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Closing a business – when a member’s 
voluntary liquidation is beneficial 
 

Introduction 

Although it is possible to strike off a company and for 
distributions made prior to dissolution to be treated as 
capital rather than as a dividend, this is not an option 
where the amount of the distributions exceeds £25,000.  

Where the taxpayer’s personal circumstances are such 
that it is beneficial for the remaining funds to be taxed as 
capital (and liable to capital gains tax), rather than as a 
dividend, a member’s voluntary liquidation (MVL) can be 
an attractive option, as depending upon the level of funds 
to be extracted the costs of the liquidation may be more 
than covered by the tax savings that can be achieved. 

 
 

What is an MVL? 

An MVL is a process that allows the shareholders to put 
the company into liquidation. This route is only an option 
if the company is solvent (i.e. its assets are greater than its 
liabilities). The directors must sign a declaration of 
solvency confirming that the company is able to pay its 
debts in full within the next 12 months and 75% of the 
members must agree to place the company into 
liquidation. The shareholders must pass a special 
resolution to wind up the company. They will also need to 
pass an ordinary resolution to appoint liquidators. The 
liquidator must be a licenced insolvency practitioner. 
 

What are the tax implications? 

Under an MVL the capital extracted from the company is 
treated as a capital distribution and is liable to capital 
gains tax, rather than being taxed as a dividend. Where 
entrepreneurs’ relief is in point, the rate of tax will only 

be 10%, assuming enough of the entrepreneurs’ relief 
lifetime limit remains available. If significant funds are 
available for distribution, this can generate considerable 
tax savings. 

Example 

Edward and Oliver are directors of a company in which 
they both own 50% of the shares and 50% of the voting 
rights. Each is entitled to 50% of the profits available for 
distribution and 50% of the assets on a winding up. 

They wish to wind the company up, but as they have cash 
and assets of £10 million to distribute, they opt for an 
MVL, to allow them to take advantage of the capital gains 
tax treatment. Both are additional rate taxpayers, and both 
meet the qualifying conditions for entrepreneurs’ relief. 

Edward and Oliver each receive £5 million on the 
winding up of the company. They both have the full 
amount of the entrepreneurs’ relief lifetime limit (£10 
million) unused, and it is assumed for simplicity that the 
annual exempt amount has been used elsewhere. The gain 
is therefore taxed at 10% and each will pay tax of 
£500,000 on their distribution of £5 million. 

Had they not opted for an MVL and the extracted funds 
taxed as a dividend, they would have each paid 
£1,905,000 in tax on the £5 million distribution (£5m @ 
38.1%). 
 

Anti-avoidance 

Anti-avoidance provisions apply which are designed to 
target ‘moneyboxing’ (where the company retains more 
funds than it needs in order to extract them as capital 
when the company is liquidated) and ‘pheonixism’ (where 
the company is liquidated, the value extracted as capital 
and a new company is set up to carry on what is 
essentially the same business). Liquidation distributions 
which are caught by the rules are treated as income rather 
than capital. 
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Recommendation 

It is important to take professional advice from an 
Insolvency Practitioner as well as your business advisor 
before commencing down this route.  This is important 
for the legal protection of creditors but also to ensure you 
reach the desired result. 

 

 

 

 

 

If you have questions or concerns, please contact: 

 

Ashley Clarkson FCA BSc (Hons) 
Director 
AMEC Consultancy Limited 
M: 07775 940992 
E:   ashley@amec-consultancy.co.uk 

 

For more information about AMEC Consultancy and its 
services, please visit: 
www.amec-consultancy.co.uk 

 

Information to readers 
This material is published for the information of clients.  It provides only an overview of the regulations in force at the date of publication, 
and no action should be taken without consulting the detailed legislation or seeking professional advice.  Therefore no responsibility for 
the loss occasioned by any person acting or refraining from action as a result of the material can be accepted by the authors or the firm. 

 


