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What is a Director’s Loan? 
 
A director is someone who manages the day-to-day activities of the company including the operational, administrative and 
financial activities.  Only a director can take a director’s loan – not any other employee in the company (this would be dealt with 
differently and has other rules around it).   
 
Being a director of a limited company comes with a lot of responsibility.  One important aspect which many directors struggle 
with, is the difference between the limited company entity and themselves personally and it is important to note, that although 
a director may be in charge of the company and may own it by means of shareholdings, the money in the company bank account 
is not theirs to drawdown.  There are 4 main ways in which a director is allowed to take funds from the company: 
 

1. salary 
2. dividends 
3. repayment of expenses 
4. repayment of funds previously loaned to the company 
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This is important when it comes to the topic of the Director’s Loan which is one of the complicated pieces of legislation that 
directors need to be familiar with. 
 
We have provided this guide to cover the basics and help you to understand what the director’s loan means for you.  
 
Remember, money that is in the company bank account, belongs to the company and not to you personally as a director!  This 
is often overlooked but can have serious consequences if funds are withdrawn that are not either a salary, dividends or 
repayments of money owed.  Any funds taken out that do not count as those just mentioned, will be recorded in the personal 
director’s loan account within the accounting software. 
 

What is a Director’s Loan Account? 
 
A Director’s Loan Account is a record of all transactions between the company and the director (excluding salary and dividends).  
It helps account for any transaction that falls outwith the salary and dividend rules.  So, any money the director introduces into 
the business to help boost the cashflow (often in the early stages of the companies’ life), along with any repayments of such 
funds, are all listed in the director’s loan account.  Any cash withdraws from the company or any personal expenditure paid for 
by the company funds, are also listed here. 
 
If you are in doubt as to what expenses are allowable, then check our expenses guide but by means of a rule of thumb, any 
expenses that are ‘wholly, exclusively and necessarily for the running of the business’ are deemed allowable.  If it has a dual 
purpose and is used for both personal and business, it will be classed as a personal expense. 
 
We always discourage using your company’s money to purchase or pay for any personal expenses.  This helps avoid confusion 
and prevents the company’s accounts from being messy and also helps keep the bookkeeping/accounts costs down! 
 

 

 

How to take a Director’s Loan & Common Pitfalls 
 
This is not as straightforward as just spending the company’s money.  First of all, you need approval from the company 
shareholders, especially if the loan value is over £10k.  Obviously if you’re the only shareholder, then the approval for this is 
much easier.  A copy of such an approval however, needs to be kept in writing. 

 

Once approval is received, funds can be taken, but you must be aware of the tax implications of doing so.  HMRC rules state 
that loans must be repaid within 9 months of your company’s year-end otherwise you’ll pay additional tax. 
 
Often, directors fail to get the required approval.  They can also fail to get it in writing.  The biggest pitfall however is that 
directors will unwittingly overdraw the funds of the company account because the cash is showing as available, without due 
consideration given to any future tax liabilities. 
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In very broad terms, let’s say your company invoices a sale at £10,000 plus VAT.  The customer deposits £12,000 in your company 
bank account.  Now remember, £2,000 of that money is earmarked for the VAT-man and £1,900 is earmarked for the TAX-man 
(by means of corporation tax at the rate of 19%).  That leaves £8,100 profit which is the allowable funds available to take 
dividends.  But, you as a director has access to £12,000….what do you do? 
 
Tempting to spend it, isn’t it? 
 
Good practice however would be to have a second business bank account to transfer the funds earmarked for tax, only showing 
the profits within the main current account.  We advise you then DO NOT touch the tax account until tax is due to be paid.  That 
way, you’ll never overly draw down on funds which may later cause rise to a Director’s Loan tax charge (see below information 
regarding the tax implications). 
 
We often see directors draw down the whole amount of readily available funds which immediately creates poor practice and a 
difficult behavioral pattern to get out of. 
 

 

 

Are Director’s Loans taxable? 
 
This very much depends on when the loan is repaid.  If you repay the whole sum within 9 months and 1 day of your company’s 
year end, then no tax is owed.  If your director’s loan remains overdrawn on this date, then additional Corporation Tax of 32.5% 
is owed.  We refer to this as corporation tax but it is actually called Section 455 CTA Tax.   
 
EXAMPLE 
You borrow £5,000 on 10th June 2019 and your company’s year end is 30th November 2019.  You’ll have until 1st September 
2020 to repay the loan. 
 
If you don’t, you may have to pay 32.5% of the £5k = £1,625 in addition to your Corporation Tax. 
 
If you repay some of the loan within the 9 months, say £2,000 is repaid, then you’d be due the 32.5% tax on the outstanding 
amount (£3,000 x 32.5% = £975). 
 
The good news however, is the tax charge is repaid to you by HMRC once you clear the full amount of the loan.  If the loan is 
written off, there is no repayment of the tax charge and there would be further consequences of such action, particularly around 
how this is therefore treated personally.  For instance, the amount written off is classed as earnings for National Insurance 
purposes which gives rise to a National Insurance liability for the company and individual PAYE (Class 1 National Insurance 
Contributions). 
 
The easiest and most common way to clear a director’s loan is to issue a dividend payment (profit permitting) or salary to move 
the money bank into the company. 
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What about Benefit in Kind tax? 
 
Benefits in Kind is sometimes referred to as ‘perks’, which are benefits you receive from the company that aren’t included in 
your salary or wage.  It could be a service you use personally but which the company pays for such as Healthcare benefits, 
company cars, gym memberships etc.  A director’s loan will be deemed a Benefit in Kind if the following applies: 
 

• the loan exceeds £10,000 at any time 

• you’re not paying interest on the loan 

• the interest you’re paying is below HMRC’s average beneficial loan rate 
 

If the loan meets any of this criteria, it’ll be classed as a Benefit in Kind an you’ll be required to declare it on a P11D.  If the 
loan is under £10,000 and no interest is charged, this is not considered a benefit.  You’re also required to include the cash 
value of the loan equivalent on your personal self assessment tax return. 
 
EXAMPLE 
 
To calculate the cash value equivalent, you’ll have to refer to HMRC’s list of official rates.  As an example however, if you 
took out a loan of £6,000 in June 2019, the cash equivalent benefit will be £150.  Your limited company would pay Class 1A 
National Insurance on the loan’s cash value equivalent £150 x 13.8% = £20.70. 
 
You as a director of the limited company would also pay Income Tax on the cash value equivalent.  The amount depends on 
which tax band you personally fall into but say you’re a Scottish basic tax rate payer, you’d pay £31.50 (£150 x 21%). 
 
To avoid paying these charges, you could pay interest on the loan at the same rate (or higher) to HMRC’s average beneficial 
loan rate. 
 

 

 
 

What if I can’t repay the Loan? 
 
If you find yourself in a situation where you don’t have the funds to repay the loan, and there are no sufficient funds to take a 
dividend payment, you may need to seek alternative personal options to repay the loan, or consider writing it off (which has 
personal tax consequences).   
 
If by failing to repay the loan and placing the company in financial difficulties, that it has to be liquidated, the liquidator can 
chase you for repayment.  In extreme cases, you could end up in court or even be made bankrupt.  Being declared bankrupt has 
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serious consequences, for example you can be prevented from being a director of another limited company, you can’t start or 
manage another company without the consent of the court, and you can be prevented from taking a loan over £500 without 
informing the lender of your bankruptcy. 
 
Here is a summary of such issues, scribed by Thomson Cooper’s Business Recovery and Insolvency team:   
 
If the company was formerly making healthy profits but is now experiencing financial difficulties and with liquidation on the 
horizon, it might be that the director has drawn too much out the company by way of illegal dividends and is unable to repay 
it.  In insolvency, a liquidator will determine the extent of the director’s loan account and if overdrawn, then he/she would 
almost certainly pursue repayment.  It is unrealistic to expect the liquidator to write off the director’s loan account as it is an 
asset of the company which can be realised to pay creditors.  Unless the director can repay the loan out of their own pocket, or 
offer realistic proposals for payment, it is likely they will require personal insolvency advice. 
 
If it transpires that creditors are missing out on seeing repayments due to them, resulting from a director being unable to clear 
an overdrawn director’s loan, legal action could be taken against the Director.  This could be for an unfair preference, a 
transaction at undervalue, or misfeasance, where the Director’s actions were deliberately incorrect or inappropriate in the 
circumstances.  The consequences can be serious, including director disqualification. 
 
The director in question will need to prove that the dividend / bonus was in the best interests of the company and its creditors 
but, considering the company’s perilous financial position, it will be very hard to justify to an insolvency practitioner. 
 
In conclusion, if your company is facing an insolvent event and you have an overdrawn director’s loan, it is important to 
remember: 

• you should not be withdrawing bonuses or dividends from your company if it is not making a profit.  This will add to an 
existing overdrawn director’s loan account. 

• If your company is heading towards liquidation whether voluntary or not and you have an overdrawn director’s loan 
account, then you should seek advice at the earliest opportunity. 

 

 
 

Bed and Breakfasting 
 
This is a term referred to describe a situation that aims to avoid paying tax on a Director’s loan.  It occurs when a director 
repays the loan in full before their year-end, to avoid penalties, then to immediately take another loan, with the intention 
never to repay it. 
 
HMRC has implemented a measure to prevent this.  When a loan over £10,000 is repaid by the director, no other loans in 
excess of £10,000 are allowed to be taken within 30 days.  If this happens, the entire loan will be taxed. 
Any loans that are taken outside of the 30 days may still be taxed, particularly if it’s in excess of £15,000.  The rules state that 
if a director takes a loan over £15,000 and before any repayment is made, there is an intention by the director to take out a 
future loan over £5,000 that isn’t matched to another repayment, the Bed and Breakfast rules will apply. 
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Does HMRC monitor Director’s Loans? 
 
Yes they do.  In fact, they pay close attention to accounts that are regularly overdrawn.  If they make the decision that your loan 
is, in fact a salary, they’ll charge Income Tax and National Insurance on the amount.  
 

 

Should I take out a Director’s Loan? 
 
This can come in useful in some situations however, you should plan on paying it off as soon as possible to avoid the S455 tax 
charge and potential benefit in kind tax.  If you find you’re struggling to repay the loan, you should consider repaying it using a 
dividend payment (if the company profits allow).  In summary, do not consider a Director’s Loan without seeking professional 
advice.  Please speak to us first to see if there are alternative options to explore and to fully understand the consequences 
should you decide to take out a director’s loan. 
 

 
 

Further information 
 
Please note, the content of this guide is for providing clients with a clearer understanding.  Tax rules and accounts guidance are 
ever changing and current rules and legislation should be sought before relying upon any guidance provided which may be 
quickly outdated.  You can contact us for more information around specific scenarios on 01383 822 060 or via our website at 
www.countonyou.co.uk. 
 
We can also make a referral if need be, to our contacts at Thomson Cooper who specialize in Business Debt, Recovery and 
Insolvency.  Please just ask us. 
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