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Taking salary and dividends

As a director and/or shareholder of a limited company, it can
often be more tax efficient to take your income as a mixture of
salary and dividends.

However, if you haven't done this before, or if you are
struggling to get your head around the ided, the process can
quickly become confusing.

Directors vs shareholders

A director of a limited company is the

Director person(s) that runs the company.

A shareholder of a limited company is

Shareholder the person(s) that owns the company.

This can often be the same person(s).

A director can be paid a salary from the company through
PAYE. However, shareholders (who are not directors) can only
be paid with dividends.

If the director is also a shareholder they can be paid a salary
through PAYE and also take dividends from the company.
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Sole director and shareholder

If you are the sole director and shareholder of a limited
company, often the most tax efficient way for you to receive
income is to take a small salary up to the National Insurance
(N1) threshold, then take the remainder as a dividend.

The salary you process will be an expense to the limited
company (and therefore reduce your corporation tax), but it
will be tax and NI free to you personally.

If this is your sole source of income, this is a great way to
utilise your allowances.

What is the best salary for a sole
director?

As a sole director you're not eligible for the Employment
Allowance, which employers can normally claim against the
cost of their employer's National Insurance.

If you take a salary above the Secondary Threshold, your
company (as your employer) will start paying NI on your
wages, but it could also offset the additional salary against its
Corporation Tax bill.

This means that sole directors generally have two options, but
as it's a bit complicated, we go into it in more detail in our
article about director's salaries.
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As a director you can pay yourself as little or as
much as you like without worrying about the
minimum wage, as this only applies to employees.



https://www.theaccountancy.co.uk/limited-company/whats-the-most-tax-efficient-directors-salary-in-2022_23-51622.html
https://www.theaccountancy.co.uk/limited-company/whats-the-most-tax-efficient-directors-salary-in-2022_23-51622.html
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What happens if | have other income?

If you have other income then it's useful to assess whether a
salary is still the most tax efficient course of action for you.

There are a few options you might consider:

« |f your other income is below the thresholds, the difference
can be calculated and put through as salary so all your
allowances are used.

+ If you have income over the threshold then you may be
able to take a salary at the NI threshold, which would need
to be reported through PAYE.

« If you have other income which is over the threshold, you
may be able to claim a director’s salary below the NI
Lower Earnings Limit.

We strongly recommend that you speak to your accountant for
a full review if you're unsure of the best option.
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More than one director or shareholder

If you're running a company with an equal business partner or
spouse then the same arrangement can be applied to them so
that each of you receives a tax efficient sum.

An additional director means your company (as long as it's
not a connected company) is eligible for the employer's NI
P allowance.

The best salary if there are two or more directors is £12,570.
This means the directors can take a slightly larger salary

than one director operating alone. Salaries are an allowable
expense, so the can be offset against corporation tax.

However, it's important to note that if your company has
multiple directors and shareholders, with different ownership
percentages, then the above arrangements will probably not
be feasible.

In this instance it's usually better to pay the directors a full
salary in relation to the work they carry out and for the

shareholders to receive dividends at agreed intervals.

Although not as tax efficient, everyone is then paid fairly.
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