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FTI UPDATE

Non-Executive Directors and Non-UK  
Resident Directors: Taxation of remuneration

Non-Executive Directors
Often NEDs are paid ‘gross’ by a company on the basis that 

they are providing their services to that company through their 

own personal service company.  

However, a NED is an ‘office holder’ which means that their 

earnings are subject to PAYE and NIC in the same way as 

executive directors and employees.  The exception to this is if 

they are providing other non NED consultancy services to the 

company via their personal service company in which case 

it may be possible to pay that element of their remuneration 

gross.  Separate contracts are always advisable where this is 

the case to help bring clarity to the situation.

Companies should review the arrangements under which the 

remuneration of their NEDs is taxed and if appropriate take 

remedial action.  This is a hot topic for HMRC with a task force 

dedicated to the pursuit of underpayments of PAYE and NIC in 

this area.  In addition, HMRC can charge interest and impose 

penalties of up to 100% of the tax due but these penalties can 

be significantly reduced or even mitigated altogether if an 

unprompted disclosure is made.

Non-UK Resident Directors
Generally, although non-UK resident directors are not resident 

in the UK for tax purposes, they are still subject to UK tax on 

any UK source income.  A non-UK resident director carrying 

out duties relating to his role (e.g. attending Board meetings), 

will therefore be subject to UK tax on any fees related to 

attendance at those meetings.  If the individual has one salary/

fee related to a global role, HMRC will expect that the relevant 
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proportion for his UK Board duties be subject to PAYE and it is 

therefore important that well documented records are kept to 

support the time physically spent in the UK carrying out the UK 

director role.  It should be noted that directors’ duties are not 

considered ‘incidental’ and therefore cannot be included in a 

Short Term Business Visitor Agreement.

Expenses
In addition to directors’ fees, any travel or accommodation 

expenses related to the director’s UK role are generally taxable 

in the UK. 

Where these expenses are incurred directly by the company, 

these expenses would constitute employee benefits and thus 

be reportable in the company’s P11D Form.  

Whereas where the NED is reimbursed for these expenses the 

payment is treated as covering a pecuniary liability and is thus 

liable to PAYE via the payroll.

Considering the different tax outcomes, it is therefore 

necessary for the company to carefully identify how to treat 

non-UK resident director travel expenses. While most of these 

expenses will be reportable on the P11D form, items may be 

non-taxable in the hands of a non–UK resident director where:

• The travel is to and from a ‘temporary workplace’;

• Performing tasks of a limited duration; and

• Where less than 40% of the non-UK resident director’s 

working time is spent at the place.

The exemption requires close examination and its availability 

will depend on the facts of each case.

Share Awards
A UK tax liability and reporting obligation could also arise in 

relation to any employment related securities awards. 

For example, any share acquisition by a non-UK resident 

director with UK duties should be reportable and taxable based 

on UK workdays.

The exact UK tax treatment will vary on a case by case 

basis but it is important to carefully consider the awards to 

determine whether a UK reporting and withholding obligation 

is due.

National Insurance Contributions 
(“NICs”)
The basic rule is that directors’ fees are subject to UK NIC.  

However, there are important exceptions. Where the individual 

is resident in a country with which the UK has a social security 

agreement (e.g. the USA) or in a European Economic Area 

(“EEA”) country, both the non-UK resident director and 

company should be exempt from UK NICs.  Either a certificate 

of coverage or a portable A1 document should be obtained to 

confirm this position.

If neither of these apply, then it may still be possible by 

concession, to avoid an NIC liability if the only work performed 

in the UK is to attend board meetings and the following criteria 

are met:

• The director attends no more than ten board meetings in 

a tax year and each visit to the UK during which a board 

meeting takes place lasts no more than 2 nights; or

• If there is only one board meeting during the tax year, then 

the visit to the UK during which that board meeting takes 

place lasts no more than two weeks.

The exemption requires close examination and its availability 

will depend on the facts of each case.

Self-Assessment Tax Returns
HMRC require all directors of UK companies, regardless of 

their residence or UK taxable income, to lodge a tax return 

for self-assessment purposes within the usual deadlines. 

Even where the director has fallen outside the realm of UK 

tax, HMRC expect a nil return to be lodged with an associated 

disclosure.

Summary
FTI Consulting’s Employer Reward Solutions team can 

review your NED and non-UK resident director arrangements 

to ensure HMRC compliance.   We can assist companies 

in making a voluntary disclosure of any PAYE failures.  By 

voluntarily disclosing and cooperating with HMRC, it should be 

possible for the company to mitigate any penalties that might 

otherwise arise if a prompted disclosure is made. For more 

information please contact Louise Jenkins.


