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Definitions

® (Close company: a company controlled by five or fewer
participators, or by any number of participators who are directors

® Participator: someone who owns share capital or voting rights in
the company. Can also extend more widely to someone who is

able to direct that company income or assets be applied for their
benefit

e Associate of participator: this includes a relative, such as
spouse/civil partner, parent, child or sibling.
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xclud®d from this charge are loans to a close company director
employee where these don’t exceed £15,000, and where the
orrower works full time for the company, but does not have a
material interest (broadly 5% or more) in the company.

If the director-shareholder repays the loan balance within nine
months of the end of the accounting period, there is no charge on
the company. Where such a loan is not settled within this window,
the company is required to make a payment equal to 32.5% of the
loan to HMRC. This is often referred to as a s455 tax charge.

There are various strategies to clear the loan account and avoid
the s455 charge crystallising, which would routinely be adopted
when trading conditions are favourable. We outline these in this
factsheet, and discuss alternatives possibly better suited to the
current business climate.

PAYING DIVIDENDS

For many family companies, crediting a dividend to the loan
account is the route of choice to deal with an overdrawn loan
account. But dividends can only be paid out of profits available for
the purpose, and this is a prime consideration this year.

Even if profits are available to pay a dividend, it may not always be
prudent to do so in current circumstances. This could be the case
if, for example, there are significant repayment obligations, such
as COVID-19 business loans or repayments of outstanding VAT

to HMRC.

If there are not sufficient retained profits out of which to pay a
dividend, any dividend would be unlawful. Recipient shareholders
can be liable to repay unlawful dividends to the company where
they know or have reasonable grounds to believe that they are
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Factsheets
are available in the following formats:

Printed personalised factsheet
£120 for the first 100, then £30 per 50 run on.
Black logo free. Colour logo £110. Delivery £15+VAT.

Personalised PDF — £130+VAT
Intended for emailing or displaying on your website.

Non-personalised PDF — £110+VAT

Text-only Word format — £110+VAT
Ready for you to copy and paste into your
literature or a letter, email to clients or
display on your website.

ORDER
NOW

CLICK ME



https://www.practicetrack.co.uk/products-services/client-communications/client-factsheets/topical-factsheets/director-shareholder-loan-account-issues/

