Top tax tips
For limited company directors

Top Tax Tips For Limited Companies

Look to increase your company profit
Whether you’ve operated this way for years or you’re embarking on a new way of working,
our top tax tips will help you get the most out of your limited company.

1. Register for VAT
Increasing your company profit can be as easy as registering for VAT, and you don’t have to be a large
company to take advantage of it.
Once registered, you’re able to claim back any VAT you’ve incurred on purchases, meaning your overall profit will
be higher, as you’ve received a bit back on your expenses.
Providing that your client is VAT registered themselves, you won’t have to worry about your services costing
more, as your client will be able to claim back the VAT you’ve charged on your invoice.
Even if your anticipated annual turnover is less than the compulsory VAT registration threshold, you can still
register for VAT on a voluntary basis.

Join the VAT Flat Rate Scheme
Once VAT registered, another option to
increase your profit is the VAT Flat Rate
Scheme.
This scheme may be beneficial to you if your
business doesn’t have much in the way of
expenses, or if you have expenses which don’t
incur VAT. If this is the case, the standard
method of claiming back VAT on purchases
may not amount to much.
By joining the Flat Rate Scheme, you still
collect VAT at the normal rates but the
amount you pay across to HMRC is usually
lower, where the amount you pay is
dependent on what services your business
provides.
For example, a company providing IT services,
with an annual income of £50,000 can
increase turnover by £1,300 simply by joining
the Flat Rate Scheme.
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Further good news is that in your first year
of VAT registration you’re entitled to a 1%
discount, so the amount you pay is even less.
In the previous example the company would
increase turnover by a further £600 during
this period.
Before joining the scheme, you’ll need to check
whether you’re caught by the Limited Cost
Trader rules. If you are, the financial benefits
will be reduced.
Another downside to the Flat Rate Scheme
is that you can no longer claim back VAT
included in your expenses. So if the company
in our example had more than £1,900 of VAT
it could claim back on expenses, the Flat Rate
Scheme may not be the best option.
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2. Claim your tax-free benefits
Ensure that you’re making the most of these tax-free benefits.

Mobile Phone
Get the company to pay your phone costs
directly. Where your company provides you
with a mobile phone, there’s no taxable
benefit to you personally. Make sure that the
contract is in the company name and paid
directly from the business bank account. If
the company simply pays for your personal
phone, then this will incur a taxable benefit.

Home Working
Where you work from home on company
administration, you can claim a modest £4 per
week from your company as a contribution
towards your household costs. It may not sound
much but over a year this builds up to £216.

Childcare
If you have children under the age of 11, then
you may be eligible for tax free childcare
on top of any free hours currently available.
To receive this, you’ll first need to register
for an online childcare account with HMRC.
Once setup, you will receive £2 for every
£8 you pay to the provider through the
account, providing the payment was made for
approved childcare.

Annual Staff Party
Have a night out to reward yourself for all your
hard work. So you don’t get too lonely, you can
also invite your partner. Each year you can hold
an annual event, usually a Christmas party,
which is paid for by your company. To avoid
creating a personal taxable benefit, you must
restrict the cost of the event to less than £150
(including VAT) per head.
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3. Carefully plan your rewards package
Salary
Options

Dividend

Where IR35 does not apply to your
business income, you’re free to pay
yourself a salary for your director
duties.

As you’re a shareholder of the
company, you’re entitled to receive
a share of the company profits after
tax, known as dividend.

One option is to take a salary
based on the current personal tax
allowance. Whilst a small amount of
Employee’s and Employer’s National
Insurance is due on this salary, the
employer’s amount can be reduced to
zero by claiming Employer Allowance.

The benefit of paying out dividend
is that, unlike a salary, it doesn’t
incur National Insurance charges.
Therefore, you’re able to increase
your personal earnings by receiving
the majority of your income as
dividend.

Alternatively if the allowance is not
available, a salary at the secondary
earnings threshold (£8,424 for
2018/19) is most tax efficient.

You’ll be able to choose when
dividend is paid but the company
must have enough profit to be able
to declare it.

Life
Assurance

Pension
If you want to invest for the future,
you may wish to consider including
pension payments as part of your
reward package. Any contributions
the company makes will be an
allowable business expense,
meaning that your Corporation
Tax bill is reduced by 19% of the
amount paid.
The current annual limit on pension
contributions is £40,000.
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You may wish to include a life
assurance policy to your reward
package. The company can pay
regular tax-allowable premiums
for a Relevant Life Plan, which is
an individual death in service life
assurance policy for company
directors. Under this type of policy,
neither the premiums nor any
payouts would be considered a
taxable benefit on you personally.
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4. Get the family involved
Employ your partner or your children

If you need help with certain business tasks and your family members have the necessary skills, you
should consider employing them, especially if they aren’t using all of their Personal Allowance.
As long as the amount you pay them is reasonable and the tasks are relevant, it would be an
allowable business expense and reduce your company tax bill.
Children and other relatives over the age of 13 can carry out basic tasks for your business, such as
admin or secretarial work. Perhaps your child has gained relevant design, IT or web development
skills through their education which are useful to your business. Paying them a salary through the
company is a good way of funding further education costs, rather than through your own income.
More good news, anyone under the age of 21 is not subject to Employer’s National Insurance charges.

Children and other relatives over the age of 13 can carry
out basic tasks for your business...

Gifting a shareholding

Where you’re married or in a civil partnership, you may consider gifting some shares in your
company to your partner. This could give you an option to allow your partner to receive some of the
company profits and potentially avoid you falling into the higher rate tax band.
If your partner is a higher rate taxpayer in their own right, then this may not be the best option.
It’s important to note that gifting shares is only advised between partners within a marriage or civil
partnership. Gifting shares to other family members would likely result in the dividend still being
taxable on you rather than them.
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5. Keep dividend within the company
If you don’t need the money, don’t take it!
Whilst the company has already paid 19%
Corporation Tax on its profit, you may still have to
pay extra personal tax dependent upon on how
much dividend you take in any one tax year.
So when receiving dividend income, it is important
that you understand the tax implications to prevent
any unexpected bills.
From previous employment, you’ll probably be
aware that you paid 20% Income Tax on your salary
as a basic rate taxpayer and 40% as a higher rate
taxpayer.

What you may not be aware of is that the rates
of Income Tax payable on dividend income are
different. Your first £2,000 of dividend can be earnt
tax free, then you’ll be taxed at 7.5% as a basic rate
taxpayer and 32.5% as a higher rate taxpayer.
So to avoid paying tax at 32.5% try to keep your
total income within the basic rate tax threshold,
which for the 2018/19 tax year is £46,350.
If you do need to go above this amount, don’t forget to
put aside 32.5% of the extra amount to pay your tax bill.

Consider your Child Benefit situation
If you’re a parent then you, or your partner
may be receiving regular payments of Child
Benefit.

back the full amount of the benefit.

However, once your personal earnings in
the tax year exceed £50,000, you will need
to repay some, or all of the benefit you or
your partner have received. Where your total
income exceeds £60,000, you will need to pay

To avoid having to make a repayment of your
Child Benefit, you may wish to structure your
dividend payments to keep you below the
£50,000 threshold.

Dividend income will form part of your total
earnings.

One to watch
When calculating your total income for the year, make
sure that you account for any taxable benefits you
receive as these are also deemed taxable income.
For example, if you have a company car which attracts
a taxable benefit of £5,000, this will count as earned
income for you as an individual, and affect your Child
Benefit situation.
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6. Investment opportunities
Consider tax-saving investment opportunities
Where you have generated a healthy retained profit balance within your company, you may wish to consider
extracting some funds and look to personally invest in tax efficient investments, such as the Enterprise
Investment Scheme (EIS) or a Venture Capital Trust (VCT).
1

Venture Capital Trust (VCT)
You can invest up to £200,000 of your personal income to purchase shares in a VCT and as long as you
hold these shares for at least 5 years, you will be entitled to 30% income tax relief on the amount invested.
If you draw dividend from your company to make the investment, it attracts the higher rate of Income Tax
(32.5% effective rate). This would be offset by the 30% tax relief you receive for investing into a VCT.
In addition to this relief, any dividend received from VCT shares are tax free and any gain made on disposal
of the shares is also tax free.

2

Enterprise Investment Scheme (EIS)
An EIS investment works in a similar way as a VCT, although you can invest up to £1m and in order to get
you 30% tax relief, you only need to hold the shares for 3 years.
Important note: before entering into any investments, you must take advice from an independent financial
advisor. This will ensure that you fully understand your options and any investment you make is right for
you and your circumstances.

If you would like more information on investment opportunities, please call
Danbro Financial Planning on 01253 600597

Want to know more?
If you’d like to discuss any of these items in
further detail, including advice on how they
can be implemented in your own limited
company, please contact us at:

hello@danbro.co.uk
OR 01253 600150
Alternatively if you already have a personal
accountant at Danbro, contact them today
to find out how we can help increase your
tax savings!

*Whilst every effort has been made to ensure that the information contained in this guide is accurate, no responsibility for anyone acting upon this information can be taken by
Danbro Accounting Limited or the author.
Danbro Financial Planning Limited is an appointed representative of the Sense Network Limited, which is authorised and regulated by the Financial Conduct Authority.
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