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introduction
Almost certainly, you will associate insolvency legislation 
as a means to help individuals, businesses and companies 
that have financial difficulties. There is however a small part 
that deals with companies that are solvent, can actually pay 
all their debts in full and make a return to the shareholders.

Members Voluntary Liquidations (“MVL”), in various guises, 
have been around for many years. The process has been 
refined over the years to make it a simple one for dealing 
with the affairs of a solvent company.

When there are funds available for return to shareholders, 

including capital as well as distributable profits, there 
will inevitably be an element of tax planning involved for 
the individual shareholders – why receive a large sum of 
money, only to lose a big chunk of it in tax?

An alternative to an MVL is simply striking off a company 
from the Register.  There are a few quirks relating to the 
striking off and dissolution of a company, together with the 
distribution of profits and capital to shareholders via an 
MVL that you need to be aware of.  This ITB also contains 
general comments on the advantages and disadvantages 
of MVLs and striking off.

For the purpose of this ITB, I refer to a company but the 
process applies equally to partnerships (including LLPs).

MVLs and the alternatives
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disadvantages

There are some slight disadvantages to MVLs:

1. creditors must be paid or provided for within
 12 months of the resolution to wind up. There are 
 many practical matters to consider before passing  
 the resolution and you should contact us for 
 guidance in this respect; and

2. if creditors are not paid in this 12 months, then the 
 MVL is converted to a CVL (see ITB 3) and directors 
 face an automatic disqualification from acting as a  
 director for a minimum of 3 years.

• shareholders pass a resolution to wind the company up and appoint a liquidator;

• a Declaration of Solvency is made showing the company is solvent and that all creditors can be paid (or otherwise  
 provided for) within 12 months of the resolution;

• the liquidator ensures that all creditors are paid and then distributes the balance of funds (including capital funds) to  
 shareholders.

advantages

The are several advantages to an MVL, compared to 
striking off:

1. the liquidation process means that generally if 
 creditors do not make a claim against the company 
 for anything they are owed, once the liquidator has 
 completed the liquidation, they cannot then apply to 
 have the company restored at a later date to pursue 
 legal action. (There are a few exceptions (e.g. 
 negligence, fraud etc) that are still enforceable, but 
 these rarely arise.)  Any application to restore the 
 company must be made within two years (compared 
 to 20 years for just striking off) of the dissolution of  
 the company.

2. where there is capital to distribute to shareholders 
 there is no simple mechanism in the Companies Act   
 to achieve this. The only way of doing this is via a 
 lengthy and often expensive Court application to 
 reduce the capital of a company to a minimal amount 
 (e.g. below £25,000). In an MVL, the liquidator can, 
 once all creditors have been paid, simply distribute 
 funds to shareholders, irrespective of whether the 
 funds are comprised of capital or anything else. 
 There is no need for an expensive Court process.

members voluntary liquidation compared to striking off

members voluntary liquidation
This only applies to solvent companies (i.e. they can pay all creditors in full) whether they are dormant or otherwise.  Once 
again, the process is very simple:
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being involved from the start 
Whilst the MVL process is generally very simple it is 
sometimes necessary to carry out a substantial amount of 
pre-MVL work.

Our preference is only to become involved at the very start 
of the pre-MVL planning phase in order to deal with any 
problems that may need to be overcome in respect of the 
provisions of the insolvency legislation.  It should then be 
possible for the company’s existing professional advisers 
(accountants, solicitors etc) to deal with all matters relating 
to the company’s affairs.

The company then reaches a point where it can pay its 
creditors within 12 months (and indeed may already 
have paid everyone) and there is simply a sum of cash to 
distribute. We would then become involved again to start 
the MVL process.  

In these instances, the MVL process can be completed in 
as little as 3-4 months at a relatively low cost! I have not 
attempted to cover all aspects of the planning period 
as this depends largely upon the circumstances of the 
company and its individual shareholders. If you require any 
further advice, please contact me.

other advantages to MVLs 
• group reduction/simplification:

 Following mergers or acquisitions, there are often 
 dormant or redundant companies in a portfolio 
 causing a drain on the group’s resources in terms of
 the cost of statutory compliance. Utilising correct  
 planning and an MVL, these unwanted subsidiaries 
 can be dealt with easily and efficiently at minimal  
 cost.

• managed exits:

 When businesses in a group are under-performing but 
 are still solvent, it may make sense to close the 
 business and undertake a solvent liquidation, to take 
 advantage of the points detailed above. Careful  
 planning is needed and we can provide such advice.

• some other examples to consider:

 •  you may be wasting £000’s maintaining a redundant
  company by having to complete annual returns and 
  accounts;

 •  dormant companies subject to regulatory 
  requirements incur wasted time and costs in   
  meeting those requirements;

 • you may need to simplify your corporate structure 
  in order to free up capital.

tax advantages to MVLs 
A further advantage to the MVL process is that some time 
can be spent on appropriate tax planning prior to starting 
the process which will benefit both the company and 
individual shareholders.

Whilst tax legislation is continually changing the use of the 
formal liquidation route still enables the restructuring of a 
group of companies, or extraction of value, to be effected 
as tax-efficiently as possible.

This is not possible with the striking off process.
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disadvantages

There are however, two big disadvantages to simple 
striking off:

1. the company can be restored to the Register at any
 time in the 20 years following its dissolution and striking  
 off. If the company is dormant, but still has unpaid   
 creditors, there is no protection for directors of an   
 insolvent company as creditors can apply to Court to   
 restore the company to the Register and then institute   
 insolvency proceedings; and

2. any assets remaining in the company (including 
 capital funds) can be claimed by the Treasury Solicitor 
 as bona vacantia (i.e.they belong to the Crown). This 
 means that if there is any money left in the company, 
 it will no longer be available to shareholders  
 following dissolution.

If capital is paid out to shareholders prior to a striking off 
it can also be taxed as if it were a normal dividend.  From 
March 2012, only up to £25,000 of capital funds may be 
distributed to shareholders outside an MVL procedure with 
the excess being taxed at the higher dividend rate. 

striking off compared to members voluntary liquidation

striking off
The affairs of a company that has no assets or liabilities, or is otherwise dormant, can be dealt with very easily by making an 
application to the Registrar of Companies to have the company struck off from the Register.

advantages

The process is very simple: a private company can apply 
to be struck off if, in the previous three months prior to the 
application, it has not:

 • traded or otherwise carried on business; or

 • changed its name; or

 • for value, disposed of property or rights that,  
  immediately before it ceased to be in business or  
  trade, it held for disposal or gain in the normal course  
  of its business or trade (for example, a company in  
  business to sell widgets could not continue selling  
  widgets during that three-month period but it could 
  sell the truck it once used to deliver the widgets or  
  the warehouse where they were stored); or
 
 • engaged in any other activity except one necessary   
  for making a striking-off application, settling the  
  company’s affairs or meeting a statutory requirement  
  (for example, a company may seek professional 
  advice on the application). However, a company can 
  still apply for striking off if it has settled trading or  
  business debts in the previous three months.

A company cannot apply to be struck off if it is the subject, 
or proposed subject, of:

 • any insolvency proceedings (such as liquidation,  
  including where a winding-up petition has been   
  presented but has not yet been dealt with); or

 • a Section 425 scheme (a compromise or arrangement  
  between a company and its creditors or members).

A simple application using Form DS01 and a small fee is 
all that is needed. More information can be found on the 
Companies House website at www.companieshouse.gov.uk.
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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 touchthere 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 an 
MVL or striking off has proven to be a blessing in disguise 
for shareholders who may have no idea of what they can 
do to extract value.

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.


