to
be a member; and
● Unless it appears to the court that the present members are unable to satisfy the
contributions required to be made by them.
Illustration : 05
Prakash Processors went into voluntary liquidation on 31st Dec. 2019, when their
Balance Sheet read as follows:

Preference Dividends were in arrears for 2 years and the creditors included preferential
creditors of Rs. 38,000. The assets realised as follows: Land and Building Rs. 3,00,000;
Machinery and Plant Rs. 5,00,000; Patents Rs. 75,000; Stock Rs. 1,50,000; Sundry
Debtors Rs. 2,00,000 The expenses of liquidation amounted to Rs. 27,250. The
liquidator is entitled to a commission of 3% on assets realised except cash. Assuming
the final payments including those on Debentures is made on 30th June 2000, show the
Liquidator’s Final Statement of Account.
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Illustration : 06
The Balance Sheet of Asco Ltd. as on 31st March 2019 :
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The liquidators are entitled to a commission at 2% on amount paid to unsecured
creditors. Calls on partly paid shares were made but the amount due on 200 shares were
found to be irrecoverable. Prepare the liquidator's Statement of Account.
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Illustration : 07
T. Ltd. was placed in voluntary liquidation on 31.12.2002, when its Balance Sheet
was as follows:

The Preference dividends are in arrear from 2019 onwards.
The Company’s. Articles provide that, on liquidation, out of the surplus assets
remaining after payment of liquidation costs and outside liabilities, there shall be paid,
firstly, all arrears of Preference dividend, secondly, the amount paid up on the
Preference shares together with a premium thereon of Rs. 10 per share, thirdly, any
balance then remaining shall be paid to the Equity shareholders.
The Bank overdraft was guaranteed by the Directors who were called upon by the Bank
to discharge their liability under the guarantee. The Directors paid the amount to the
Bank.
The liquidator realised the assets as follows:

Creditors were paid less discount of 5%. The Debentures and accrued interest were
repaid on 31st March 2003. Liquidation costs were Rs. 3,820 and the liquidator’s
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remuneration was 2% on the amounts realised. Prepare the Liquidator’s Statement of
Account.

1.

As the company is solvent the debenture-holders are credited to interest up to the
date of repayment (i.e., Rs. 2,500 as per Balance Sheet and Rs. 1,250 for 3 months).
Needless to mention that if the company is insolvent interest should be paid only
up to the date of winding up. A company is considered as solvent only when it can
pay all of its outside liabilities.

2.

If the articles of the company provide that preference shareholders are to be given
equal rank both as regards payments of dividends and capital in priority to equity
shares, arrear pref. dividend is also payable even it not declared in priority to any
return of capital to the equity shareholders (Re. Watter Symons Ltd.) and arrear is
payable up to the date of winding up only.
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Illustration : 08
The following is the Balance Sheet of Poddar Ltd. which is in the hands of the
liquidator:

The assets realised the following amounts (after all costs of realisation and liquidator’s
commission amounting to Rs. 5,000 paid out of cash in hand Rs. 40,000 as per Balance

Sheet):

Calls on partly paid shares were made but the amounts due on 200 shares were found
to be irrecoverable.
Prepare Liquidator’s Final Statement of Receipts and Payments.
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Illustration : 09
The following is the Balance Sheet of Confidence Builders Ltd., as at 30th Sept 1990 :

Mortgage loan was secured against land and buildings. Debentures were secured by a
floating charge on all the other assets. The company was unable to meet the payments
and therefore the debenture-holders appointed a Receiver and this was followed by a
resolution for members’ voluntary winding up.
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The Receiver for the Debenture-holders brought the Land and Buildings to auction and
realised Rs. 1,50,000. He also took charge of Sundry assets of the value of Rs. 2,40,000
and, realised Rs 2,00,000 The Liquidator realised Rs. 1,00,000 on the sale of the balance
of sundry current assets.
The Bank Overdraft was secured by a personal guarantee of two of the Directors of the
Company and on the Bank raising a demand, the Directors paid off the dues from their
personal resources. Costs incurred by the Receiver were Rs. 2,000 and by the Liquidator
Rs. 2,800.
The Receiver was not entitled to any remuneration but the liquidator was to receive 3%
fee on the value of assets realised by him. Preference shareholders had not been paid
dividend of period after 30th September 1991 and interest for the last half-year was due
to the debenture-holders.
Prepare the accounts to be submitted by the Receiver and the Liquidator.
Solution:
Before preparing the Liquidator’s Final Statement of Accounts, we are to prepare
a Receiver’s Receipts and Payments Account as under:
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10.8

LET US SUM UP

At winding up of the company, a statement is prepared called Statement of affairs.
Deficiency Account is the result of capital plus liabilities exceeding the assets or debit
balance in the profit and loss account. Overriding preferential payments are the
payments to be made for the workmen's dues and debts secured to secured creditors to
the extent they rank under section 529(1)(c). Preferential creditors have to be paid in
priority to unsecured creditors or creditors having a floating charge. In case of voluntary
winding up, the statement prepared by the Liquidator showing receipts and payment of
cash is called “Liquidator’s Statement of Account”. The shareholders who transferred
partly paid shares within one year, prior to the date of winding up may be called upon
to pay an amount (not exceeding the amount not called up when the shares were
transferred) to pay off such creditors as existed on the date of transfer of shares.
10.9
●

●

●
●
●
●

●

●

KEYWORDS
VAT : A value-added tax (VAT) is a consumption tax placed on a product
whenever value is added at each stage of the supply chain, from production to the
point of sale
SOA : A Statement of Affairs (SOA) is a critically important document within the
insolvency process that provides an overview of the company's assets and
liabilities.
Liquidation : Liquidation in finance and economics is the process of bringing a
business to an end and distributing its assets to claimants.
Unsecured Creditors : An unsecured creditor is an individual or institution that
lends money without obtaining specified assets as collateral.
Preferential Creditors : A creditor whose right to payment is deemed of more
importance than another.
Winding Up : Winding up is the process of dissolving a company. While winding
up, a company ceases to do business as usual. Its sole purpose is to sell off stock,
pay off creditors, and distribute any remaining assets to partners or shareholders
Collateral Securities : An asset which a borrower is required to deposit with, or
pledge to, a lender as a condition of obtaining a loan, which can be sold off if the
loan is not repaid.
Commission : A commission is a fee paid to a salesperson in exchange for services
in facilitating or completing a sale transaction.
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●

Body Corporate : A body corporate is a legal entity created when land is
subdivided to create common property and lots, and is registered to establish a
community titles scheme.
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10.11 TERMINAL QUESTIONS
Q1 :

What is meant by liquidation of a company? Discuss the different modes of
winding up.

Q2 :

Give a pro forma of the Statement of Affairs and the Deficiency/Surplus
Account with imaginary figures.

Q3 :

What do you understand by the Liquidators Final Statement of Account? Give
a pro forma of such an account with imaginary figures.

Q4 :

Write short notes on: (a) Liquidator, (b) Overriding preferential payments.

Q5 :

A company went into liquidation on 31-3-2015 when the following Balance
Sheet was prepared. Prepare liquidator’s final account by taking his
remuneration at 2.5% on the amount realized and 2% on the amount paid to
unsecured creditors. The assets realized by the liquidator are as follows: Fixed
assets ` 1,72,000 (including ` 70,000 on free hold property); Current assets `
1,95,000 and Cash` 5,000. Liquidation expenses amounted to ` 2,000.
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Liabilities
Share Capital (` 10 each)
Creditors – Preferential
Partly secured creditors
freehold
property)
Unsecured creditors

`
3,90,000
48,400
(on 1,10,620
2,23,580

Assets

`

Goodwill and patents
Fixed assets (including
freehold property)
Current assets
Cash
Profit and Loss A/c

1,00,000
2,27,000
2,43,240
5,000
1,97,360

7,72,600

Q6 :

7,72,600

Bharat Company., went in voluntary liquidation on 31-12-20015 when its
Balance Sheet was as follows.

Liabilities

`

Assets

`

Share Capital:
50,000 equity shares of ` 10 each, fully
paid less calls in arrears amounting to `
25,000
6,000 - 5% cumulative preference shares
of 100 each
Share premium
5% Debentures
Interest on Debentures due
Bank overdraft
Creditors

4,75,000

Freehold property
Machinery
Motor vehicles
Stock
Debtors
Profit and Loss A/c

5,80,000
2,89,000
57,500
1,86,000
74,000
2,14,000

6,00,000
50,000
1,00,000
2,500
58,000
1,15,000
14,00,500

14,00,500

Additional information:
(a) The preference dividends are in arrears from the year 2012. According to the
articles of the company, these arrears will be paid, if the company is solvent.
(b) The liquidator realized the assets as follows.
Freehold property

7,00,000

Machinery

2,40,000
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Motor vehicle

59,000

Stock

1,50,000

Debtors

60,000

Calls in arrears

25,000

i)
ii)
iii)
iv)

Creditors were paid less discount of 5%.
The debentures were repaid on 31-12-2015 together with interest.
Liquidation costs were ` 3,820.
Liquidators remuneration was 2% on the amount realized.

Prepare the Liquidators Final Statement of Account.
Q7 :

The following particulars relate to a limited company which has gone into
liquidation. You are required to prepare the Liquidator’s Final Account,
allowing for his remuneration @ 2% on the amount realized and 2% on the
distributed amount unsecured creditors other than preferential creditors.

Preferential Creditors

10,000

Creditors

32,000

Debentures

10,000

The assets realized the following sums:
Land and Buildings
20,000
Plant and Machinery

18,650

Fixture and Fittings
The liquidation expenses amounted to ` 1000.

1,000
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