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The great difficulty in education is to get experience out of ideas.
 Santayana

Our experience in teaching commerce subjects, especially Accountancy, is in the
form of this book in your hands. This book “Corporate Accounting” is prepared for the
syllabus requirements of Second Year, Fourth Semester B.Com. of Universities in
Telangana State.

Being student-friendly is the unique feature of this book. The subject matter has
been presented systematically, which can enable the reader to master the topics covered,
without any additional guidance. Most later provisions have been incorporated in this
book.

There are two types of graduates — those who have learnt “how to learn” and those
who have learnt “how to think.” Universities have considered introduction of Semester
System to facilitate “thinking and application skills.” The Semester System provides
sufficient time for a student to learn the entire width and depth of any topic, making him
remain more focussed and acquire specialised knowledge.

Complete care has been taken to make the book error-free. However, mistakes might
have crept inadvertently. Readers finding any errors — with regard to accounting
treatment or calculations-are requested to bring it to our notice, for enabling us to rectify
them in our future editions.

We are grateful to Sri. Niraj Pandey and Sri. Vijay Pandey of Himalaya
Publishing House, for providing us this opportunity of sharing our knowledge with you.
We thank Sri. G. Anil Kumar, ASM for his continuous support.

We also owe our gratitude to Sri. S. Madhu of Sri Siddhi Softtek, for his excellent
DTP work.

Our acknowledgements are also due to Dr. Poornima Anil Kumar, Mrs. Meera
Rajesh and Mrs. Chitra Mariyappa, without whose support and sacrifice, this work
would not have been completed by the deadline.

Finally, our acknowledgement are due to the Almighty who has blessed us with the
knowledge, required for writing this book.
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MEANING OF LIQUIDATION
Liquidation or the winding up of a company means the termination of the legal existence of

a company. Under such circumstances, the assets of the company are disposed off and the debts
are paid, out of the amount realised from assets or from the contributions made by the members
and the surplus, if any, is distributed among members in proportion to their holding.
TYPES OF WINDING UP

There are three models of liquidation of a company.
A. Compulsory winding up by the court.
B. Voluntary winding up:

(i) Member’s voluntary winding up.
(ii) Creditor’s voluntary winding up.

C. Voluntary winding up under the supervision of the court.
A. Compulsory Winding up

It can take place when the company is directed to be wound-up by an order of court.
Grounds for compulsory winding up [Sec.433].

1. If the company has, by special resolution, resolved that the company be wound up by
the court.

2. If a default is made in delivering the statutory report of the Registrar of Companies or
in holding the statutory meeting of the company.

3. If the company does not commence its business within a year from its incorporation or
suspends its business for a whole year.

4. If the number of members falls below seven in case of a public company or below two
in case of a private company.

5. If the company is unable to pay its debts.
6. If the court is of the opinion that it is just and equitable that the company should be

wound up.
B. Voluntary Winding up

A company can be wound up voluntarily under the following circumstances:

Meaning • Types of Liquidation • Liquidator • Functions of Liquidator • Liquidator’s Final
Statement of Account • Provisions • Problems • Exercises

CHAPTER  1

Liquidation of Companies
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1. By an ordinary Resolution:
(a) Where the duration of the company was fixed by the articles and the period has expired; and
(b) Where the articles provided for winding up on the occurrence of any event and the

specified event has occurred.
2.  By a Special Resolution:
When a resolution is passed by the members in all other cases for voluntary winding up, it

must be notified to the public by an advertisement in the Official Gazette and in newspapers.
Types of Voluntary Winding up

1. Member’s voluntary winding up:
At the time of winding up if the company is a solvent company i.e., able to pay its debts and

Directors, make a declaration to that effect, it is called a Member’s Voluntary Winding up.
2. Creditor’s voluntary winding up:
When the declaration of solvency is not made and filed with the Registrar, it may be

presumed that the company is insolvent. In that case, the company must call a meeting of its
creditors for passing the resolution for winding up.
C. Voluntary Winding up under the Supervision of Court

At any time after a company has passed a resolution for voluntary winding up, the court
makes an order that the voluntary winding up shall continue, but subject to such supervision of
the court and with such liberty for creditors, contributories or others to apply to the court and
generally on such terms and conditions as the court thinks just. This type of liquidation is called
"voluntary winding up under the supervision of the court."
CONTRIBUTORY

According to Section 428 of the Companies Act, a contributory is “every person liable to
contribute to the assets of a company in the event of its being wound up, and includes the holder
of any shares which are fully paid up and also any person alleged to be a contributory”

In the event of a company being wound up all present and past members (called contributo-
ries) are liable to jointly contribute to the assets of the company an amount sufficient for payment
of its debts and liabilities, to meet the cost of liquidation and adjust the rights of contributories
among themselves.
LIQUIDATOR

When there is liquidation of a company, one or more persons are required to be appointed
specially for conducting the liquidation or winding up proceedings of the company. Such a person/
s are called Liquidator/s.

In case of a compulsory winding up, an official liquidator is appointed by the court. In the
case of a member’s voluntary winding up, the liquidator is appointed by the members at their
general meeting. In case of a creditor’s voluntary liquidation, both the creditors and the members
of the company nominate the liquidator in their respective meetings. If the creditors and the
members nominate different persons as the liquidator, the liquidator nominated by creditors will
act as liquidator. Where winding up takes place at the supervision of the court, the liquidator may
be appointed by the members or  the creditors or by the court. The liquidator appointed by the
court as well as the members and creditors may together function as liquidators.
FUNCTIONS OF LIQUIDATOR

The liquidator is required to perform certain functions at the time of liquidation. The main
functions are as follows:
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1. The primary function of a liquidator is to realise the assets of the company.
2. He has to collect the money due from the contributories.
3. He has to distribute the amount realised from sale of assets and amount received from

contributories in the order of preference as per Rule 329 of Companies Act.
4. He has to maintain and submit the record of receipts and payments of cash to the members

in the case of voluntary winding-up and to the court in the case of compulsory winding up.
Liquidator’s Final Statement of Account

At the time of liquidation of a company, the liquidator realises all the assets and discharge
the liabilities and capital. The statement prepared to record such receipts and payments is called
‘Liquidator’s Final Statement of Account.’ This statement is prepared after the affairs of the
company are fully wound-up. The liquidator must make payments in the following order:

  1. Secured Creditors.
  2. Legal expenses (including liquidation expenses and cost of winding up).
  3. Liquidator’s remuneration.
  4. Payments to debenture holders and other creditors having floating charge on the assets

of the company.
  5. Payments to Preferential Creditors.
  6. Payments to unsecured Creditors.
  7. Calls in advance, if any.
  8. Arrears of dividends on cumulative preference shares.
  9. Amount due to preference shareholders.
10. Amount due to equity shareholders.
The form of the Liquidator’s Final Statement of Account is given below:

ABC Company Ltd.
LIQUIDATOR’S FINAL STATEMENT OF ACCOUNT

Receipts Amount Payments Amount

Cash in hand xxx Secured creditors xxx
Cash at Bank xxx Legal charges(including
Assets Realised: liquidation expenses) xxx
Marketable Securities xxx Liquidator’s Remuneration xxx
Bills Receivables xxx Other expenses on liquidation xxx
Trade Debtors xxx Debenture holders:
Loans and Advances xxx Outstanding interest on debenture xxx
Stock in trade xxx Debentures xxx
Work in Progress xxx Preferential Creditors xxx
Land & Building xxx Unsecured Creditors xxx
Plant & Machinery xxx Calls in advance, if any xxx
Furniture and fixtures xxx Arrears of Dividend on
Patents, trade marks, etc. xxx cumulative Preference Shares xxx
Investments, etc. xxx Preference Shareholders xxx
Surplus realised from Secured Creditors(if any) xxx Equity shareholders xxx
Calls in arrears xxx
Amount received from calls on shares xxx

xxx xxx
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PROVISIONS
The following important points to be borne in mind while preparing the Liquidator’s Final

Statement of Account:
1. The words ‘To’ and ‘By’ need not be used, since it is a statement and not an Account.
2. When a specific asset pledged as security is realised by the liquidator:

Where a specific asset is provided as security towards debentures or creditors, the amount realised
on that should be used by liquidator for discharge of such debentures or creditors before making
any other payment. That is, on the Receipts side, the amount realised from the assets pledged will
be recorded and on the payments side, the amount payable towards secured creditors, will be
recorded to the extent of amount due or amount realised whichever is less. Where the amount
realised on the asset pledged is less than the amount due towards secured creditors, the difference
will be treated as unsecured creditors and paid after making payment to preferential creditors.

3. When a specific asset pledged as security against debentures or creditors is realised by
debenture holders or creditors:
In this case, surplus if any, in the hands of debenture holders or creditors must be treated
as receipts and recorded on the receipts side of the statement.
However, if the amount received on realisation is less than the amount due to debenture
holder or creditors, it must be paid after making payment to preferential creditors. (i.e., they
must be treated as unsecured creditors).

4. Calls in arrears:
Calls in arrears given in the Balance Sheet must be recovered by the liquidator from the
concerned shareholders without which repayment of capital on those shares cannot be made.
If the amount is not realised, the liquidator can forfeit the shares.

5. Calls on Shares:
Where the amount available is not sufficient to pay outside liabilities or preference shareholders, any
uncalled amount on equity shares must be called to the extent required at the relevant stage of deficiency.

6. Legal charges and other expenses on liquidation:
Legal expenses includes registration expenses, stamp duty, litigation expenses etc. The other expenses
on liquidation includes cost of liquidation like auctioneers and valuers charges, cost of possession and
maintenance of estate, cost of notices in Gazette and newspapers, establishment charges and other
incidental expenses on liquidation. When “liquidation expenses” or “cost of winding up” is given,
without mentioning the details, it can be shown before liquidator’s remuneration.

7. Liquidator’s Remuneration:
Normally a fixed amount is paid to liquidator or it is paid as a percentage on assets realised
by the liquidator and/or amount paid to unsecured creditors.
A. Where the remuneration is to be paid on assets realised: The following points must be kept in mind.
  (i) Until otherwise specified for calculating liquidator’s remuneration, “assets realised”

means any assets realised by liquidator except cash in hand and cash at Bank, because cash
in hand and at bank is already in the realised form and no effort is require for realising it.

 (ii) Until otherwise specified, no remuneration should be paid to liquidator on calls-in-
arrears and call money realised.

(iii) Surplus received from secured creditors must be considered in calculating liquidator’s remunera-
tion, since the liquidator makes an effort to realise the surplus from secured creditors.



Liquidation of Companies 5

(iv) When the problem states that remuneration is to be paid as a percentage on ‘Total
amount realised’, then remuneration should be calculated on total Receipts (i.e.,
including surplus, calls-in-arrears and call money received).

B. Where the remuneration is to be paid on payments made: The following points must be kept in mind.
  (i) For calculating remuneration on payment made to unsecured creditors, preferential

creditors must be considered as part of unsecured creditors.
 (ii) Where the balance amount available is sufficient enough to pay unsecured creditors

completely, liquidator’s remuneration on payment to unsecured creditors will be
calculated using the following formula:

Amount Payable to Unsecured Creditors  Percentage of commission
100



(iii) When the balance amount available is ‘not sufficient’ enough to pay unsecured creditors
completely, liquidator’s remuneration on payment to unsecured creditors will be
calculated using the following formula:

Amount available  Percentage of commission
100 +  Percentage of commission



(iv) Where the liquidator has to be paid remuneration on final amount payable to shareholders,
then the amount of remuneration must be calculated using the following formula:

Balance amount available before making payment to shareholders  Percentage of commission
100 +  Percentage of commission



  8. When Debentures are not secured against a specific asset, it  must always be treated as secured
on ‘floating charge’. Hence, it must be discharged before making payment to preferential creditors.

  9. Interest on Debentures:
Any outstanding interest on debentures must be paid before discharging debenture.
Interest on Debentures and other loans must be paid as follows:
(i) If the company is solvent, interest must be paid uptil the date of repayment of loan.
(ii) If the company is insolvent, interest must be paid uptil the date of winding up only,

irrespective of when the final repayment is made.

10. Preferential Creditors
Creditor's to whom following are due, as preferential creditors under Sec. 530 of the

Companies Act.
(i) All revenues, taxes, cesses and rates due from the company to the Central Government

or a State Government or to a local authority at the relevant date and having become
due and payable within the twelve months next before that date;

(ii) All wages or salaries (including wages payable for time or piecework and salary earned
wholly or in part by way of commission) of any employee, in respect of service rendered
to the company and due for a period not exceeding 4 months within the 12 months next
before the relevant date, and any compensation payable to any workman under any
provisions of Chapter V A of the Industrial Disputes Act, 1947, provided the amount
payable to any one claimant does not exceed ` 20,000;



6 Corporate Accounting

(iii) All accrued holiday remuneration becoming payable to any employee or in the case of
his death, to any other person in his right, on the termination of his employment before,
or by the effect of the winding up order or resolution;

 (iv) Unless the company is being wound up voluntarily for reconstruction or amalgamation
with another company, all amounts due, in respect of contributions payable during the
12 months next before the relevant date, by the company as the employer of any
persons under Employees’ State Insurance Act, 1948, or any other law;

  (v) All sums due as compensation under the Workmen’s Compensation Act, 1923, in respect
of death or disablement of any employee of the company;

 (vi) All sums due to an employee, from a Provident Fund, pension fund, or any other fund
for the welfare of the employees, maintained by the company; and

(vii) The expenses of any investigation held in pursuance of Section 235 or 237 in so far as
they are payable by the company.

Notes: (a) Persons who advance money for the purpose of making preferential payments under (2)
and (3) above will be treated as preferential creditors.

  (b) When amount available is not sufficient to pay the preferential creditors completely, the
amount so available should be distributed in proportion of amount due of each item.

11. Calls paid in advance
Calls paid in advance by shareholders must be paid immediately after paying unsecured creditors.

12. Preference Dividend
 (i) Preference dividend declared but not paid must be treated as “unsecured

creditors” and paid accordingly.
(ii) In case of cumulative preference shares, if dividends are in arrears for one or more

years, but not declared, then, it must be paid before paying preference share capital.
13. Where the preference shares are participating preference shares, the balance available

after paying preference share capital and equity share capital, must be proportionately
distributed to both preference shareholders and equity shareholders.

14. When share capital of the company includes fully paid shares and partly paid shares, the
difference amount must be paid first on fully paid shares and balance if any, must be
proportionately distributed.

This can be clearly understood with the following illustration.
Share Capital of the Company
10,000 equity shares of `100 each, fully paid 10,00,000
5,000 equity shares of `100 each, `80 paid   4,00,000
3,000 equity shares of `100 each, `60 paid   1,80,000
Balance amount available after paying preference share capital - `13,00,000.
Commission to liquidator on payment made to equity shareholders at 3%.
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The payment in this case can be shown as follows:
Particulars                                     ` 10,000 shares 5,000 shares 3,000 shares

`100 paid `80 paid `60 paid

Share Capital Amount available after 10,00,000 4,00,000 1,80,000

commission 13 00 000 100
103

, , F
H

I
K 12,62,136

Less: First surplus of `20 to fully paid
shares (10,000  20) 2,00,000 2,00,000 - -

Balance available 10,62,136 8,00,000 4,00,000 1,80,000

Less: Second surplus of `20 paid to
`80 paid shares 10,000  20 and 5,000  20 3,00,000 2,00,000 1,00,000 -
(2:1 Ratio)

Balance available 7,62,136 6,00,000 3,00,000 1,80,000
Less: Balance available distributed in the
ratio of capital/No.of shares (10:5:3) 7,62,136 4,23,409 2,11,704 1,27,023

Nil 1,76,594 88,296 52,977

Final Payment

Amount Per Share(`)

Towards 10,000, fully paid shares:
(`2,00,000 + 2,00,000 + 4,23,409) 8,23,409 82.34
Towards 5,000, `80 paid shares
(`1,00,000 + `2,11,704) 3,11,704 62.34
Towards 3,000 `60 paid shares 1,27,023 42.34

Illustration 1 (Remuneration on Unsecured Creditors, when there is no sufficient money to
pay unsecured creditors)

The following particulars relate to a limited company which has gone into voluntary liquidation.  You
are required to prepare the liquidator's Final Account allowing for his remuneration at 2% on the amount
realised, 2% on the amount distributed to unsecured creditors other than preferential creditors.

`
Preferential creditors 10,000
Unsecured creditors 32,000
Debentures 10,000
The Assets realised the following sums:
Land and Buildings 20,000
Plant and Machinery 18,650
Fixtures and Fittings 1,000

The liquidation expenses amounted to ` 1,000

Solution:

Liquidator's Final Account

Receipts ` Payments `

Land and Buildings 20,000 Liquidation Expenses 1,000
Plant and Machinery 18,650 Remuneration of Liquidator:
Fixtures and Fittings 1,000 (a) 2% on amount realised (` 39,650 × 2%) 793

(b) 2% on amount distributed to unsecured
    creditors (` 17,507 × 2%) 350
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Debentures 10,000
Preferential Creditors 10,000
Unsecured creditors 0.54 ps in a rupee 17,507
(Bal.fig.) or 100/102 × 17857

39,650 39,650

Note : (1) Calculation of Liquidator's Remuneration `
Total Receipts 39,650

     Less: Total payments up to preferencial creditors (`1,000+`793+`10,000+`10,000) 21,793

             Amount available to unsecured creditors before remuneration 17,857

        (1) Liquidator's Remuneration: = Amount available 


Rate

Rate100

                                              17,857×
2

102
 = `350

        (2)  It is assumed that debentures has a floating charge.  Hence, it has been paid before preferential creditors.

Illustration 2 (Remuneration on Unsecured Creditors)
Prakash Ltd. went into liquidation on 31-3-2015. Following information is available with the liquidator:

Creditor amount to ` 75,660 of which ` 8,000 are preferential, 6% Debentures having a floating charge
on the assets of the company amounted to ` 80,000.  Debentures to be paid interest upto 30-9-2015.

The Assets realised as follows:
Stock ` 84,000
Plant and Machinery ` 60,600
Cash in hand stood at ` 500.  Debentures were paid off on 30-9-2015 with interest.  Liquidator's

expenses amounting ` 1,902 and he is to be given a remuneration at 3% on the amount realised and
2% on the amount distributed to unsecured creditors excluding preferential creditors.

Prepare Liquidator's final statement of Account.

Solution:                                   PRAKASH LIMITED
Liquidator's Final Account

Receipts ` Payments `

Cash in hand 500 Liquidation Expenses 1,902
Assets realised: Liquidators remunaration:
Stock 84,000 a) 3% on amount realised (1,45,100 × 3%) 4,353
Plant & Machinery 60,600 b) 2% on amount distributed to 950

unsecured creditors(47,495 × 2%)
Secured Charges
Debentures 80,000
Outstanding Interest on Debentures

80 000
6

100
6

12
,  

L
NM

O
QP 2,400

Preferential creditors 8,000
Unsecured creditors (Bal.fig.) 47,495
or (100/102 × 48445)

1,45,100 1,45,100
Note: (1) Calculation of Liquidator's Remuneration `

Total Receipts 1,45,100
Less: Total payments up to preferencial creditors (`1,902+`4,353+`950+`80,000+`2,400+`8,000) 96,655

               Amount available to unsecured creditors before remuneration 48,445

1) Liquidator's Remuneration: = Amount available 


Rate

Rate100
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2. Liquidator's remuneration = 
2

102
48 445 , ` 950

3. Amount realised includes cash in hand for the calculation of remuneration.

Illustration 3 (Remuneration on Unsecured Creditors and on amount realised)
Luckless Ltd. went into voluntary liquidation on 31-03-2015 when the state of affairs was as below:

Unsecured creditors was ` 4,00,000 including ` 50,000 preferential claim.  Secured creditors,
secured on plant and machinery, stood at ` 2,00,000.  Cash in hand was ` 10,000.

The liquidator realised plant and machinery for ` 1,50,000 and the other assets realised ` 1,00,000.  The
liquidation expenses came to ` 10,000 and the liquidator's remuneration was fixed at 4% of the amount realised
including cash balance and 2% of the amount distributed to unsecured creditors including preferential creditors.

Prepare Liquidator's Final Statement of Account showing the distribution of cash.

Solution:                                           LUCK LESS Limited
Liquidator's final statement of Account

Receipts ` Payments `

Cash in hand 10,000 Secured Creditors 1,50,000
Assets realised Liquidation expenses 10,000
Plant/Machineries 1,50,000 Liquidator's Remuneration
Others 1,00,000 a) 4% of amount realised (2,60,000 × 4%) 10,400

b) 2% of amount distributed to
unsecured creditors - Note #3 1,757

Secured Charges Nil
Preferential Creditors 50,000
Unsecured Creditors (Bal.fig.) 37,843

37 843
3 000

,
,50,

 (` 0.11)

2,60,000 2,60,000

Notes: 1. When the Plant &Machinery is realised by the liquidator, the amount realised should be shown
     on the receipt side and amount paid to secured creditors is grown on the payment side.
   2. Secured creditors are paid to the extent of amount realised on the secured asset.  The
      balance amount due (i.e., `2,00,000-`1,50,000) is treated as unsecured crediors.
   3.Calculation of Liquidator's Remuneration:

Total Receipts 2,60,000
Less: Total Payments upto secured charges (10,000 + 10,400 + 1,50,000) 1,70,400

       Amount available to unsecured creditors including preferential creditors 89,600

       Liquidator's remuneration  = 
2

102
89 600 ,  = ` 1,757

Illustration 4 (Remuneration on Unsecured Creditors)
The following was the Balance Sheet of the Unsound Ltd., as at 31st March, 2015 when it was wound-up voluntarily:

Liabilities ` Assets `

50,000 Equity shares of ` 10 each 5,00,000 Plant and Machinery 4,00,000
2,000, 6% Cumulative Preference Furniture 1,000
shares  of ` 100 each 2,00,000 Investments 50,000
7% Debentures 1,00,000 Stock 50,000
Sundry Creditors Debtors 2,00,000

Trade 3,00,000 Cash 1,200
Cash 48,000 Profit and Loss Account 4,47,800
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Outstanding 2,000

11,50,000 11,50,000

Preference Dividends are in arrears for one year.  Debenture Interest is also due for one year.
All the outstanding creditors are preferential.  The assets realised as follows: `

Plant and Machinery 2,80,000
Furniture 400
Debtors 1,50,000

The stock and investments realise nothing.  The expenses of liquidation amounted to  ̀2,000.  The liquidator is entitled
to a commission of 4% on the assets realised and 2% on the amount paid to unsecured creditors. Prepare the Liquidator's
Statement of Account showing the compensation paid to the unsecured creditors.

Solution:
Unsound Limited

Liquidator's Final Statement of Account

Receipts ` Payments `

Cash 1,200 Liquidation expenses 2,000
Sundry Assets: Liquidator's Remuneration:
Plant and Machinery 2,80,000 a) 4% on Assets realised (` 4,30,400×4%) 17,216
Furniture 400 b) 2% on Amount paid to unsecured
Debtors 1,50,000 creditors  (Note #1) 5,988

Secured Charges:
7% Debentures 1,00,000
Outstanding Debentures

interest on Debentures 
7

100
1 00 000F

H
I
K, , 7,000

Preferential Creditors 2,000
Unsecured creditors (Bal.fig.) 2,97,396

i.e., 
2 97 396
3 48 000

, ,
, ,  =  ` 0.85 in a rupee

4,31,600 4,31,600

Note: (1) Calculation of Liquidator's Remuneration `

Total Receipts 4,31,600
     Less: Total payments up to secured changes (`2,000+`17,216+`1,00,000+`7,000) 1,26,216

Amount available to unsecured creditors including preferential creditors 3,05,384
Liquidator's Remuneration:

1) Liquidator's Remuneration: = Amount available 


Rate

Rate100

                                             = 
2

102 ×  3,05,384 = `5,988

2. Assets realised means excluding cash for the calculation of Commission.

Illustration 5 (Remuneration on Unsecured Creditors with Adjustment on Realisation by
Secured Creditors)

Bad Luck Co. Ltd. went into liquidation.  Its assets realised ` 1,75,000 excluding the amount realised
by sale of securities held by the secured creditors.  The following was the position.

Share capital: 500 shares of ` 100 each. `
Secured creditors (securities realised ` 20,000) 17,500
Preferential creditors 3,000
Unsecured creditors 70,000
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Debentures having a floating charge on the assets of the company 1,25,000
Liquidation expenses 6,250
Liquidator is to be paid a commission of 2% on the amount actually paid to unsecured creditors including

preferential creditors. Prepare Liquidator's final statement of Account.

Solution:
Bad luck company Ltd

Liquidator's final statement of Account
Receipts ` Payments `

Assets realised 1,75,000 Liquidation expenses 6,250
Surplus from secured creditors 2,500 Liquidator's Remuneration

(20,000 – 17,500) 2% on amount paid to unsecured creditors
including Preferential creditors (Note #1) 907
Secured Charges
Debenture having a floating charge 1,25,000
Preferential creditors 3,000
Unsecured creditors (Bal.fig.) 42,343

42 343
70 000

60,
,

`  in a rupee

1,77,500 1,77,500

Note: (1) Calculation of Liquidator's Remuneration `

Total Receipts 1,77,500
       Less:Total payments up to secured charges (`6,250+`1,25,000) 1,31,250

   Amount available to Unsecured creditors including preferential creditors before remunaration 46,250

             Liquidator's Remuneration = 
2

102   46,250 = ` 907

        (2) Since securities are held by secured creditor, it is assumed that they have been realised
by creditors themselves.  Hence, only the surplus has been shown on the receipt side.

Illustration 6 (Remuneration on Unsecured Creditors with Adjustment on Realisation by
Secured Creditors)

Unfortunate Ltd. went into voluntary liquidation on 1-4-2015 on which date its position was as under:

Liabilities `
Share Capital: 2,500 shares of ` 100 each, ` 80 per share paid up 2,00,000
Secured Loan (Land, Building, Machinery) 50,000
Unsecured loan 95,000
Preferential creditors 5,000

3,50,000

Assets `
Land, Building, Machinery 40,000
Other fixed assets 1,30,000
Stock 52,500
Debtors 50,000
Loans 20,000
Cash 2,500
Profits and Loss A/c 55,000

3,50,000

Land, Building and Machinery were realised by secured creditors for ` 60,000.  Other fixed assets
realised ` 20,000, Debtors ` 10,000, Stock ` 5,000.  Loans were completely bad.  Liquidator is to be paid
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a fixed commission of ` 500 plus 1% of the amount paid to unsecured creditors excluding preferential
creditors. Liquidator's out of pocket expenses amounted to ` 500.  Company decide to make calls on
shares and received in full.

Prepare liquidator's final statement of Account.

Solution:
Unfortunate Limited

Liquidtor's Final Statement of Account

Receipts                                     ` ` Payments                                      ` `

Cash 2,500 Liquidation expenses 500
Fixed Assets 20,000 Remuneration of liquidators:
Debtors 10,000 (a) Fixed 500
Stock 5,000 (b)1% on amount paid Unsecured Creditors1 906
Surplus of Securities Preferential Creditors 5,000

(60,000-50,000) 10,000 Unsecured Creditors (Bal. fig.) 90,594

Share calls on shares [2,500 x 20] 50,000
`

`

90 594

95 000

,

,

F
HG

I
KJ = ` 0.95

97,500 97,500

Note: 1. Calculation of Liquidator's Remunaration `

Total Receipts 97,500
     Less: Total payments up to Preferential Creditors (`500+`500+`5,000) 6,000

             Amount available to Unsecured creditors before remunaration 91,500

              Liquidator's Remunaration on unsecured creditors = 91,500  
1

101  = ` 906

2. Secured assets are realised by the secured creditors. Therefore the surplus of `10,000 is shown on
the receipts side.

Illustration 7 (Fixed remuneration and remuneration on Unsecured Creditors with Realisations
by Secured Creditors and Calls on Shares)

The Unlucky Ltd., went into voluntary liquidation on 31-3-2015 on which date the position was
as follows:

Liabilities ` Assets `

5,000 equity shares of ` 100 each, Land & Building 80,000
` 80 paid up 4,00,000 Fixed assets 2,60,000
Loan (secured by mortgage of Stock 1,05,000
Land & Building) 1,00,000 Debtors 1,00,000
Unsecured Liabilities (Including Loan 40,000
` 10,000 preferential creditors) 2,00,000 Cash 5,000

P & L Account 1,10,000

7,00,000 7,00,000

Land and Building were realised by secured creditors ` 1,20,000,  Other fixed assets realised `
40,000,  Debtors ` 20,000,  Stock realised ` 10,000.  Loans were wholly bad.  Liquidator is entitled to
a fixed remuneration of ` 1,000 plus 2% on the amount paid to unsecured creditors.  Liquidators out
of pocket expenses amounted to ` 1,000.  Company decided to make calls on shares and received the
same in full.

Show the liquidators statement of Account.
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Solution:
Unlucky Ltd.

Liquidator’s Final Statement of Account

Receipts                              ` ` Payments                              ` `

Cash 5,000 Liquidation Expenses 1,000
Assets Realised Liquidator's Remuneration

Fixed Assets 40,000 a) Fixed Amount 1,000
Debtors 20,000 b) 2% on amount paid to
Stock 10,000 unsecured creditors (Note #1) 3,784

Surplus from Securities Preferential Creditors 10,000
(` 12,00,000 – ` 1,00,000) 20,000 Unsecured Creditors 1,79,216

Calls on 5000 shares at ` 20 per share 1,00,000
`

`
`

1,79,216
2,00,000

0.896 in a rupee
F
HG

I
KJ 

1,95,000 1,95,000

Woking Note: 1. Calculation of Liquidator's Remuneration

Total Receipts 1,95,000
Less:Payment made Total payments up to secured charges (`1,000 + `1,000): 2,000

Amount available to unsecured crediting including preferential creditors 1,93,000

Liquidator's remuneration = ` 1,93,000 
2

102   = ` 3,784

Illustration 8 (Payment to Equity Shareholders Partly with calls-in-arrears collected)
Jyothi Company Ltd. went into Voluntary Liquidation on 31st March 2015 on which date the

position of the company was as follows:
2,000 Preference shares of ` 10 each, 5,000 A Equity shares of ` 10 each ` 9 paid.  5,000 B Equity Shares of ` 10

each ` 8 per share paid up.  Under the Articles of Association the Preference shares have priority as to the repayment
of capital over the Equity shares.  Fixed Assets realised ` 18,000.  Current Assets realised ` 10,000.  The Liquidator called
on 5,000 B Equity share holders to pay ` 1 which was duly paid except on 200 shares which was irrecoverable.

The cost of liquidation amounted to  ̀1,650; Preferential creditors  ̀1,000; Secured Creditors  ̀1,000; and Unsecured
Creditors  ̀ 6,000.  The Liquidator's remuneration is 12% on the amount paid to Secured and Unsecured Creditors.

Prepare Liquidator's Final Statement.
Solution:

Jyothi Company Ltd
Liquidator's Final Statement of Account

Receipts                             ` ` Payments                             ` `

Assets Realised: Secured Creditors 1,000
Fixed Assets 18,000 Liquidation Expenses 1,650
Current Assets 10,000 Liquidator's Remuneration at 12% on
Calls in arrears collected amount paid to Secured and Unsecured
on 4800 shares at Re. 1 per share 4,800 Creditors (12% on ` 8,000) 960

Secured Charges NIL
Preferential Creditors 1,000
Unsecured Creditors 6,000
Preference shareholders
Preference Share capital 20,000
Equity Shareholders of 2,190

i e. ., 2,190
9,800 shares ` 0.22 per share

32,800 32,800
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Note:
1. Unsecured creditors include preferential creditors.
2. Amount available is distributed to holders of 9,800 equity shares. (5,000+5,000 shares - 200 shares for
nonpayment of call money = 9,800 shares).

Illustration 9 (Refund of Surplus to Preference and Equity Shareholders)
MN Co. went into voluntary liquidation on 1-4-2015.  The liquidator is entitled to remuneration of

3% on realisation of Assets and 2% on the total final amount distributed to all shareholders.  The
following was the position as on 31-03-2015.

`

Assets realised (Including assets given as security) 5,00,000

Liquidation Expenses 9,000

Creditors (Including salaries and wages due, treated as preferential ` 6,000 68,000

and loans of ` 25,000 for which Assets offered as security realised ` 18,000)

5,000, 6% preference shares of ` 30 each (Dividend paid upto 31-03-2014) 1,50,000

10,000 Equity Shares of ` 10 each, ` 9 paid up 90,000

General Reserve 1,20,000

Profit and Loss account balance 20,000

Under the Articles of Association, the preference shareholders have the right to receive 1/3 of
the surplus remaining after repayment of the Equity Share Capital, and any arrears of Dividend.

Prepare the liquidator's Account, showing necessary calculations and working.

Solution:
MN Co. Limited

Liquidator's Final Statement of Account

Receipts ` Payments `

Assets realised 5,00,000 Secured creditors 18,000
Expenses of liquidation 9,000
Remuneration
a) 3% on Assets realised (5,00,000 × 3%) 15,000
b) 2% on total final amount distributed

to all shareholders (Note #2) 8,000
Secured Charges Nil
Preferential Creditors 6,000
Unsecured Creditors 44,000
Preference Shareholders:
Arrears of Preference Dividend 9,000
Preference Share Capital 1,50,000

Surplus: 1 000 1
3

,51, F
H

I
K 50,333

Equity Shareholders
Equity Shareholders Capital 90,000

Surplus:  1 000 2
3

,51, F
H

I
K 1,00,667

5,00,000 5,00,000
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Note: 1. Calculation of amount of unsecured creditors:
Creditors 68,000

     Less: Preferential creditors 6,000
Secured creditors 18,000 24,000

44,000

  2.  Calculation of Liquidators Remuneration:
      Total Receipts 5,00,000
      Less: Total Payment upto unsecured creditors (18,000+9,000+15,000+6,000+44,000) 92,000

           Balance available to all Shareholders including remuneration 4,08,000

    Liquidators Remuneration = 4,08,000  
2

102  = ` 8,000

  3.   Calculation Surplus to Shareholders:
Balance available to all Shareholders including remuneration 4,08,000

      Less:  Remuneration 8,000

Amount available to all share holders 4,00,000
      Less:  Arrears of Preference Dividend 9,000

         Preference Share Capital 1,50,000
         Equity Share Capital 90,000 2,49,000

Surplus available to Preference Shareholders and Equity Shareholders 1,51,000

Surplus distributed to Preference Shareholders (1,51,000 × 1/3) 50,333

Surplus available to Equity Shareholders (1,51,000 × 2/3) 1,06,667

Illustration 10 (Calls in arrears and calls in advance)
A limited company went into voluntary liquidation with the following liabilities:

`
Trade creditors 12,000
Bank overdraft 20,000
Capital:
10,000 preference shares of ` 10 each, ` 7 called up (with prior rights) 70,000
10,000 ordinary shares of ` 10 each, ` 9 called up ` 90,000
Less: Calls in arrears 2,000 88,000
Cash received in anticipation of calls:

On preference shares 24,000
On ordinary shares 4,000 28,000

The assets realised ` 2,00,000.  Expenses on liquidation amounted to ` 2,000 and liquidator's
remuneration ` 3,000.  Prepare liquidator's final statement of account.



16 Corporate Accounting

Solution:
Limited Company (On Liquidation)

Liquidator's Final Statement of Account

Receipts ` Payments `

Assets Realised 2,00,000 Liquidation Expenses 2,000
Calls in arrears collected 2,000 Liquidator's remuneration 3,000

Secured Charges Nil
Preference Shareholders: Nil
Unsecured Creditors:
Trade Creditors 12,000
Bank overdraft 20,000
Calls in advance 28,000
Preference shareholders
Preference shareholders capital 70,000
Equity Shareholders
Equity Shareholders capital

`

`

67,000

10,000 shares

F
HG

I
KJ = 6.70 per share

2,02,000 2,02,000

Note:
1. Capital repayment cannot be made until calls-in-arrears are collected.  Hence, its collection is

shown on the receipts side.
2. Calls in advance must be paid immediately after payment of unsecured creditors.

Illustration 11 (Surplus to Equity Shareholders)
The Z Valley Mining Co. Ltd., went into voluntary liquidation on 1-4-2015 as its mines reached such

a state of depletion, that it became too costly to excavate further minerals.  The liquidators whose
remuneration is 3 per cent on realisation of assets and 2 per cent on distribution to shareholders.
Realised all the assets.  Following being the position of the company (in liquidation) as at 31.3.2015.

`
Cash on realisation of assets 5,00,000
Expenses of liquidation 7,000
Unsecured Creditors 68,000
5,000, 6% Cumulative Preference Shares of ` 30 each fully paid 1,50,000
10,000 equity shares of ` 10 each fully paid 1,00,000
General Reserve as at 31.3.2015 1,24,000
Profit and Loss (Credit Balance) on 31.3.2015 20,000

Dividend on preference shares have been paid upto 31.3.2015 and automatically becomes payable
when profits are available.
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Solution:
The Z Valley Mining Co. Ltd.

Liquidator's Final Statement of Account

Receipts ` Payments                         ` `

Assets Realised 5,00,000 Liquidation Expenses 7,000
Liquidator's Remuneration:
(a) 3% on Assets Realised

5 00 000 3
100

, , F
H

I
K 15,000

(b) 2% on distribution to
Shareholders(Note #1) 8,039

Secured Charges
Nil Preference Shareholders: Nil

Unsecured Creditors 68,000
Preference Shareholders:

Arrears of dividend 9,000
Share Capital 1,50,000
Equity Shareholders:
Share Capital 1,00,000

Surplus (Bal. fig.) 1,42,961

5,00,000 5,00,000

Working
Calculation of liquidator's remuneration total receipts

`
Assets Realised 5,00,000

Less:Total Payments upto unsecured creditors (7,000 + 15,000 + 68,000) 90,000

Amount available to shareholders including Liquidator's remuneration at 2%. 4,10,000
Liquidator's remuneration at 2%.

Liquidator's remuneration = 4,10,000  
2

102  = 8,039

Illustration 12 (Remuneration on amount realised and amount paid to Equity Shareholders)
The Bad Luck Company went into voluntary liquidation on 30-9-2015. On that date, its Balance

Sheet was as follows:

Liabilities ` Assets `

15,000, 8% Preference Shares (` 1 each) 15,000 Machinery 25,000
30,000 Equity Shares 30,000 Stock 18,000

45,000 Debtors 14,500
Less: 6% Debentures 10,000 Cash 500
Creditors 8,000 Deficiency in the P & L Account 5,000

Total 63,000 63,000

The dividend on preference shares had been paid upto 30-3-2014.  In this case, the preference
shares had the right of getting their capital and arrears of dividend, before any amount is repaid to
equity shareholders.

The liquidator sold the stock and machines for ` 36,500 and collected ` 14,500 from the debtors.
In addition to the creditors mentioned above, he had to pay the preferential creditors by way of taxes
to the extent of ` 1,000.  The liquidation expenses were ` 210.
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The Debenture holders were repaid on 31-9-2015 along with interest upto this date.
2% on the amount realised by sale of stock and machines and collection from debtors, and 2% on

the amount finally paid to the Equity shareholders was to be the liquidator's renumeration.
Prepare the Liquidator's Final Account.

Solution:
Bad Luck Company Limited

Liquidators Final Statement of Account

Receipts                           ` ` Payments                             ` `

Cash Balance 500 Liquidation Expenses 210
Assets realised: Liquidator's Remuneration

Stock and Machines 36,500 a) 2% on 51,000
Debtors 14,500 assets realised (51,000 × 2%) 1,020

b) 2% on (Note #)
on payment to equity share holders 290

Secured Chareges Nil
6% Debentures 10,000

Debenture Interest due 
6

100
10 000

6
12

 F
H

I
K, 300

Preferential creditors 1,000
Unsecured Creditors 8,000
Preference Shareholders

Arreres Preference Dividend 
8

100
15 000F

H
I
K, 1,200

Preference Share Capital 15,000
Equity Shareholders

Equity Shareholders capital 14,480

`

`

14,480

30,000 shares

F
HG

I
KJ =0.48

51,500 51,500

Note: 1. Calculation of Liquidators Remuneration

Total Receipts 51,500
Less:Total payment upto Preference Share Holders

(210+1,020+1,000+10,000+300+8,000+15,000+1,200) 36,730

Amount available to equity shareholders including liquidators remuneration 14,770

Liquiditors Remuneration = 14,770  
2

102  = ` 290

res

I
KJ
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Illustration 13 (When there are different types of Shares with Fully and Partly paidup)
The following is the Balance Sheet of X Ltd., as on 31st March 2015

Liabilities ` Assets `

4,000, 6% Preference Shares of 4,00,000 Land 2,00,000
` 100 each  2,000 Equity shares of Plant 5,00,000

   ` 100 each, ` 75 paid up 1,50,000 Patents 80,000
6,000 Equity Shares of ` 100 each, Stock 1,10,000

` 60 per share paid up 3,60,000 Debtors 2,20,000
5% Debentures 2,00,000 Cash 60,000
Outstanding Debenture Interest 10,000 Profit & Loss A/c 2,40,000
Creditors 2,90,000

14,10,000 14,10,000

On the date of Balance Sheet the company went into liquidation.  The dividends on preference
shares are in arrears for 2 years.  The arrears are payable on liquidation as per Articles of Association.
The Debentures have a floating charge on the assets of the company.  Creditors include a loan of `
1,00,000 secured by mortgage of land.  The assets realised are as under:

Land ` 2,40,000; Plant ` 4,00,000; Patents ` 60,000; Stock ` 1,20,000; Debtors 1,60,000.

The expenses of liquidation amounted to ` 21,800.  The liquidator is entitled to a commission of
3% on all assets realised including cash and a commission of 2% on the amount distributed to unsecured
creditors.  Preferential creditors amounted to ` 30,000.

Prepare the Liquidator's Statement of Account.

Solution:
X Limited

Liquidator's Final Statement of Account

Receipts ` Payments                            ` `

Assets Realised: Secured Creditors 1,00,000
Cash 60,000 Expenses of liquidation 21,800
Land 2,40,000 Liquidator's Remuneration:
Plant 4,00,000 a) 3% on Assets realised (10,40,000×3%) 31,200
Patents 60,000 b) 2% on unsecured creditors (1,90,000×2%) 3,800
Stock 1,20,000 Secured Charges
Debtors 1,60,000 5% Debentures 2,00,000

O/S interest on Debentures 10,000
Preferential creditors 30,000

Unsecured creditors 1,60,000
Preference Shareholders:

Preference Share Capital 4,00,000
Arrears of Preference dividend 48,000

Equity Shareholders:
2,000 Equity share
(30,000 + 1,300) 31,300

     6000 Equity shares 3,900

10,40,000 10,40,000
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Note: 1) If the liquidator is to get a commission on all assets realised, he also gets a commission on
cash and bank balance unless otherwise stated.

2) Creditors as per Balance Sheet 2,90,000
Less: Secured creditors 1,00,000

Unsecured creditors for commission purpose: 1,90,000
Less: Preferential creditors 30,000

Unsecured creditors(Balance) 1,60,000

3) Calculation of arrears of preference dividends:

` `4,00,000
6

100
years =  48,000  2

3) Equity Shareholders per share:
Calculation of amount paid to equity shareholders
    Total Receipts 10,40,000
Less: Total payments upto preference shareholders 10,04,800
    Amounta available to equity shareholder 35,200
Balance amount available to Equity Shareholders 35,200
Less: Excess amount paid by 2,000 Equity shareholders (2000  15) 30,000

4) Balance 5,200
(a) Amount Paid to 2,000 equity shares (5,200 × 2/8) 1,300
(b) Amount Paid to 6,000 equity shares (5,200 × 6/8) 3,900

Illustration 14 (When there are different types of Shares with fully and partly paid-up)
Quick Consumption Limited went into voluntary liquidation on 31-03-2015.  The Balance Sheet as on that date was:

Liabilities ` Assets `

Share Capital: Land and Buildings 2,50,000
5,000, 6% Cumulative preference shares Machinery 6,25,000

of ` 100 each fully paid 5,00,000 Patents 1,00,000
2,500 Equity Shares of ` 100 each Stock 1,37,500

` 75 paidup 1,87,500 Debtors 2,75,000
7,500 Equity Shares of 100 each Cash at Bank 75,000

` 60 paid up 4,50,000 Profit and Loss A/c 3,00,000
5% Mortgage debentures 2,50,000
Interest outstanding on debentures 12,500
Creditors 3,62,500

17,62,500 17,62,500

The liquidator is entitled to a commission of 3% on all assets realised except cash and 2% on
amounts distributed to unsecured creditors.

Creditors include ` 17,500 for Income-tax due to Government, ` 5,000 Outstanding Salaries of
employees and an award of ` 15,000 made under Workmen's Compensation Act.  It also includes a loan
for ` 1,25,000 secured by mortgage on Land and Buildings.  The preference dividends were in arrears
for two years.  The assets realised as follows:

`

Land and Buildings 3,00,000

Machinery 5,00,000

Patents 75,000

Stock 1,50,000
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Debtors 2,00,000

Expenses of Liquidation amounted to 27,250

Prepare the Liquidator's Final Statement of Account.

Solution:
Quick Consumption Limited

Liquidator's Final Statement of Affairs

Receipts ` Payments                             ` `

Cash at Bank 75,000 Secured Creditors (Mortgage on Land & Building) 1,25,000
Assets Realised: Liquidation Expenses 27,250

Land & Building 3,00,000 Liquidator's Remuneration
Machinery 5,00,000 a) 3% on Assets Realised (12,25,000 × 3%) 36,750
Patents 75,000 b) 2% on amount distributed
Stock 1,50,000 to unsecured Creditors

Debtors 2,00,000 2 37 2
100

, ,500 F
H

I
K 4,750

Secured Charges
5% Debenture 2,50,000
Outstanding Interest on
Debenture 12,500

Preferential Creditors
a) Income Tax 17,500
b) Salaries 5,000
c) Award under Workmen's

Compensation Act. 15,000
Unsecured Creditors (Balance) 2,00,000
Preference Shareholders:
Arrears of Dividend

5 00 000 2 6
100

, ,  F
H

I
K 60,000

Preference Share Capital 5,00,000
Equity Shareholders

2,500 Shares (37,500+2,188) 39,688
7,500 shares 6,562

13,00,000 13,00,000

Note: Calculation of amount paid to Equity shareholders
Total Receipts 13,00,000
Less:Total payment upto Preference Share Holders
(1,25,000+27,250+36,750+4,750+2,50,000+12,500+17,500+5,000+15,000+2,00,000+60,000+5,00,000) 12,53,750

Amount available to equity shareholders 46,250

Amount available to equity shareholders 46,250
Less:Excess amount paid by 2,500 equity shares (2,500 × 15) 37,500

Balance 8,750

Amount paid to 2,500 shares 8,750 × 1/4 2,188
Amount paid to 7,500 shares 8,750 × 3/4 6,562
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Illustration 15 (Required amount collected by making calls)
The Balance Sheet of Good Luck Co. Ltd. is as follows for the year ended 31-03-2015.

Balance Sheet

Liabilities ` Assets `

Equity Share Capital Building (mortgaged for debenture) 2,00,000
5,000 shares of ` 100 each, Other Fixed Assets 6,20,000

` 80 per share paid up 4,00,000 Current Assets 2,00,000
8% Preference Share capital Cash 60,000

(2,000 shares of ` 100 each) 2,00,000 P & L A/c 2,86,000
8% Mortgage debenture 2,00,000
Outstanding interest on debentures 16,000
Creditors 5,50,000

13,66,000 13,66,000

The company went into voluntary liquidation and the following transactions took place:

1) All the assets except cash were realised for ` 9,80,000 by liquidator, including ` 2,80,000 for sale
of building on 01.11.2015.

2) Liquidation expenses amounted to ` 20,400.

3) a) 2% on assets realised except cash
b) 2% on amount paid to creditors
c) 2% on amount collected by making calls on shares to the required extent only.

4) Dividends on preference shares are in arrears for 4 years and payable on liquidation as per Articles of the company.

Prepare Liquidator's Final Statement of Account.

Solution:
Good Luck Co. Ltd.,

Liquidatori Final Statement of Account

Receipts ` Payments `

Cash at bank 60,000 Secured creditors
Assets realised 9,80,000 (Debentures - See Note 1) 2,25,333
Call money collected (see Note 2) 51,360 Liquidation expenses 20,400

Liquidator's Remuneration
(a) 2% on assets realised except

cash (2% at `9,80,000) 19,600
(b) 2% on amount paid to

creditors (2% at `5,50,000) 11,000
(c) 2% on amount collected by

machinery calls to the
required extent (see Note 3) 1,027

Secured Charges Nil
Preference Creditors Nil
Unsecured Creditors 5,50,000
Preference Shareholders
Arrears of preference dividend

` 2,00,000
8

100
 years 

F
HG

I
KJ4 64,000

Preference share capital 2,00,000

10,91,360 10,91,360
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Working Note
1) Calculation of amount payable towards debenture holder:

`
Debenture Capital 2,00,000
Outstanding Interest on debentures 16,000

Interest due from 1.4.2015 to 1.11.2015 ` 2,00,000
8

100
 

F
HG

I
KJ

7

12 9,333

2,25,333

2) Calculation of amount to be collected on calls:
Total payment upto Preference Share Holders exculding Remuneration
(2,25,333+20,400+19,600+11,000+5,50,000+64,000+2,00,000) 10,90,333
Less: Total Receipts before making calls (` 60,000 + 9,80,000) 10,40,000

Amount required exculding liquidators remuneration 50,333

Amount required is ` 50,333 excluding liquidators commission at 2% on amount collected by making
calls on shares.

Therefore, ` 50,333 represents 98%
for 98% the amount required is ` 50,333
for 100%                                 - ?

50 333 100
98

, 
 =  `51,360

 the amount to be collected on calls ` 51,360

3) Calculation of Liquidator's remuneration on amount collected at 2%.

51,360  
2

100  = `1,027

Illustration 16 (Problem with Share Premium on Preference Shares and Arrears of Dividends)
Luckless Ltd., went into voluntary liquidation on 31st March 2015.  The Balance Sheet as on that date was:

Liabilities ` Assets `

Share Capital: Freehold Properties 5,80,000
6,000, 5% Cumulative Preference Plant 2,89,000

share of ` 100 each fully paid 6,00,000 Motor Vehicles 57,500
50,000 equity share of ` 10 each Stock 1,86,000

fully called 5,00,000 Debtors 74,000
Less: Calls in arrears 25,000 4,75,000 Profit & Loss A/c 2,14,000
Share Premium Account 50,000
5% Debentures 1,00,000
Interest O/S on debentures 2,500
Bank Overdraft 58,000
Creditors (Including Preferential

creditors ` 15,000) 1,15,000

14,00,500 14,00,500

The preference dividends are in arrears from 1st April 2011.  The Company's Articles provide for
the payment of premium of ` 12.50 per share alongwith any arrears of dividend to the cumulative
preference shareholders in the event of liquidation of the company and payable in priority to the
equity shareholders.

The Bank O/D. was guaranteed by the directors who duly implemented their guarantee.

Liquidator realised the assets:



Property ` 7,00,000; Plant ` 2,40,000; Motor Vehicles ` 50,000; Stock ` 1,50,000; Debtors ` 60,000.
The calls in arrears were duly collected by him.

The Trade Creditors agreed to receive 5% less than their claims.

The cost of liquidation ` 2,750.  The liquidator's remuneration was 2.5 percent on the total amounts
realised and 1% on the amount paid to unsecured creditors.

Prepare the liquidators Final Statement of Account, indicating the amount repaid on each equity
share by the liquidator.

Solution:
Luckless Ltd.

Liquidator's Final Statement of Account

Receipts ` Payments                        ` `

Secured Creditors Nil
Assets Realised: Cost of liquidation 2,750

Property 7,00,000 Liquidator's Remuneration:
Plant 2,40,000 (a) 2.5% on the total amounts
Motor Vehicle 50,000 realised
Stock 1,50,000 (12,25,000 × 2.5%) 30,625
Debtors 60,000

Calls in Arrears 25,000 (b) 1% on the amount paid to

Unsecured creditors (Note #3)
(1,68,000  × 1%) 1,680
Secured Charges
5% Debentures 1,00,000
Interest on Debentures 2,500
Preferential Creditors 15,000
Unsecured Creditors including
Bank Overdraft

(95,000+58,000) 1,53,000
Preference Shareholders:

Arrears of Dividend
(6,00,000 × 5 × 4) 1,20,000

Preference Share Capital 6,00,000
Premium (6,000  12.50) 75,000
Equity Shareholders
Equity Share Capital (Bal. Fig.)
` 2.49 per Share (Approx.) 1,24,445

1 24 445
50 000
, ,

,
12,25,000 12,25,000



Note: 1) Unsecured Creditors includes Bank overdraft though personal security is given by the directors.

2) For the purpose of Liquidator's Remuneration, Unsecured Creditors include preferencial Creditors.
3) Calculation of Unsecured Creditors:

Creditors (1,15,000 – 15,000) 1,00,000
Less:Discount received  (1,00,000 × 5%) 5,000

95,000
Bank Overdraft 58,000

Unsecured Creditors 95,000

Preferencial Creditors 15,000

 Total Unsecured Creditors 1,68,000

3) Liquidator's Remuneration

1% on Unsecured creditors: 
1

100
 1,68,000  =  ` 1,680

Illustration 17 (Different types of Shares with Realisations by Secured Creditors)

The following is the Balance Sheet of Soma Ltd. as on 31st March 2015.
Balance Sheet of Soma Ltd. as on 31st March 2015

Liabilities ` Assets `

Paid-up capital: Fixed assets:
1,000, 6% preference shares Land and building 2,00,000
of ` 100 each 1,00,000 Plant and machinery 2,20,000
2,000, equity shares of Current assets:
` 100 each, fully paid 2,00,000 Stock 1,00,000
3,000 equity share of Debtors 1,00,000
100 each, ` 50 paid 1,50,000 Cash at Bank 30,000

Secured Loan: Miscellaneous expenditure:
6% debentures (floating Profit and Loss Account 1,00,000
charge on all assets) 1,00,000

Others:
(Mortgage on land and building) 1,00,000

Current liabilities:
Sundry creditors 90,000
Income tax 10,000

7,50,000 7,50,000

The Company went into liquidation on 1.4.2015.
The preference dividends were in arrears for 3 years. The arrears are payable on liquidation.
The  assets  were  realised  as follows: land and building ` 2,40,000; plant and machinery ` 1,80,000;

stock ` 70,000; debtors ` 60,000.
The expenses of liquidation amounted to ` 8,000.
The liquidator is entitled to a commission at 2% on all assets realised excluding cash at bank and

3% on amounts distributed to unsecured creditors.
All payments were made on 30th Sept. 2015.
Prepare Liquidator’s Statement of Accounts.
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Solution
Liquidator’s Final Statement of Account from January 1, 2013 to June 30, 2013

Receipts ` Payments                       ` `

Assets realised: Secured Creditors (Mortage on Land & Building) 1,00,000
Cash at Bank 30,000 Liquidation expenses 8,000
Sundry Debtors 60,000 Liquidator’s remuneration:
Stock in Trade 70,000 2% on Asset realised exculeding cash
Plant and Machinery 1,80,000 (5,50,000 × 2%) 11,000
Land and Building 2,40,000 3% on distributed unsecured

creditors (1,00,000 × 3%) 3,000
Secured Charges

Debentures 1,00,000
Interest up to June 30th, 2015 3,000

Preferential creditors(Income Tax) 10,000
Unsecured creditors 90,000
Preference shareholders:

Arrears of dividends 18,000
Capital 1,00,000
Equity shareholders:
(a) 2,000 Equity Shares (1,00,000+14,800) 1,14,800
(b) 3,000 Equity shares 22,200

5,80,000 5,80,000

Working notes:
1. Debentureholders are entitled to interest up to the date of payment since the company is solvent.
2. Preference dividend is payable only up to 31st March, 2013.
3. Calculation of amount paid to equity shareholders

Total Receipt 5,80,000
Total Payments up to Preference shareholders
(1,00,000+8,000+11,000+3,000+1,00,000+3,000+10,000+90,000+18,000+1,00,000) 4,43,000
Balance amount available to equity shareholders 1,37,000

Balance amount available to equity shareholders 1,37,000
Less: Extra amount paid on 2,000 equity shares (2,000  50) 1,00,000

Balance amount available   37,000

Payment made to 2,000 equity shares (37,000 × 2/5)   14,800

Payment made to 3,000 equity shares (37,000 × 3/5)   22,200

EXERCISES
Section A Type Questions
  1. What is Statement of Affairs? How is it prepared?

  2. Who are preferential creditors under company law?

  3. What is a List A contributory and List B Contributory?

  4. What is a liquidator’s final statement of account? How is it prepared ?

  5. How would you deal with debenture interest outstanding when the company is (a) solvent and
(b) insolvent?
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  6. Give two examples of Preferential Creditors.

  7. Who is an official liquidator?

  8. Who is a contributory?

  9. Find out the liquidator’s remuneration from the following: His remuneration should be 3% on the balance
after deducting the remuneration. The balance before deducting his remuneration was `20,600.

10. Who is an ‘official receiver’?

11. As a liquidator, how would you adjust the rights between the fully paid and partly paid-up equity
shares?

12. Who are Preferential Creditors?

13. What is liquidator’s Final Statement of Account?

14. How do you treat the following items in the liquidation statement of account?

(i) Interest on Debentures.

(ii) Arrears of Preference dividend.

15. What is a voluntary liquidation of a company?

16. Who are Secured Creditors?

17. Findout the commission due to the liquidator if the commission is

18. 2 1/2 % on the amount available to equity shareholders after charging such commission. The
amount available to equity share holders before charging such commission is ` 2,24,000.

19. Give the meaning of liquidation of a company.

20. What are the functions of the liquidator?

21. Mention any two circumstances when a company is compulsory winding up.

22. When should calls in advance be returned to shareholders under liquidation?

23. Mention the types of Liquidation of companies.

24. State the types of voluntary winding up.

25. What is surrender of shares?.

Section B Type Questions
26. What are the grounds for compulsory winding up of company?

27. Calculate liquidator's remunaration and amount available to pay unsecured creditors:

(i) Balance of cash after paying preferential creditors ` 2,10,000.

(ii) Other unsecured creditors are ` 2,50,000.

(iii) Liquidator's remunaration is 5% on the amount paid to other unsecured creditors.

(Ans: 1. Remunaration = 5/105×2,10,000 = 10,000
2. To unsecured creditors = 2,00,000 (i.e., 2,10,000 – 10,000)

28. Calculate the amount of preferential creditors from the following information:

(i) Income Tax payable ` 25,000.

(ii) Salaries and wages payable to 10 workers at ` 10,000 per month for the last 3 months.

(iii)Remunaration to office as ` 2,00,000.

(iv) Compensation under the workmen's compensation Act 1923, in respect of death of an
employee ` 40,000 is due.

(v) Amount due to an employee, from a provident fund for the welfare of the employee,
maintained by the company ` 20,000

(Ans: ` 1,15,000 (excluding remuneration to offices)
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29. The Capital of Omega Co. Ltd. was:

(a) 1,000 Preference shares of `100 each fully paid

(b) 4,000 Equity shares of `100 each fully paid

(c) 3,000 Equity shares of `100 each, `85 paid

The creditors were `2,54,900 of which `10,900 were Preferential and `54,000 fully secured.  The
assets realised `3,74,000 including those sold on behalf of fully secured crditors.

The cost of liquidation amounted to `12,000 and the liquidator's remuneration was 5% of the amont realised(excluding
security of creditors) and 3% on the amount distributed to unsecured creditors.  The liquidator made a call of `15
per share on the partly paid equity shares which was duly paid except by one member holding 200 shares.

Prepare Liquidator's Final statement.

(Ans: Liquidator's remuneration on amount realised: `16,000 and on unsecured creditor's: `6,027.
Amount paid to equity shareholders `27,073.(`3.98 per share)

30. XYZ Company went into liquidation with the following liabilities:

(a) Secured creditors ` 20,000 (Securities realised ` 25,000)
(b) Preferential Creditors ` 600.
(c) Unsecured creditors ` 30,000, liquidator’s out of pocket expenses amounted to ` 252.

The liquidator is entitled to a remuneration of 3 per cent on the amounts realised (including  securities
in the hands of creditors and 11/2 per cent on the amount distributed to unsecured creditors. The various
assets (excluding securities in the hands of secured creditors) realised ` 26,000. Prepare the liquidator’s
account showing the compensation given to unsecured creditors.

(Ans.: Liquidator’s remuneration ` 1,530 on the amounts realised; ` 432 on the amount paid
to unsecured creditors; Amount paid to unsecured creditors ` 28,186)

31. A company voluntarily decided to go into liquidation on 31-03-2015. On that date the Balance
Sheet of the company was as follows:

Liabilities ` Assets `

Authorised Capital: Goodwill 50,000
30,000 shares of `10 each 3,00,000 Premises 48,000

Paid-up Capital: Machinery 65,500
19,500 shares of `10 each 1,95,000 Stock on hand 56,800

Creditors: Debtors 64,820
Preferential 24,200 Cash balance 2,500
Party Secured 55,310 Profit & Loss Account 98,680
Unsecured 99,790 1,79,300

Bank Overdraft(unsecured) 12,000

3,86,300 3,86,300

The liquidator realised the assets as follows:

`

Premises(used as security for part by secured creditors) 35,000
Machinery 51,000
Stock on hand 39,000
Collections from debtors 58,500

The expenses of liquidation amounted to `1,000. The liquidator’s remuneration was to be paid
as follows: (a) 2 1/2% on amount realised on sale of assets and (b) 2% on amount finally paid to the
unsecured creditors including the preferential creditors.

Prepare a liquidator’s final statement of account.

(Ans. Liquidator’s Remuneration: on assets realised - 4,588 and on unsecured creditors `2,851,
Amount paid to unsecured creditors 1,81,361.)



Liquidation of Companies 29

32. Balance Sheet of Bubble Ltd. as on March 31, 2015 is as followes:

Liabilities ` Assets `

Share Capital: Land & Building 25,000
8,000 Preference shares of ` 10 each 80,000 Other fixed assets 2,00,000
12,000 Equity shares of ` 10 each 1,20,000 Stock 5,25,000
Bank loan 4,00,000 Debtors 1,00,000
8% debentures 1,00,000 Profit & Loss Acccount 58,000
Interest outstanding on
Debentures 8,000
Creditors 2,00,000

9,08,000 9,08,000

The company went into liquidation on that date. Prepare the Liquidator’s Statement of Account
after taking into account the following:

(1) Liquidation expenses and liquidator’s remuneration amounted to ` 3,000 and ` 10,000 respectively.
(2) Bank loan was secured by pledge of stock.
(3) Debentures and interest thereon are secured by a floating charge on all assets.
(4) Fixed assets were realised at book values and current assets at 80% of book values.

(C.A. Nov.2001)
(Ans: Surplus on securities - 20,000 and amount paid to preference shareholder `4,000

i.e., Stock -  - Fully secured Bank loan 4,00,000)

33. A Company went inot voluntary liquidation on 31.03.2015. Their position was as follows.

2000 Preference shares of `100 each fully paid.
4000 Equity shares of `100 each fully paid.
4000 Equity shares of `100 each `75 paid.
unsecured creditors `3,80,000.
Assets realised `6,40,000.
Liquidation expanses `24,000.
Liquidation remuneration 5% on the amounts realised and 3% on the amount distributed to unsecured
creditors.
The liquidator made a call on the partly paid equity share which was duly paid.
prepare liquidators's final statement of account.

(Ans: Liquidators total remuneration: `48,400;
Amount paid to equity shareholders `87,000 @ `10.95 per equity share)

34. ’X’ Ltd. went into voluntary liquidation. Its asset realized by ` 4,20,000 excluding amount
realized by the sale of securities held by secured creditors. From the following, prepare Liquidators Final

Account.

Share capital

1000 shares of ` 100 each

Secured Creditors ` 35,000 (securities realized ` 40,000)

Preferential creditors ` 6,000

Unsecured creditors ` 1,40,000

Debentures (Have a floating charge on assets) ` 2,50,000

Liquidation expenses ` 5,000

Liquidators remuneration:
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a) Fixed ` 7,500

b) 2% on the amount paid to unsecured creditors (including preferential creditors)

35. From the following details prepare Liquidators Final Statement of Account.

Assets `

Land and Buildings  6,00,000
Plant and Machinery  3,60,000
Furniture  1,20,000
Stock and Debtors  80,000
Cash  10,000

Liabilities :

8% debentures 8,00,000
Creditors  4,60,000

The assets other than  Land and Buildings realised 10% less. Land and Buildings realised 25% more.
Liquidation expenses ` 5,000.

Liquidators remuneration is 2% on assets realised (except cash) and 3% on amount distributed to
unsecured creditors.

36. Calculate Liquidator’s remuneration :

Balance of cash after paying preferential creditors ` 4,10,000.

Other unsecured creditors ` 4,78,000.

Liquidator’s remuneration 3% on the amounts paid to other unsecured creditors.

Also state the amount paid to unsecured creditors.

37. Calculate the amount of preferential creditors from the following information

1. Income tax payable ` 25,000.

2. Salaries and wages payable to 10 workers at ` 10,000 per month for last 3 months.

3. Remuneration to officers ` 2,25,000

4. Compensation under the Workman’s Compensation Act, 1928 in respect of death of an
employee ` 40,000 is due.

5. Amount due to an employee from a Provident Fund for the welfare of an employee
maintained by the company ` 20,000.

38. From the following details prepare liquidators final statement of account.

Assets `

Land and buildings 3,00,000
Plant and Machinery 1,80,000
Furniture 60,000
Stock and debtors 40,000
Cash 5,000

Liabilities :

Debentures 4,00,000
Creditors  3,30,000
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The assets other than land and buildings realised 10% less. Land and buildings realised 25% more.
Liquidation expenses ` 2,500.

Liquidators remuneration is 2% on assets realised (except cash) and 3% on amount distributed to
unsecured creditors.

39. From the following details calculate liquidators remuneration:

Balance of cash after preferential creditors ` 1,05,000

Other unsecured creditors are ` 1,25,000

Liquidator’s remuneration is 5% on the amount paid to other unsecured creditors.

40. A Co. Ltd. went into voluntary liquidation with the following liabilities.

Secured creditors ` 40,000 (security realised by the liquidator ` 50,000)

Preferential creditors ` 1,200

Unsecured creditors ` 61,000

Liquidation expenses ` 500

The liquidator is entitled to a remuneration of 3% on amount realised and 11/2% on amount paid
to unsecured creditors other than preferential creditors.

The remaining assets realised ` 52,000 Prepare Liquidators Final Statement of A/c.

Section C Type Questions

41. Kannan Ltd., was liquidated on 31st March 2013

Balance Sheet as on 31st March 2015

Liabilities ` Assets `

Share Capital 1,00,000 Land and Buildings 60,000
8% Debenture 1,00,000 Plant and Machinery 60,000
Mortgage Loan Stock 60,000

(Secured on Land and Buildings) 50,000 Debtors 70,000
Sundry creditors 80,000 Cash in hand 5,000

Profit and Loss Account 75,000

3,30,000 3,30,000

Assets realised as follows:
(a) Land and Building ` 55,000.
(b) Stock ` 20,000.
(c) Plant and Machinery ` 25,000.
(d) Half of the debtors were bad and the balance realised 60% of book value.
(e) Liquidator was entitled to a commission of 3% on amount realised other than cash and 2%

on the amount paid to unsecured creditors.
(f) Preferential creditors amounted to ` 10,000 (included in Sundry creditors).
(g) Liquidation expenses amounted to ` 970.

Prepare Liquidator  final statement of accounts.
(Ans.: Liquidator’s remuneration ` 2,330 on amount realised;

Amount paid to debentureholders ` 62,700)
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