____Insolvency Accounts

Meaning of Insolvent

A person who 1s unable to pay his debts or discharge his liabilities in full is called insolvent.
In common words, when a person has no amount or assets to pay his debts, he is called insolvent.
In other words, when a debtor becomes incompetent to discharge his debts or liabilities, he is
known as insolvent. But in law, however a person is declared as insolvent provided his liabilities
-exceed his assets and when he is so declared by a competent court.

Definition of Insolvency
_The Indian Insolvency Act does not define insolvency clearly but this word is defined by

Indian Sales of Goods Act, 1930. According to Section 2(8) of this act, - B

. “Aperson is said to be ‘insolvent who has ceased to pay his debts in the ordinary course of business or

aNnot pay his debts as they become due, whether he has committed an act of insolvency or not.

. Justice Blackstone has defined insolvency as follows:

y Lo T a b SR s debtor cannot pay his debts or discharge his liabilities or
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Property is realized and distributed in equal proporti
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(.L) His liabilities should be more than his assets ’tﬂ-l(l)urf
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(z) The Presidency Towns Insolvency Act, 1909 ; and
(ii} The Provincial Insolvency Act, 1920.
The latest amendment to both the Insolvency Acts was made in 1978 by I
{Amendment) Act 1978, which is implemented from 1st September, 1978.
The Presidency Town Insolvency Act is applied in the Presidency towns of Mumbaj
and Kolkata and the Provineial Insolvency Act is applied in rest of Ind1<a. Under_ these
regardine procedure for declaring a person insolvent and distribution of his ass

Creditors are given.

Area of the Acts

The zbove bath laws are applied on an individual, Joint Hindu F amily, the firm ang Other
community of persons but it is not applied on companies and on minors. In ¢
& company process of liquidation made under Indian Companies Act, 1956.

Procedure of Declaring Insolvent

The procedure of insolvency is as follows -
1. To File an Application
2. Order of Adjudication by the Court
3. Realization and Distribution of Debtor’s Assets Under Supervision of Court
4. Discharge of Insolvent.
1. To File an Application.
presented either by the debtor or
the basis of this petition.
A. To Present Petition by Debtor.
court under the following conditions—
(i) when his debts amounted to T five hundred or more i
(i) when he is under arrest or imprisonment in
non-payment in cash;
(iit) when an order of attachment in execution of such decree has been made ; and
(it} when he is uenable to pay the amount of his debts.
B. To Presgent the Petition by the Creditors.
petition in the court under the following conditions—
() his debts is T 500 or more ;

(i) the debt is payable either immedia

(iiij the debtor had done any
of petition.

The action of ingolvency is explained und

nsolvency Laws

acts, rueg

ase of insolvency

Application (Petition) for adjudication as insolvent may be
by the creditor in a court. The court takes necessary action on

A debtor can present an insolvency petition in the

execution, of the decree of any court for

A creditor can present an insolvency
tely or after a certain period in future ; and
action of insolvency within three months prior to presentation

er Section 9 of Presidency Towns Insolvency Ach
of Provincial Insolvency Act, 1920.
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4. Discharge of Insolvent. A debtor capn
the period specified by the court after ¢ o
court is passed to release the insolyep fro
removed. After that he can start a new

der of adjudication. An order of discharge by the

lif M all debts and hig personal disqualifications are
€ with a new business.

Accounts and Statements Under Insolvency
The following accounts and statements are
(i) Statement of Affairs ; anq
(ii) Deficiency Account

(i) Statement of Affairs. A Statement of Affairs is to be prepared if a person or a firm is

adjudicated as insolvent in order to show the true financial position, almost like a Balance Sheet.
Here, the assets must be shown at realisah]

Prepared under insolvency :

ell. In this account, the amount which is contributed

by the proprietor is shown on the left hand side and losses including drawing are shown on the

right hand side.

Preparation of Statement of Affairs

Statement of Affairs is prepared by debtors according to the prescribed form issued by
Supreme Court/High Court. It is submitted by each debtor to Official Assignee in Mumbai,
Chennai and Kolkata and in rest of India, it is submitted to Government Receiver.

There are two sides of Statement of Affairs -
(A) Liabilities Side ; and
(B) Assets Side

A. Liabilities Side. Liabilities side is related to creditors. It is divided into four parts and
for this, separate four lists are prepared which are as follows :

1. list ‘A’ —~For Unsecured Creditors ;
2. lit ‘B’ —For Fully Secured Creditors ;
3. list ‘C’ —For Partly Secured Creditors ; and

4. list ‘D’ -For Preferential Creditors.
These four types of creditors can be shown by the following charts :

Creditors

!

v

E ditors Unsecured Creditors
: Secured Credito l

Preferential Creditors Unsecured Creditors

- ; . Creditors
_FUly Secured Creditors ~ Partly Secured Cre

di iven in this list, for
e et Vi . +i011 of unsecured creditors are given in 3
L IISt-fA’f-f “The full and det_a_l_led desc_rlptlgsd creditors ; total amount due and total amount

= ’-‘&m_ple.::vamolmt,‘ due and paid to each unsect
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