
In addition to HMRC’s policy change relating to statutory
interest, HMRC has tightened up on the tax treatment on the
repayment of overdrawn Director’s Loan Accounts (“DLA”),
particularly relevant in owner-run businesses.

What does this mean?

For non-large companies, Corporation Tax (“CT”) is payable 9 
months and 1 day following the end of the accounting period 
and, as such, historically, statutory interest on pre-liquidation tax 
liabilities was only accrued if payment was made after this due 
date, i.e. on late payments. 

Now, however, companies placed into liquidation prior 
to settling their outstanding pre-liquidation CT liabilities, 
regardless of whether they are settled in advance of the tax due 
date, will be required to pay statutory interest, at 8% per annum, 
from the period the company entered liquidation to the date 
the tax liability is settled.

Illustration:

Assume an accounting year end of 31 March 2018, with a CT due
date of 1 January 2019. 

The Shareholder(s) place the company into liquidation on 1
May 2018, with tax due on the final period up to the date of
liquidation of £100,000.

The Liquidator(s) settle the pre-liquidation tax liability on 31 July
2018, well in advance of HMRC’s deadline of 1 January 2019.

Despite the tax being paid prior to the deadline, HMRC will
now charge statutory interest, at 8%, on the full £100,000 for
the period from 1 May 2018 (liquidation date) to 31 July 2018
(payment date), equating to an additional charge to the
company of £1,995, for not having settled the liability prior to
entering liquidation.

Retrospective Application

HMRC’s stance is to be applied retrospectively. Therefore,
statutory interest will be applicable in respect of all existing
active Members’  Voluntary Liquidations, 

where the pre-liquidation tax liabilities were settled after the
appointment of Liquidators.

In many instances, this can lead to significant, unexpected
amounts of statutory interest being payable to HMRC, which will
force Liquidators to abandon paying out capital distributions
to shareholders and, in the worst scenarios, require them to
call upon the indemnities provided by shareholders at the
commencement of the liquidations, should one exist, to ensure
that funds are available to settle the statutory interest without
rendering the company insolvent.

What’s the Message?

HM Revenue & Customs
(HMRC) calling the shots

Paid your corporation tax on time? Think again. 

No Gain. More Gain.

In addition to HMRC’s policy change relating to statutory
interest, HMRC has tightened up on the tax treatment on the
repayment of overdrawn Director’s Loan Accounts (“DLA”),
particularly relevant in owner-run businesses. 

What’s going on?

In many Solvent Liquidations, the assets remaining in the
company are cash at bank and, quite commonly, an overdrawn
DLA. Historically, the Joint Liquidators would distribute the
beneficial interest in the DLA in specie (i.e. non-monetary
distribution) to the shareholders of the company, which would
have then been taxable as a capital distribution at 10% (or 20%
if ER is not applicable).

What does this mean?

To benefit from the tax advantages of placing your company
into Solvent Liquidation, ensure that any overdrawn DLA’s are
repaid, in full, prior to placing your company into liquidation.
This way, the distribution of the cash at bank, via a Solvent
Liquidation, will be treated as a capital distribution for tax
purposes, representing a tax saving to the shareholders of up to
28.1%. 
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Illustration

ABC Limited has an overdrawn DLA of £100,000 and the 
shareholders wish to wind up the company and distribute the 
assets of the company in the most tax efficient way possible.

Scenario 1:

Place the company into Solvent Liquidation and distribute 
the beneficial interest in the overdrawn DLA in specie to the 
shareholders. This distribution to the Shareholder will be treated 
as income for tax purposes and will attract tax payable at 32.5% 
(higher rate) or 38.1% (additional rate), dependent on the 
income levels of the Shareholder during the year. As such, tax on 
the distribution will be payable of either £32,500 or £38,100. 

Scenario 2:

Once the Director(s) have repaid their overdrawn DLA’s, place 
the company into Solvent Liquidation and distribute the cash at 
bank as a capital distribution. In this scenario, the distribution 
of cash will be treated as a capital distribution and, as such, will 
attract tax payable at 10% (or 20% if ER is not applicable). As 
such, tax on the distribution will be payable of either £10,000 or 
£20,000.

So, all in all, by settling the DLA prior to placing the company 
into Solvent Liquidation, the Shareholder(s) will receive a tax 
saving of between £22,500 and £28,100.

What’s the message?

Ensure that Directors are informed that they should seek to 
repay any overdrawn DLA prior to placing the company into 
Solvent Liquidation. 

This may not be possible where the Director does not have the 
funds to make the repayment and, in this scenario, our advisors 
at CBW may be able to assist with introductions to funders, who 
may be willing to provide the necessary short-term funding. 
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CBW
About CBW

With only 21 partners and a team of over 165 professional
and support staff, we are a firm that is small enough to
care about you and your business, but big enough to
create opportunities for our clients.

We ensure information and expertise is readily shared
across CBW and that all of our clients receive a consistent,
personal service. We believe it takes close relationships to
build confidence and confidence enables our advisors to
support clients with tailored solutions, proactivity and
quality care.

Our team offers a powerful combination of business and
financial insights, ensuring informed decision-making by
individuals and businesses. Our practical knowledge is
relied upon for effective wealth management, business
start-ups and sales, investment in assets and innovation,
overseas expansion, tax efficiencies, regulatory compli-
ance and profitable growth. And through our international
association, DFK International, we have the reach and
partnerships to support our clients wherever they operate.

International services

CBW is an independent member firm of DFK International,
a top ten international association of independent
accounting firms and business advisers, with 220 member
firms bringing together 12,170 partners and staff from 
over 419 offices in 92 countries.

Our DFK membership means that wherever in the world
our clients want to do business, we can draw on the
experience of independent firms like ours, who also share
our client-focused approach.to build confidence and
confidence enables our advisors to support clients


