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Voluntary liquidation is an important mechanism that allows solvent corporate entities to wind up operations in an orderly,
transparent, and efficient manner. The IBBI (Voluntary Liquidation) Regulations, 2017 (Regulations) , provide a structured
framework to ensure that such closures meet all legal and financial obligations while safeguarding the interests of stakeholders.

These Regulations provide a structured framework that allows solvent but non-operational businesses to systematically exit the
market while addressing all liabilities and claims. By mandating a solvency declaration, the regulations prevent fraudulent
liquidations and ensure transparency throughout the process. They facilitate the fair settlement of debts, compensating creditors,
employees, and other stakeholders, while allowing corporate entities to retain necessary powers to complete beneficial
operations during winding up. The Regulations ensure efficient asset valuation and distribution, maximizing value for
stakeholders, and encourage timely completion of the process, ideally within a year, with accountability for delays.
Comprehensive record-keeping and public disclosures promote transparency and help resolve disputes, while strict adherence to
the Insolvency and Bankruptcy Code, 2016, ensures legal compliance. Ultimately, the regulations provide a pathway for formal
dissolution, enabling a clean legal and financial closure for the corporate entity.

This article provides a simplified summary of the key provisions of the Regulations, covering initiation, liquidator roles, claims,
asset realization, and final resolution. These steps collectively ensure a fair and accountable liquidation process that benefits all
involved parties.
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Introduction

The regulations derive their authority from the Insolvency and Bankruptcy Code, 2016 (the Code), specifically sections 59, 196,
208, and 240. These provisions apply to companies, limited liability partnerships (LLPs) eligible for voluntary liquidation under
Chapter V of Part Il of the Code. The process is meant for solvent entities that wish to close operations either due to the
completion of their purpose or other strategic reasons.

Key definitions in this chapter include terms such as “liquidation commencement date” (the date liquidation begins), “contributory”
(a person liable to contribute to the entity’s assets), and “stakeholders” (those entitled to a share of proceeds under the Code).
These definitions ensure clarity and consistency throughout the regulations.

Initiation of Voluntary Liquidation

The voluntary liquidation process begins with a declaration of solvency. This declaration confirms that the entity has no debts
or can pay its debts in full and that the process is not being initiated to defraud anyone. Supporting documents, such as audited
financial statements and a valuation report, must accompany the declaration.

Within four weeks of this declaration, a majority of the contributories or partners must pass a resolution approving liquidation and
appointing an insolvency professional as the liquidator. If the entity has debts, creditors holding at least two-thirds of the total
debt must approve the resolution. Once passed, liquidation officially begins, and the corporate person ceases operations, except
as necessary for winding up.

Appointment and Eligibility of Liquidator

The liquidator is a crucial figure in the process, responsible for overseeing the liquidation and ensuring fairness. Only
independent insolvency professionals are eligible for this role, and they must disclose any relationships with the corporate
person and other stake holders.
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The liquidator's remuneration forms part of the liquidation costs and is determined at the time of their appointment. This ensures
transparency in compensation and accountability in their role.

Powers and Functions of the Liquidator

The liquidator must ensure proper reporting and documentation. A preliminary report outlines the entity’s assets, liabilities, and
liquidation strategy, while periodic status reports and a final report are prepared to track progress. All reports must be preserved
for eight years after dissolution.

Registers and books of account, such as cash books, ledgers, and claims registers, are maintained throughout the liquidation.
The liquidator may engage professionals for assistance but must ensure no conflict of interest exists. Stakeholder cooperation is
critical, and any extortionate credit transactions identified during liquidation must be reported. Additionally, the liquidator makes a
public announcement within five days of appointment to invite claims from stakeholders.

Managing Claims

Stakeholders must submit proof of claims with relevant documentation. The regulations provide specific guidelines for different
types of stakeholders:

e Operational creditors can submit contracts, invoices, or court orders.
e Financial creditors may rely on loan agreements, financial statements, or other records.
e Employees and workers can submit employment contracts, wage records, or tribunal orders.

e Other stakeholders must provide adequate proof of their claims.

Claims involving secured interests must include documentation proving the charge or lien. Claims in foreign currency are
converted to Indian Rupees at the exchange rate on the liquidation commencement date. For debts payable in the future, the
liquidator calculates their net present value. All claims are verified within 30 days, and a final list of stakeholders is prepared.

Realizing Assets

The liquidator must value and sell the corporate person’s assets in a manner that maximizes value for stakeholders. This can
include public auctions, private contracts, or other approved methods. The liquidator also recovers monies owed to the entity and
may realize uncalled or unpaid capital contributions from contributories. Contributories must fulfil their obligations before
receiving any distributions.

Proceeds, Distribution, and Completion

All funds received during liquidation are deposited into a dedicated bank account. Distribution to stakeholders, after deducting
liquidation costs, must be completed within six months of receipt. Unsold assets may be distributed with approval, and
stakeholders must return any funds they are not entitled to.

The liquidation process should ideally conclude within one year. If it extends beyond this period, the liquidator must hold annual
stakeholder meetings and present status reports. Upon completion, a final report is prepared, detailing receipts, payments, and
asset disposal. This report is sent to the contributories, Registrar, IBBI, and the adjudicating authority.

Unclaimed proceeds or undistributed assets are deposited into the “Companies Liquidation Account” maintained in the Public
Account of India. Stakeholders can claim these funds, which are transferred to the Central Government if unclaimed for 15 years.

The liquidator must halt the process and notify the adjudicating authority if fraud or insolvency is detected. All records of the
liquidation must be preserved for eight years after dissolution.

Conclusion

The IBBI (Voluntary Liquidation) Regulations, 2017, provide a comprehensive framework for the voluntary liquidation of solvent
corporate entities. By ensuring transparency, accountability, and fairness, the regulations protect the interests of creditors,
stakeholders, and employees while facilitating an orderly exit for businesses. From initiating the process to final distribution,
every step is meticulously outlined to achieve an equitable resolution.
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