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§ĠĤŰ�ŰŨăõĤØĺ�ŬăŨŎŬŹ�ŬăƔăØĺŰ�Ø�ŅƀłòăŬ�Ŏė�ŰŹŬØŹăęĤăŰ�ŹŎ�ĠăĺŨ�ăƚŹŬØõŹ�ŨŬŎƱŹŰ�ŎŬ�ėƀŅûŰ�
ėŬŎł�Ø�õŎłŨØŅƛ�ĤŅ�Ø�ŹØƚ̪ăƬõĤăŅŹ�łØŅŅăŬ�ûƀŬĤŅę�Ø�ŬăõăŰŰĤŎŅ̖�

The rates and limits quoted throughout are those applying for 2020/21 unless 
otherwise stated. The income tax rates and limits used are those applying to 
UK taxpayers, excluding Scottish taxpayers. Dividend tax rates apply equally to 
Scottish taxpayers, as do Capital Gains Tax rates. For 2020/21, the income tax 
rates and limits applying to Welsh taxpayers are aligned with the rest of the UK, 
excluding Scotland.  The Scottish rates of income tax apply to the non-dividend 
non-savings income of Scottish taxpayers.
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At A Glance
'ƀŬĤŅę�Ø�ŬăõăŰŰĤŎŅ̐�Ø�òƀŰĤŅăŰŰ�łØƛ�łØķă�Ŭăûƀõăû�ŨŬŎƱŹŰ�ŎŬ�łØƛ�ĤŅŰŹăØû�łØķă�
a loss. This will impact on the ability to take funds from a business, which 
may be needed outside the business to meet living costs. As a result, some of 
ŹĠă�ŰŹØŅûØŬû�ŨŬŎƱŹ�ăƚŹŬØõŹĤŎŅ�ŰŹŬØŹăęĤăŰ�łØƛ�ŅŎŹ�òă�ØƔØĤĺØòĺă�ŎŬ�łØƛ�Ņăăû� ŹŎ�
òă�ŹƕăØķăû̖�DŎŬ�ăƚØłŨĺă̐�ûĤƔĤûăŅûŰ�õØŅ�ŎŅĺƛ�òă�ŨØĤû�ėŬŎł�ŬăŹØĤŅăû�ŨŬŎƱŹŰ�ØŅû�
ƕĠăŬă�ŹĠă�õŎłŨØŅƛ�ĠØŰ�ŅŎ�ŬăŹØĤŅăû�ŨŬŎƱŹŰ̐�Ø�ûĤƔĤûăŅû�õØŅŅŎŹ�òă�ŨØĤû̖

Where a business is operated through a company, the company is a separate legal 
entity distinct from the shareholders who own it. The company must pay tax on 
ØŅƛ�ŨŬŎƱŹŰ�ŹĠØŹ�ĤŹ�łØķăŰ̖�NŎƕăƔăŬ̐�Ĥė�ŹĠă�ŨŬŎƱŹŰ�ØŬă�ŬăūƀĤŬăû�òƛ�ŹĠă�ŰĠØŬăĠŎĺûăŬŰ�
or directors outside the company, these must be extracted. The extracted funds 
are income in the hands of the recipient and are liable to personal taxes and, 
depending on the nature of the payments, possibly National Insurance also. 
Thus, any extraction strategy needs to consider the company position and the 
individual position and the overall tax and, where relevant, National Insurance 
that is payable.

DŎŬ� ŹĠă� ƱŅØŅõĤØĺ� ƛăØŬ� ˙˗˙˗� ̦ŬƀŅŅĤŅę� ėŬŎł� ˘� �ŨŬĤĺ� ˙˗˙˗� ŹŎ� ˚˘� nØŬõĠ� ˙˗˙˘̧̐�
!ŎŬŨŎŬØŹĤŎŅ�§Øƚ�ĤŰ�ØŹ�̆ ˠ�ŎŅ�ØŅƛ�ŨŬŎƱŹŰ�Ŏė�ƛŎƀŬ�õŎłŨØŅƛ̐�ŬăęØŬûĺăŰŰ�Ŏė�ŹĠă�ĺăƔăĺ�
Ŏė�ŹĠŎŰă�ŨŬŎƱŹŰ̖�§Ġă�ŬØŹă�ĤŰ�ØĺŰŎ�˘ˠ�ėŎŬ�ŹĠă�ƱŅØŅõĤØĺ�ƛăØŬ�˙˗˘ˠ�̦ŬƀŅŅĤŅę�ėŬŎł�˘�
�ŨŬĤĺ�˙˗˘ˠ�ŹŎ�˚˘�nØŬõĠ�˙˗˙˗̧̐�ØŅû�ƕĤĺĺ�ŬăłØĤŅ�ØŹ�˘ˠ�ėŎŬ�ŹĠă�ƱŅØŅõĤØĺ�ƛăØŬ�˙˗˙˘̖

NØƔĤŅę� ŨØĤû� õŎŬŨŎŬØŹĤŎŅ� ŹØƚ� ŎŅ� ŹĠă� ŨŬŎƱŹŰ�łØûă� òƛ� ŹĠă� õŎłŨØŅƛ̐� ØûûĤŹĤŎŅØĺ�
(personal) tax liabilities may arise depending on the way in which cash is 
extracted. NICs may also be payable. 

Any salary or bonuses paid to you by the company, will be liable to income tax 
(once the personal allowance has been used up) and also, where the relevant 
thresholds are exceeded, to employee’s and employer’s Class 1 NICs. However, 
the salary and bonus payments, together with any associated employer’s NICs, 
ØŬă�ûăûƀõŹăû�ĤŅ�õØĺõƀĺØŹĤŅę�ŹĠă�õŎłŨØŅƛ̵Ű�ŨŬŎƱŹŰ�ĺĤØòĺă�ŹŎ�õŎŬŨŎŬØŹĤŎŅ�ŹØƚ̖̖�

Rė�ƛŎƀ�ŹØķă�òăŅăƱŹŰ�ĤŅ�ķĤŅû�ėŬŎł�ŹĠă�õŎłŨØŅƛ̐�ŹĠăŰă�ŹŎŎ�łØƛ�òă�ŹØƚØòĺă�ØŅû�ŹĠă�
õŎłŨØŅƛ�łØƛ�ĠØƔă�ŹŎ�ŨØƛ�!ĺØŰŰ�˘��qR!Ű�ŎŅ�ØŅƛ�ŹØƚØòĺă�òăŅăƱŹŰ�ŨŬŎƔĤûăû̖��ęØĤŅ̐�
the cost of providing these and the associated Class 1A NICs are deductible in 
õØĺõƀĺØŹĤŅę�ŹĠă�ŨŬŎƱŹŰ�ĺĤØòĺă�ŹŎ�õŎŬŨŎŬØŹĤŎŅ�ŹØƚ̖�§ĠăŬă�ØŬă�ŅŎ�ăłŨĺŎƛăă�qR!Ű�ŹŎ�
ŨØƛ�ŎŅ�łŎŰŹ�òăŅăƱŹŰ�ĤŅ�ķĤŅû̖�

Where the director has a student loan or a post-graduate loan,  loan repayments 
will be deducted where income exceeds the relevant loan threshold. 

The tax and NIC consequences of money taken out of the company will vary 
depending on the way in which this is done – not all extraction methods are 
equal. Therefore, it is not only necessary to decide how much to take out, but the 
options that are available for extracting funds (which may vary depending on 
ŹĠă�ŨŬŎƱŹØòĤĺĤŹƛ�ŎŬ�ŎŹĠăŬƕĤŰă�Ŏė�ŹĠă�õŎłŨØŅƛ̧̐�òƀŹ�ØĺŰŎ�ŹĠă�ØŰŰŎõĤØŹăû�ŹØƚ�ØŅû�
qØŹĤŎŅØĺ�RŅŰƀŬØŅõă�ĤłŨĺĤõØŹĤŎŅŰ̖��ûŎŨŹĤŅę�Ø�ŹØƚ�ØŅû�qR!̪ăƬõĤăŅŹ�ŰŹŬØŹăęƛ�õØŅ�
ŰØƔă�ŰĤęŅĤƱõØŅŹ�ŰƀłŰ�Ŏė�łŎŅăƛ̐�ŰŎ�ĤŹ�ŨØƛŰ�ŹŎ�ŨĺØŅ�ØĠăØû̖�§ĠĤŰ��ăŨŎŬŹ�ƕĤĺĺ�ăƚŨĺŎŬă�
the ways in which cash can be extracted from a company during a recession, 
and look at the tax and NIC implications of each method. The Report starts by 
looking at some of the basic and most straightforward methods and progresses 
through more sophisticated ideas. By the end of the Report, you should have a 
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comprehensive view of the ways to extract funds from your company in a tax-
ăƬõĤăŅŹ�łØŅŅăŬ̖

While the treatment of losses is outside the scope of this Report, it should be 
borne in mind, that if the company has sustained a loss, claiming tax relief may 
generate a repayment of corporation tax which may provide much-needed funds 
ĤŅ�ƱŅØŅõĤØĺĺƛ�õĠØĺĺăŅęĤŅę�ŹĤłăŰ̖

§Ġă�ûĤƫăŬăŅŹ�ŰăõŹĤŎŅŰ�Ŏė�ŹĠă�ŬăŨŎŬŹ�ƕĤĺĺ�õŎƔăŬ̏

• Salaries – as a director of the company, you are entitled to be paid a 
salary for your work – and so are any members of your family who work 
ėŎŬ�ŹĠă�õŎłŨØŅƛ̖��Ź�ƱŬŰŹ�ęĺØŅõă̐�ŰØĺØŬĤăŰ�̦ƕĠĤõĠ�ØŹŹŬØõŹ� ĤŅõŎłă�ŹØƚ�ØŅû�
employee’s NIC via the PAYE system, together with employer’s NIC at 
13.8%) are an expensive way to take money out, but as we shall see, they 
ûăƱŅĤŹăĺƛ�ĠØƔă�ŹĠăĤŬ�ŨĺØõă�ØŅû�ŹĠăŬă�ĤŰ�Ø�ĺŎŹ�ŹŎ�òă�ŰØĤû�ėŎŬ�ŹØķĤŅę�Ø�ŰłØĺĺ�
salary at least equal to the lower earnings limit for Class 1 NIC purposes. 
�ØĺØŬĤăŰ�łØƛ�òă�òăŅăƱõĤØĺ�ƕĠăŬă�ėƀŅûŰ�ØŬă�Ņăăûăû�ĤŅ�Ø�ŬăõăŰŰĤŎŅ�ØŅû�ŹĠă�
õŎłŨØŅƛ�ĺØõķŰ�ŹĠă�ŬăŹØĤŅăû�ŨŬŎƱŹŰ�ŹŎ�ŨØƛ�ûĤƔĤûăŅûŰ̖

• �ăŅăƱŹŰ�ĤŅ�ķĤŅû�̩�ŨŬŎƱŹŰ�ûŎ�ŅŎŹ�Ņăăû�ŹŎ�òă�ŹØķăŅ�ŎƀŹ�ĤŅ�õØŰĠ�ėŎŬł�ØŅû�õØŅ�
òă�ăƚŹŬØõŹăû�ĤŅ�ķĤŅû�ĤŅŰŹăØû̖��Ŏłă�òăŅăƱŹŰ�ĤŅ�ķĤŅû̐�ŰƀõĠ�ØŰ�łŎòĤĺă�ŨĠŎŅăŰ�
ØŅû�ăƔăŅ�ŨØŬŹĤăŰ�õØŅ�òă�ŨŬŎƔĤûăû�ŹØƚ̪ėŬăă̒��ĺŹĠŎƀęĠ�ƕĤŹĠûŬØƕĤŅę�ŨŬŎƱŹŰ�
in this way is unlikely to save you a fortune, taken together, a package of 
ŹØƚ̪ăƬõĤăŅŹ�òăŅăƱŹŰ�Øûû�ƀŨ�ŹŎ�Ø�ƀŰăėƀĺ�ØŅû�ŎėŹăŅ�ŅăęĺăõŹăû�ăŰõØŨă�ŬŎƀŹă�
for some of the company’s cash.

• Dividends – these are paid to shareholders in a company and are one of 
the main tools of tax planning for companies, but they have their own 
ŨŬŎòĺăłŰ̐�ŹŎŎ̖��'ĤƔĤûăŅûŰ�ØŬă�ŨØĤû�ŎƀŹ�Ŏė�ŹĠă�õŎłŨØŅƛ̵Ű�ŨŎŰŹ̪ŹØƚ�ŨŬŎƱŹƯ̋�
õŎŅŰăūƀăŅŹĺƛ� ØŅƛ� łŎŅăƛ� ăƚŹŬØõŹăû� ØŰ� ûĤƔĤûăŅûŰ� ĠØŰ� ØĺŬăØûƛ� ŰƀƫăŬăû�
a Corporation Tax hit. Further, a company can only pay dividends if it 
ĠØŰ� ŰƀƬõĤăŅŹ� ŬăŹØĤŅăû� ŨŬŎƱŹŰ� ėŬŎł�ƕĠĤõĠ� ŹŎ� ŨØƛ� ŹĠăł̖� RŅ� Ø� ŬăõăŰŰĤŎŅ̐�
this may not be the case. Dividends must also be paid in proportion to 
shareholdings, so it is valuable to consider the share structure up front and 
ŹĠă�ØûƔØŅŹØęăŰ�Ŏė�ƀŰĤŅę�ØŅ�̳ ØĺŨĠØòăŹ̵�ŰĠØŬă�ŰŹŬƀõŹƀŬă�ŹŎ�ŨŬŎƔĤûă�ƲăƚĤòĤĺĤŹƛ̖�
NŎƕăƔăŬ̐�ƕĠăŬă�ŰƀƬõĤăŅŹ�ŨŬŎƱŹŰ�ØŬă�ØƔØĤĺØòĺă�ŹŎ�ăŅØòĺă�ûĤƔĤûăŅûŰ�ŹŎ�òă�
ŨØĤû̐�ûĤƔĤûăŅûŰ�õØŅ�òă�ŹØƚ̪ăƬõĤăŅŹ̖��ĺĺ�ŹØƚŨØƛăŬŰ�ØŬă�ăŅŹĤŹĺăû�ŹŎ�Ø�ûĤƔĤûăŅû�
allowance of £2,000 for 2020/21. Once that (and the personal allowance) 
have been used up, dividends are taxed at the dividend tax rates, which are 
ĺŎƕăŬ�ŹĠØŅ�ŹĠă�ĤŅõŎłă�ŹØƚ�ŬØŹăŰ̖���ėƀŬŹĠăŬ�òăŅăƱŹ�ĤŰ�ŹĠØŹ�ŹĠăŬă�ØŬă�ŅŎ�qR!Ű�
to pay on dividends.

• �ăŅŰĤŎŅ� ŨŬŎƔĤŰĤŎŅ�̩� ŨØƛĤŅę�łŎŅăƛ� ĤŅŹŎ� Ø� ŨăŅŰĤŎŅ� õØŅ� òă� ŹØƚ̪ăƫăõŹĤƔă�
due to the tax reliefs that are available. Taking advantage of employer 
contributions to a pension scheme can be a useful way to take money out 
of a company. 

• Loans – although tax liabilities generally arise where a company lends 
money to shareholders, employees, or directors, there are some useful 
ăƚõăŨŹĤŎŅŰ�ŹŎ�ŹĠĤŰ�Ŭƀĺă̖�RŅ�ŨØŬŹĤõƀĺØŬ̐�ĤŹ�õØŅ�òă�ŹØƚ�ăƬõĤăŅŹ�ŹŎ�ŹØķă�ĺŎØŅŰ�Ŏė�
up to £10,000 from the company for a limited period, and this facility can 
be very useful to tide the director over during a recession. The techniques 
for using loans to provide access to company funds vary from very basic 
planning ideas to complex arrangements. It should, however, be noted that 
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HMRC have targeted what they regard as abusive arrangements and tax 
avoidance schemes, and they continue to be alert to schemes that seek to 
use loans to avoid tax and NICs that would otherwise be payable. Directors 
and shareholders may make loans to the company. Interest can be paid on 
ĺŎØŅŰ�ŹŎ�ŹĠă�õŎłŨØŅƛ̐�ŬăŨŬăŰăŅŹĤŅę�ØŅŎŹĠăŬ�ØƔăŅƀă�ėŎŬ�ăƚŹŬØõŹĤŅę�ŨŬŎƱŹŰ̖�

• Capital taxation – this may come into play when looking at ways of 
building up a ‘tax-free’ nest egg in the company at the start of its life, 
and also when looking to extract the cash from a company at the end of its 
existence at a rate of 10% tax or less.

• Spouses and civil partners have additional tax planning opportunities 
denied to single taxpayers. 

• Rent and sales of assets to the company – these provide further ways of 
getting money out of the company.

• {ŹĠăŬ� ĤûăØŰ�̩� ŹĠă� ƱŅØĺ� ŰăõŹĤŎŅ�ƕĤĺĺ� ĺŎŎķ� ØŹ� ŰŎłă� Ŏė� ŹĠă�łŎŬă� õŎłŨĺăƚ�
ŰŹŬƀõŹƀŬăŰ�ŹĠØŹ�õØŅ�òă�ƀŰăû�ŹŎ�łØƚĤłĤŰă�ŹĠă�ŹØƚ�ăƬõĤăŅõƛ�Ŏė�Ø�òƀŰĤŅăŰŰ�
involving a limited company. 

Practical Tip

'ƀŬĤŅę�Ø�ŬăõăŰŰĤŎŅ̐�ĤŹ�łØƛ�òă�ŅăõăŰŰØŬƛ�ŹŎ�ŬăŹĠĤŅķ�ĺŎŅę̪ŰŹØŅûĤŅę�ŨŬŎƱŹ�ăƚŹŬØõŹĤŎŅ�
strategies to and amend them to take account of changing circumstances. 
Consideration should be given as to what options are available and how funds 
can be extracted to meet day-to-day living costs in a way that is tax and NIC-
ăƬõĤăŅŹ̖

Covid-19 Pandemic
For 2020/21 the impact of the Covid-19(coronavirus) pandemic and its impact 
ŎŅ�òƀŰĤŅăŰŰăŰ�ØŅû�ĤŅûĤƔĤûƀØĺŰ�ŰĠŎƀĺû�ŅŎŹ�òă�ŎƔăŬĺŎŎķăû�ØŅû�ŹĠĤŰ�łØƛ�ØƫăõŹ�ŹĠă�
ŨŬŎƱŹ�ăƚŹŬØõŹĤŎŅ�ŰŹŬØŹăęƛ̖���ŅƀłòăŬ�Ŏė�łăØŰƀŬăŰ�ƕăŬă�ŨƀŹ�ĤŅ�ŨĺØõă�ûƀŬĤŅę�ŹĠă�
ŨØŅûăłĤõ�ŹŎ�ĠăĺŨ�òƀŰĤŅăŰŰăŰ�ØŅû�ĤŅûĤƔĤûƀØĺŰ�ƕăØŹĠăŬ�ŹĠă�ƱŅØŅõĤØĺ�ĤłŨĺĤõØŹĤŎŅŰ�
of the pandemic.

2.1 Coronavirus Job Retention Scheme

§Ġă�!ŎŬŎŅØƔĤŬƀŰ�aŎò��ăŹăŅŹĤŎŅ��õĠăłă�̦!a��̧�ăŅØòĺăû�ăłŨĺŎƛăŬŰ�ŹŎ�ŨĺØõă�ŰŹØƫ�
on furlough and to claim a grant from the Government to provide furloughed 
employees with a minimum level of pay (set at 80% of the employee’s wages to 
a maximum of £2,500 per month (proportionately reduced for furlough periods 
of less than one month). Directors can be furloughed but while furloughed can 
do no work for the company other than compliance with statutory duties. From 1 
July, directors furloughed prior to that date for at least 3 continuous weeks could 
òă�ƲăƚĤòĺƛ�ėƀŬĺŎƀęĠăû�ØŰ�ėŎŬ�ŎŹĠăŬ�ăłŨĺŎƛăăŰ̐�ŬăõăĤƔĤŅę�ŹĠăĤŬ�ƀŰƀØĺ�ŨØƛ�ėŎŬ�ĠŎƀŬŰ�
worked and a furlough grant for the remainder of their usual hours.

The scheme runs from 1 March 2020 to 31 October 2020. 

For periods prior to 1 August 2020, employers could claim furlough pay up to the 
cap plus associated employer NICs and the minimum level of employer pension 
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