
 

Higher tax rates on the horizon for capital 
distributions from members’ voluntary liquidations 

HMRC published draft anti-avoidance legislation in December 2015 which, if enacted, will 
dramatically change the current rules that apply to capital distributions from members’ voluntary 
liquidations (“MVL”) occurring after 6 April 2016. 

 

Background 

Currently, a distribution received by an individual shareholder from a MVL is treated as capital and 
subject to capital gains tax (CGT) rather than as a dividend subject to income tax. If the liquidated 
company is a trading company and other conditions are satisfied, the availability of Entrepreneurs’ 
Relief can result in a 10% tax rate on the distribution. This is much more favourable than the 
income tax rates applied to dividend income. 
 

The Issue 

HMRC is concerned that taxpayers are structuring their affairs to obtain a tax advantage from the 
lower CGT rates and that this practice will increase due to the higher dividend income tax rates 
coming into effect from 6 April 2016.   
 
There is currently legislation in place to prevent taxpayers from extracting funds as capital to obtain 
a tax advantage. Where HMRC believes there has been a tax advantage obtained they may issue a 
counteraction notice to treat the capital distribution as income. Despite these existing powers, 
however, HMRC have historically not challenged tax motivated liquidations. 

 

 



 

 

Proposed Changes 

The draft legislation aims to reinforce the current anti-avoidance rules and, from 6 April 2016, 
HMRC will be able to challenge capital distributions from a MVL where one of the main purposes is 
to obtain a tax advantage. In particular, the draft legislation is targeted at deterring the following 
practices: 
 

 ‘Moneyboxing’ – where profits are retained within a company despite not being required for 

commercial purposes so as to extract these profits as capital upon liquidation. 

  

 ‘Phoenixism’ – where a company is liquidated and a new company is established to 

undertake a similar trade or activity within two years of the distribution, essentially allowing 

the shareholders to receive the value of the company as a capital receipt whilst still 

continuing to trade.  

 

 ‘Special Purpose Companies’ – where similar trades or activities are spread over a number 

of companies and each is liquidated separately over time.  

Implications 

The new rules mean that the significant tax saving on the capital distribution from a MVL will no 
longer be available where the taxpayer intends to carry on a similar trade or activity within two 
years of the distribution. This is likely to impact significantly anyone who continuously incorporates 
and liquidates companies (for example, the use of Special Purpose Companies is a common 
business model for property developers due to commercial reasons).  
 
The Moneyboxing proposals, together with the increased tax on dividends, will increase significantly 
the tax cost of withdrawing funds from a company.  
 

Action Point 

If you are considering closing down your company and distributing the retained profits it may be 
advantageous to accelerate this so the distributions occur before 6 April 2016. Carrying out the 
same transaction post 6 April could result in a tax liability of up to 38.1% rather than 10%. 
 

 

 

 

Information correct at February 2016 

If you have any questions regarding the proposed changes please contact your 

usual C+T contact  or John Rodger at john.rodger@chiene.co.uk 

 


