Unit-III  Liquidation of a Company
Introduction:
A company is an artificial person created by law. Its formation, working and dissolution are governed by the companies Act. Liquidation is the legal procedure by which the company is dissolved. When a company is dissolved or liquidated a person called liquidator is appointed. He realise all the assets of the company, collects calls in arrears, calls up uncalled capital, if necessary, and makes payment of liabilities in due order and distributes the remaining balance among the shareholders.
Types of Liquidation: The liquidation is of two types, namely: Voluntary Liquidation; (ii) Compulsory Liquidation.
(1) Voluntary Liquidation: Any joint stock company may have a voluntary liquidation: 
(a) by ordinary resolution if the duration of the company as fixed expires or on happening of the event, or
(b) by a special resolution to liquidate the company, voluntarily at any time.
Liquidator's Appointment: In case the company is solvent its members may resolve to wind it up and may appoint a liquidator and fix his remuneration, duties and powers in general meeting. In case the company is insolvent its creditors may resolve to wind it up and a liquidator is appointed by the creditors in a general meeting. Soon after the appointment the liquidator takes the charge of the company and sells its assets, pays the liabilities in the order of priority and adjusts the rights of contributories. When the affairsof the company are fully wound up he prepares a statement called Liquidators Final Statement of Account" and places it before the final meeting of members as well as creditors as the case may be,
Liquidation under Supervision of Gourt.
Some times voluntary liquidation may also be carried on under the supervision of the court in order to safe-guard the interest of the creditors and contributories or members of the Company.
(1) Compulsory Liquidation: According to section 433 of the Companies Act the compulsory liquidation by the court takes place under the following circumstances.
(a) If the company passes a special resolution that it is to be wound up by the court, or.
(b) If it commits a default in filling the Statutory Report with the Registrar or fails to hold statutory Meeting, or.the
(c) If the company fails to commence business within one year from the date of its incorpora tion or if it suspends its business for one year, or
 (d) If the number of members falls below seven in the case of a public company and below twoin the case of a private company, or
 (e) If the company is unable to pay its debts, or
(f) If it is just and equitable in the opinion of court to do so.
1. In case of compulsory liquidation, a statement of affairs of the company has to be prepared in the prescribed form and it should be submitted to the official liquidator within 21 days. The procedure of compulsory liquidation & preparation of statement of affairs is not covered in this topic. This topic concentrates only on Voluntary Liquidation.
Liquidators's Final Statement Account After the decision on liquidation of company is made the liquidator is appointed and company affain are taken out from the hands of the directors and placed in the hands of liquidator. The liquidate realises the assets, collects calls in arrears (if any), calls up uncalled share capital (if necessary) and makes payment of the liabilities of the company in the order of priority and finally distributes the remaining balance among the shareholders. In doing all these transaction the liquidator has to mainta the cash account to record all the receipts and payments. Finally when the affairs of the company are fully wound up he has to prepare and present to the company a summary of cash accou maintained by him in the course, of winding up. This summary statement is called Liquidatory Final Statement of Account.
Order of payments: 
The liquidator has to make the payments strictly in the following order.
 (1) Secured Creditors to the extent of realisation of securities held.
(2) Legal charges.
(3) Liquidator's Remuneration.
(4) Liquidation expenses. (5) Preferential Creditors.
(6) Debentureholder (having floating charge on assets)
(7) Unsecured Creditors.  
(8) Preference Shareholders.
(9) Equity Shareholders.
Proforma of Liquidator's Final Statement of Account:







The liquidator's final statement of account has to be prepared in the following form:
1. Voluntary Winding Up: Liquidatiors Final Statement of Account (Elaborate) Proforma
Liquidator's Final Statement of Account on Winding up
	Receipts
	Rs.
	Payments
	Rs.

	Assets
	
	Legal Charges
	

	Cash in Hand
	
	Liquidations Remuneration
	

	Cash at Bank
	
	% on Rs. realised
	

	Marketable Securities
	
	% on Rs. distributed
	

	T rade Debtors
	
	Auctioneer's Charges
	

	Bills Receivable 
	
	Cost of Notice
	

	Loans & Advances
	
	Cost of Outlay
	

	Stock in trade
	
	Establishment and other charges 
	

	Work in Progress
	
	Total Cost & Charges
	

	Free hold property
	
	Debenture Holders
	

	Lease hold Property 
	
	(having floating charge; including interest on debenture upto thedate of payment)
	

	Plant & Machinery
	
	Payment of Rs.. per Debentue 
	

	Furniture, Fitting
	
	Creditors
	

	Patents, Trade Marks
	
	(a) Preferential ++
	

	Investment
	
	(b) Unsecured ++
	

	Surplus from Securities
	
	Returns to Contributories
	

	Call in Arrears
	
	(a) Pref. Shareholders
	

	Unpaid calls at the commencement of winding up
	
	(b) Equity Shareholders 
	

	Calls Received
	
	(c) Deferred Shareholders if any
	

	(Amounts received from calls on contriburories made in winding up
	
	
	

	Plant & Machinery
	
	
	

	Furniture, Fitting
	
	
	

	Patents, Trade Marks
	
	
	

	Investment
	
	
	

	Surplus from Securities
	
	
	

	Call in Arrears
	
	
	

	Unpaid calls at the commencement of winding up
	
	
	

	Calls Received
	
	
	

	(Amounts received from calls on contriburories made in winding up
	
	
	

	
	
	
	






Following important points should be noted in the liquidation proceedings.
1. Secured Creditors: They are the creditors holding the charge on the credit given by them to the company. There are two types of secured creditors.
(a) Fully Secured Creditors & (b) Partly Secured Creditors. (a) Fully Secured Creditors: If the value of the asset held by the creditors as security is more than the amount of credit given, then the creditors are called fully secured creditors. E.g., if a loan of Rs.1,05,000 is raised by the company against the security of machinery amounting to Rs.1,12,000 the loan is referred to as fully-secured creditor. During the course of liquidation the machinery is realised by the loan creditors and surplus form the machinery after deductingloan amount ie. Rs 7,000 (Rs.1,12,000-1,05,000) is handed over to liquidator. If the liquidator is asked to realise the machinery he may do so and pay the loan creditors out of such realised amount and keep the surplus. In both the cases such surplus alone is shown on the receipt side of the statement as "surplus form secured creditors".
 (b) Partly Secured Creditors: If the value of the asset held by the creditors as security is more than the amount of credit given to the company, then the creditors are called partly secured creditors Eg, if the creditors amount to Rs.10,000 and the value of the assets given as security is Rs. 6,000 then such creditors are called partly secured creditors. Out of the creditors of Rs. 10,000 the creditors amounting to Rs. 6,000 will be paid off out of the sales proceeds of assets and balance amount of unsatisfied creditors (i.e. Rs.4,000) will be treated as unsecured creditors and added to the rest unsecured creditors in the statement.
Liquidator's Final Statement of Account
	Receipts
	Rs.
	Payments
	Rs.

	
	
	
	

	To Cash in Hand
	
	By Legal Charges
	

	
	
	
	

	To Cash at Bank
	
	By Liquidations Remuneration
	

	
	
	
	

	To Assets Realized
	
	By Liquidations Expenses 
	

	
	
	
	

	To Surplus from Securities
	
	By Preferentia Creditors
	

	
	
	
	

	To Call in Arrears
	
	By Debenture Holders
	

	
	
	(with out floating charges)
	

	To Call on Partly paid shares 
	
	Outstanding Interest 
	

	
	
	
	

	
	
	By Unsecured Creditors
	

	
	
	
	

	
	
	By Pref. Shareholders
	

	
	
	(Capitals and arrears of dividends)
	

	
	
	
	

	
	
	By Equity Shareholders
	

	
	
	
	

	Total 
	
	Total 
	



