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introduction
Liquidations still remain the most common form of 
corporate insolvency by far.

I am sure that you will have heard the term “liquidation” –  
but what is it? There are actually three types of liquidation:

1. Creditors Voluntary Liquidation (“CVL”);
2. Members Voluntary Liquidation (“MVL”); and
3. Compulsory Liquidation  (Compulsory Winding-up by 

the Court - “WUC”).

MVL relates to a solvent company; WUC relates to a 
compulsory winding-up of a company through the Court; 
and CVL relates to an insolvent company. This ITB deals 
with CVLs only - the other two are covered in ITB5 (WUC) 
and ITB6 (MVL).

 “Liquidation” can best be described as the process 
used to bring an end to the life of a company in the best 
way for not only the creditors, but also the directors and 
shareholders, by maximising the return of the company’s 
assets in the form of cash to those stakeholders.

A liquidation should not be thought of as a “last resort”, 
but as the most appropriate method of dealing with a 
company’s financial affairs when there is no future for that 
company.

The CVL process is shown in the flowchart later.

liquidation at short notice
A company has always been able to go into voluntary 
liquidation at short notice, if 95% of the shareholders agree 
to this. Otherwise, at least 14 days notice must be given to 
shareholders of a general meeting of the shareholders and 
at least 75% in value of those shareholders must agree to 
the voluntary liquidation.

Now, however, if the company has granted a floating 
charge to a creditor (usually a bank) which is dated on or 
after 15th September 2003, the floating charge holder 
must receive at least 5 days’ notice of any general meeting 
of the shareholders where a resolution will be passed to 
place the company into voluntary liquidation. 

The floating charge holder must then either give consent 
to the voluntary liquidation within that 5 day period, or by 
doing nothing and 5 days elapse, the resolution to put the 
company into voluntary liquidation can be passed.

What this means is that there are now additional measures 
preventing the unscrupulous director/shareholder putting 
the company into liquidation and then engineering 
a situation where assets are sold at a minimal value, 
depriving the floating charge holder of the opportunity 
to deal with any assets that would otherwise fall under its 
charge.

the prescribed part 
 
Not unique to CVLs but an important part of them now, 
this is a statutory provision intended to ensure that at least 
a proportion of the company’s net assets (after liquidation 
costs), which are subject to a floating charge dated on or 
after 15 September 2003, are available for non-preferential 
unsecured creditors.
 
This proportion of the net assets is “ring-fenced” on the
following basis:
 • 50% of the first £10,000; and
 • 20% of the balance;
up to a total ring-fenced value of £600,000.  If however, 
the balance of the net floating charge assets is below 
£10,000, no part of this is ring-fenced.

The one exception to this is that the prescribed part does 
not apply to assets covered by a floating charge dated 
prior to 15th September 2003. An illustration is given on 
the following page:
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The £13,900 deducted under the prescribed part (shown 
in grey) now goes directly to non-preferential unsecured 
creditors. The shortfall on the floating charge creditor 
of £9,400 gets relegated to after the other unsecured 
creditors and is only paid once all other unsecured 
creditors are paid in full.

change of preferential creditor status
Whilst again not unique to CVLs, “preferential” status for 
some creditors was abolished from 15 September 2003.  
This important change means that HM Revenue & Customs 
for PAYE, National Insurance Contributions and VAT are 
no longer preferential for all insolvency cases on or after 
15 September 2003.  Insolvencies that began prior to 15 
September 2003 still have Crown creditors as preferential.  
Employee claims for arrears of wages and holiday pay 
remain preferential throughout.

This means that the Crown departments, which are often 
some of the largest creditors, are relegated to non-
preferential status along with all other trade creditors.

These two changes have an important impact for both 
floating charge holders and individuals who may have 
given personal guarantees on liabilities secured by floating 
charge – the best example here is a bank overdraft.

With the relegation of PAYE/NIC and VAT to non-
preferential status this results in more assets being 
available to pay the floating charge holder (i.e. clear the 

overdraft) after the preferential employee claims are paid.  
In addition, floating charges dated prior to 15 September 
2003 are not affected by the prescribed part.

The illustration opposite shows that a post-15 September 
2003 floating charge holder would suffer a shortfall, and 
this could result in a claim on a personal guarantee.

Pre-15 September 2003 floating charge holders therefore 
benefit from a potential windfall in the form of reduced 
preferential claims which would otherwise erode the assets 
under their charge. Personal guarantors are therefore less 
likely to have their guarantee called upon.

why do a liquidation, rather than just 
closing the company?
advantages
 
• A voluntary liquidation is a proactive way of dealing 

with the company’s affairs. The stakeholders, 
particularly directors, retain a larger degree of control 
over how the affairs of the company are managed 
by the appointment of a liquidator of choice, rather 
than in a compulsory liquidation which is imposed on 
the company by someone else. Directors also then 
demonstrate that they are acting responsibly to the 
company’s creditors by resolving the position rather 
than letting it drift.

• Appointing a liquidator also takes a large amount 
of stress off the directors as the liquidator will then 
deal with all the affairs of the company. Leaving the 
company as it is means the directors must still deal 
with the company’s affairs.

• By taking control, it may be possible for the directors 
to rescue assets and/or a viable core trading business 
from an insolvent corporate shell. This results in the 
survival of the core business and providing proper 
value is paid for that core business, the maximum 
value is also obtained for the benefit of creditors 
remaining in the corporate shell.

• By entering into liquidation and ceasing to trade whilst 
insolvent, directors are also minimising the risk of their 
personal liability under “wrongful trading”. (This is an 
area covered in a separate ITB).

disadvantages

• Liquidation, in any form, means the end of the life of 
the company and therefore its trading income. This 
may be the only source of income for a director.

• Liquidation may crystallise various personal 
guarantees, leading to personal financial difficulties 
for directors. Personal guarantees are still enforceable 
despite the liquidation of the company.

 Pre-15/9/03 Post-15/9/03

Assets subject to floating charge

Plant & Machinery  20,000  20,000

Vehicles  17,500  17,500

Stock…etc  4,000  4,000

  41,500  41,500

Uncharged assets

Work in Progress  40,000  40,000

Total Floating/Uncharged Assets  81,500  81,500

Less:

Preferential creditors  (27,000)  (27,000)

Estimated surplus after  54,500  54,500preferential creditors

Less: Estimated prescribed part:

50% of £10,000 Not Applicable   (5,000)

20% of balance (£44,500) Not Applicable   (8,900)

Estimated assets for floating  54,500  40,600charge holder

Floating charge holder  (50,000)  (50,000)

Estimated surplus/(deficiency)  4,500  (9,400)  
after floating charge holder 

ABC Limited Floating  Floating Charge dated
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disadvantages continued...

Other Points: In addition to the formal process, directors will need to prepare a Statement of Affairs (a list of assets and 
liabilities), a report to the creditors of the events leading up to liquidation and at least one director must attend the 
creditors meeting. The IP instructed will assist the directors with these and all other aspects of the process.

Insolvency does not mean an automatic end
to the company. Providing problems are 
tackled early enough, liquidation may be the 
last thing that needs to be considered.

Shareholders may appoint a liquidator at short 
notice to preserve the assets.  A liquidator at this 
stage (prior to a creditors meeting) only has limited 
powers to dispose of assets – disposal usually 
requires Court consent.

A creditors meeting must be held within 14 days 
of the short notice appointment, in order that 
creditors can confirm the appointment of the 
liquidator.

Usually, the members meeting is called on 14 days 
notice and the creditors need a minimum of 7 days 
notice. Unless there is a need for a short notice 
meeting, both meetings are usually held on the 
same day.

Shareholders appoint a liquidator by resolution – 
at least 75% of shareholders must approve this.

Creditors either confirm the appointment of the 
liquidator by the members, or vote to appoint a 
different choice.  A simple majority of creditors 
voting at the meeting is required for this. Creditors 
therefore get the final choice of liquidator. 

The liquidator carries out his basic functions of 
realising assets and distributing the proceeds to 
creditors, together with his statutory duties to 
investigate the company and directors conduct.

Adviser/director recognises 
insolvency

Decision taken for CVL
and IP instructed

Call shareholders and creditors 
meetings

Notices to members/creditors
and adverts of meetings

Shareholders meeting appoints 
liquidator

Creditors meeting confirms liquidator 
or appoints different choice

Assets realised by liquidator

Seeks further advice from an IP on
options open to the company

Shareholders meeting at short 
notice to appoint liquidator to 

preserve assets

Liquidator investigates conduct of
directors and reports to Insolvency 

Service

So how does a CVL work? This flowchart gives an overview of the process. It is obviously more complex 
than this and we can provide you with more detail if required.

Funds paid out to creditors Insolvency Service may take 
disqualification proceedings

Liquidator obtains release
and closes liquidation

• A liquidator has a statutory duty to investigate the 
conduct of any person who has been a director of the 
company in the three years prior to liquidation. This 
report may result in the director being disqualified 
from acting as a director for 2-15 years. (Director 
disqualification is covered in a separate ITB).

• The fact that a director’s company has gone into 
liquidation is recorded against their details maintained 
at Companies House. Credit searches sometimes 
include checking for previous insolvencies and a  
liquidation may affect the credit rating of any new 
business venture.
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there is no substitute for expert advice 
I have been advising individuals and businesses suffering 
financial distress since 1986, a substantial part of that time 
having been spent within the Insolvency and Business 
Recovery practices at two of the “Big Four” UK accountancy 
firms.

In that time I have come across many instances where 
liquidation has proven to be a blessing in disguise for 
directors who may have no idea of what they can do.

As a Fellow of the Association of Business Recovery 
Professionals (also known as “R3” - Rescue, Recovery and 
Renewal) you can be assured that I am an expert in my field 
and will be able to help with an individual’s needs.

Please call me for further information or to 
arrange a free initial meeting.

Martin Williamson 
t: 01782 594344 
f: 01782 595883
help@ipd-uk.com
www.ipd-uk.com

Suite 1 Marcus House
Park Hall Business Village
Park Hall Road
Stoke on Trent
ST3 5XA

Get in touch


