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Finance (No. 2) Bill 2016 

Company Distributions: Anti-avoidance 
 
 

The Targeted Anti Abuse Rule has been relaxed to ensure that it only applies to individuals who own 
an interest of at least 5 percent in the company, and will not apply to the extent that the proceeds 
received by the individual would not result in a capital gain. The Government has published the 
outcome of the distributions consultation concluding that no further changes are to be made to the 
distribution rules. This consultation focused on how returns from a company can be arranged to be 
taxed as capital rather than income.    

Summary of legislation 

HMRC have introduced a Targeted Anti Abuse Rule (TAAR) and changes to the Transactions in 
Securities (TiS) rules that aim to ensure individuals pay income tax on the distribution of retained profits 
from close companies.  

TAAR 

The TAAR will treat a distribution on the winding-up of a company as an income distribution where 
the following conditions are met:  

• an individual (S) who owns at least 5 percent of the ordinary share in a close company (C) 
receives from C a distribution in respect of shares in a winding-up; 

• within a period of two years after the distribution, S continues to be involved in a similar trade 
or activity; and 

• the circumstances surrounding the winding-up have the main purpose, or one of the main 
purposes, of obtaining a tax advantage 

The intention of this change is to stop the practice of individuals regularly creating and liquidating 
companies in order to benefit from capital gains treatment on the distribution of retained profits.   

Changes to TiS legislation 

The following changes will be made to the anti-avoidance TiS rules:  

• Amendment of the fundamental change of ownership exclusion so that it looks at the 
economic interest of a shareholder rather than simply direct ownership of the target 
company; 

• Clarification that the reserves of group companies are taken into account when applying the 
TiS rules; 

• Changes to allow the rules to apply where a distribution can be paid to an associate of an 
individual;  

• Changes to the avoidance test such that it looks at the purpose of the transaction as a whole, 
rather than the purpose for the individual shareholder; and 

• Changes to bring distributions in liquidations and repayments of share capital or premium 
within the scope of the rules. 
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Government response to consultation on company distributions 

The consultation on company distributions focused on the Government’s concerns that changes to 
the rates of dividend taxation taking effect from 6 April 2016 would increase the incentive for returns 
from a company to be arranged so that they are taxed as capital rather than income. The Consultation 
Outcome on Company Distributions has been published, with the Government concluding that no 
further changes will be made to the distribution rules.    

Timing 

The measures will take effect from 6 April 2016. 

Our view 

The new TAAR and the amendments to the TiS rules focus on bringing liquidations and repayments of 
share capital within the scope of income tax and close down perceived gaps in the TiS rules.   

With the reduction in CGT rates and increase in dividend rates from 6 April 2016, we encourage 
shareholders of close companies to consider their short to medium term cash requirements, taking 
account of the impact of these changes.  

Shareholders will also welcome the news that the no further action will be taken following the 
consultation on company distributions as this provides clarity for shareholders on how close companies 
will be taxed.  
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