
On 11 March 2020 the World Health Organisation declared the spread of coronavirus 
(“Covid-19”) a global pandemic and the UK government has taken unprecedented steps 
to protect the economy, businesses and jobs during these very difficult times.

The resulting economic uncertainty and 
geopolitical impact will present the biggest  
test to a company’s business model, its longer-
term viability and the ability to remain a going 
concern. This level of uncertainty is expected to 
continue for a considerable amount of time. 

To navigate this uncertainty timely access to cash resources 
will be critical and strong short-term liquidity management is 
necessary. 

A key effect of the uncertainty is to make longer term budgeting 
and forecasting extremely onerous and various scenarios 
must be planned for. Budgets and forecasts might need to be 
revisited daily as the actual impact of the pandemic unfolds.

Company directors are having to make unprecedented 
decisions concerning the workforce, the suspension of 
activities, and whether to use government assistance  
(e.g. loans, grants and the government job retention scheme).

Against this background there might be continued pressure 
from shareholders for a company to maintain its existing 
dividend policy, or otherwise return what might be considered 
excess cash. Directors may also be tempted to maintain 
market expectations.

Many listed companies have cancelled dividend payments and 
share buy backs, but some companies have continued to pay 
large dividends to shareholders, thus attracting press attention.

This article focuses on fundamental issues that UK company 
directors must take into account before declaring dividends in 
the current economic environment.

Reporting implications  
of Covid-19 
declaring dividends

Key considerations

When deciding to declare a dividend it is necessary to consider 
whether the relevant accounts of the company contain 
adequate distributable reserves to fund the proposed dividend.

In addition, where the company is a public company,  
an additional key consideration is whether the company  
has not breached the net assets test.

In all cases it is also necessary to consider whether trading 
losses since the date of the relevant accounts have eroded 
distributable profits.

However, directors must also consider their fiduciary duties.
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As stated in TECH02/17 BL the following fiduciary and other 
duties are of key importance:

• Directors have an obligation to safeguard the company’s 
assets and take reasonable steps to ensure that the 
company can settle its debts as they fall due

• Directors must consider whether a company will remain 
solvent following a distribution

• Directors must therefore consider both the immediate cash 
flow implications of a distribution and the continuing ability 
of the company to pay its debts as they fall due.

• Directors, in reaching the decision to make a distribution, 
must take into account any change in the financial position 
of the company after the balance sheet date of the relevant 
accounts and the future cash needs of the company.

It is therefore essential that company directors consider the 
above matters in the context of how the coronavirus pandemic 
is affecting the company’s state of affairs.

Questions that a board should ask when  
declaring dividends

In addition to there being enough distributable reserves  
(and where a plc the net assets test is passed), the following 
are very important questions that company directors should 
be asking before declaring a dividend:
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Has the company benefitted from government 
assistance and will the act of paying dividends have 
a negative impact on the company’s reputation?

Does the payment of a dividend send the right 
message to stakeholders (employees, pension 
scheme, bankers, suppliers etc)? 

Is the company extending its supplier payment 
periods beyond agreed terms without explicit 
agreement from suppliers?

When deciding to pay a dividend have budgets and 
cashflow forecasts been prepared to demonstrate 
that the company will be able to settle debts as they 
fall due under their normal contractual terms?

Has sensitivity analysis been performed on budgets 
and forecasts? 

Is the budgeting and forecasting process so 
uncertain that it is not possible to reliably work out 
the impact of large dividend payments?

Where directors are in the process of suspending 
or reducing dividend payments is there adequate 
communication with the shareholders of the 
company and/or the market?

How long ago was the date of the last relevant 
accounts? Has there been a deterioration in trade 
since that date? Should the board draw up a  
current set of interim accounts to justify a  
dividend payment? 

Should interim dividends that have been declared but 
not paid be cancelled?

Has the board taken legal advice where they are 
unsure how to proceed with a dividend payment or  
to clarify their general duties?
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In a worst-case scenario companies will face insolvency. 
Where directors have declared dividends in the period 
leading up to insolvency, then liquidators will investigate such 
transactions and the conduct of directors and exercise their 
powers accordingly. 

Timing of dividends

In the United Kingdom a dividend becomes a legally binding 
liability of a company when it is declared in a general meeting.

Where the articles of association confer powers on directors 
to declare interim dividends no legal liability is normally 
established and therefore interim dividends are only recognised 
as a distribution when paid.

Conclusions

Whether or not dividend payments should continue as normal 
is an important matter for the directors of the company to 
consider.

Decisions to pay dividends will require a comprehensive 
analysis of a variety of factors that might not have been 
previously considered and a higher degree of judgement.

Shareholder communication remains critical.
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Glossary of Terms

Relevant accounts  
the company’s last annual accounts

Distributable Reserves  
a company’s accumulated realised profits not utilised by  
a distribution or capitalisation less a company’s realised  
losses not previously utilised by a reduction or reorganisation 
of capital

TECH02/17 BL  
ICAEW Technical Release – Guidance on realised and 
distributable profits under the Companies Act 2006

Interim accounts  
a properly prepared set of accounts prepared at a date other 
than the accounting reference period to justify a distribution

Net assets test  
if a public company’s net assets are less than the aggregate 
of its share capital and reserves then it may not make a 
distribution

Now, for tomorrow

mooreandsmalley.co.uk 

        @MooreandSmalley

        Offices in: Preston, Blackpool, East Midlands, Kendal, Kirkby Lonsdale, Lancaster, Liverpool, Manchester and Southport

Moore and Smalley LLP is a limited liability partnership that is registered in England and Wales under registration number OC313896 whose registered office is Richard House, 9 Winckley Square, Preston, 
Lancashire, PR1 3HP. The term “partner” indicates a member of the LLP who is not in partnership for the purposes of the Partnership Act 1890 and a list of members is available from the registered office. 
The LLP trades as MHA Moore and Smalley and is registered to carry on audit work in the UK by The Institute of Chartered Accountants in England and Wales and is authorised and regulated by the Financial 
Conduct Authority. Moore and Smalley LLP trading as MHA Moore and Smalley is a member of MHA, an independent member of Baker Tilly International Limited, the members of which are separate and 
independent legal entities. Baker Tilly International Limited is an English company. Baker Tilly International provides no professional services to clients. Each member firm is a separate and independent legal 
entity, and each describes itself as such. Moore and Smalley LLP is not Baker Tilly International’s agent and does not have the authority to bind Baker Tilly International or act on Baker Tilly International’s behalf. 
None of Baker Tilly International, Moore and Smalley LLP, nor any of the other member firms of Baker Tilly International has any liability for each other’s acts or omissions. Arrandco Investments Limited is the 
registered owner of the UK trade mark for the name Baker Tilly. The associated logo is used under licence from Baker Tilly International Limited.

Moore and Smalley C.A. Limited is a limited company that is registered in England and Wales under company number 5373155. Its directors are Deborah Wood FCA and Christine Wilson FCA and its registered 
office is Richard House, 9 Winckley Square, Preston, Lancashire, PR1 3HP. Moore and Smalley C.A. Limited is a wholly owned subsidiary of Moore and Smalley LLP and trades as MHA Moore and Smalley.

Moore and Smalley LLP (Blackpool) is a member of AISMA, Association of Independent Specialist Medical Accountants.

Moore and Smalley C.A. Limited (Nottingham) is a member of AISMA, Association of Independent Specialist Medical Accountants.

Follow us on:

Contact us
For further information please contact your local office. 
E: info@mooreandsmalley.co.uk


