
 

 
Tax Pitfalls for Company Directors 

 

Many directors have often adopted a strategy of taking a relatively low salary to stay below the 
relevant tax/NIC thresholds supplemented by regular dividends.  
  
Under the current covid situation there is very limited help for company directors as they may not 
be entitled to claim the Job Retention Scheme as one of the conditions is that the employer can 
only claim for employees who are on furlough.  Directors can furlough themselves provided they 
are only undertaking minor statutory/administrative directorial duties and not providing 
revenue generating work. 
 
And as dividends represent a return on investment 
there is no government support available to cover the 
loss of this type of income. 
 
So, what happens if you continue to pay dividends 
and the company does not have enough profit to 
cover these withdrawals? 
 

S455 tax charge 
This will result in the company having paid ‘illegal 
dividends’ if, at the time of the payment of the 
dividends, the director expected that the company would not have sufficient profit to pay the 
dividends. The withdrawals made by the director will then be treated as if they were a loan to the 
director from the company and the director will then have an overdrawn director’s loan account if 
they do not have any funds on which they can draw down on.   
 
If the loan is then not repaid to the company within 9 months of the company’s year-end, a s455 
tax charge will arise which is taxed at 32.5% of the amount overdrawn. e.g. if a director has an 
overdrawn loan account of £20,000 in the year ended 31 December 2020 and this is not repaid to 
the company by the time the company’s corporation tax liability is due on 1 October 2021, the 
company will have to pay s455 tax of £6,500 along with its normal corporation tax liability. 
 
The company can reclaim the s455 tax from HMRC once the loan is repaid but this cannot be 
repaid until 9 months after the end of the accounting period in which the loan is repaid e.g. in the 
above example if the loan is not repaid until 31 January 2022 and the company has a 31 December 
year end, the s455 will not be repaid until 1 October 2023. 
 

Benefit in kind 
If the loan is over £10,000, and no interest is paid on the loan, a benefit in kind will arise and will 
be required to be reported to HMRC on form P11D by 6 July after the end of the tax year.  The 
current official interest rate is 2.25%.  Therefore, on a loan of £20,000 which has been overdrawn 
for 6 months at 5 April 2021, this would result in a benefit in kind of £250.00.  The company will be 
due to pay Class 1A National Insurance of £34.50 by 6 July 2021.  



 
 
 
For a basic rate taxpayer (21%) the additional tax due on the beneficial loan would be £52.50 for a 
higher rate taxpayer (41%) the additional tax due would be £102.50. 
 

Anti-Avoidance Measures 
There are also anti-avoidance measures in place whereby you cannot repay the loan to the 
company and immediately withdraw the money from the company. 
 
If it therefore important to review the director’s tax position with regards to dividend withdrawals 
and the company’s profitability prior to 5 April each tax year. 
 
If you need advice on anything covered in this article, please email info@thomsoncooper.com or 
call 01383 628800. 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The information contained within this article is for information only purposes and does not constitute financial advice. The 

purpose of this article is to provide technical and general guidance and should not be interpreted as a personal 

recommendation or advice. Information within this article is based on our current understanding of taxation and can be 

subject to change in future. 
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