
 

 

 

 
Dividends or salary? A guide to taking income for directors 

 
There are in fact three different ways that you can choose to pay yourself as a company 

director: 
 

• Salary 

• Dividends 

• Pension contributions 
 

Finding the right combination of these will depend on a number of factors, such as the 

profitability of your company and how much you want to reduce your personal and/or company 

tax bill. Taking a salary also ensures you retain state benefits such as your state pension. 
 

Most directors pay themselves a combination of a salary and dividends which can be 

supplemented by pension contributions from the company. 
 

Paying yourself a salary 
 

The main advantage to putting yourself on your company’s payroll and paying yourself a salary 

include: 
 

• You reduce the amount of corporation tax that your company pays (a salary is an 

allowable business expense) 

• You gain qualifying years towards your state pension 

• You can make higher pension contributions 

• You retain maternity benefits 

• It may be easier to apply for mortgages and insurance policies such as personal 

accident where payouts are based on your earnings 

• You can take a salary even if your business makes no profit 
 

The aim is to set your salary low enough so you don’t have to pay Income tax or National 

Insurance Contributions (NICs), but still ensuring you stay above the Lower Earnings limit 

(currently £6,396). 
 

For the tax year 2022/23 any income you receive up to £12,570 (your personal allowance) is 

free from Income Tax. 
 

There are two National Insurance thresholds you should be aware of: primary for you as an 

employee, and secondary for your company as an employer. The rates for 2022/23 are £9,880 

and £9,100 respectively. 
 

It should be noted that if you earn over £100,000 in any tax year, your personal allowance is 

gradually reduced by £1 for every £2 of adjusted net income over £100,000 irrespective of 

age. Your adjusted net income is your total taxable income before any personal allowances, 

less certain tax reliefs such as trading losses and certain charitable donations and pension 

contributions. 
 



 

Paying yourself in dividends 
 

Providing your company makes a profit you can take your income in the form of a dividend. 

This is simply a share of the company profits. 
 

Dividends are usually the most tax-efficient option as: 
 

• they attract a lower rate of income tax than a salary: 
 

Tax band (England)   Dividend tax rate 

Basic rate     8.75% 

Up to £37,500 after allowances 

Higher rate 

Up to £37,501-£150,000  33.75% 

Additional rate 

£150,000+     39.35% 
 

• NICs (either employees or employers) are not payable on dividends 
 

There is also a dividend allowance of £2,000 which is addition to your personal allowance. 
 

The main drawback to taking a dividend is that they can only be paid out of profits. (Any 

dividend taken out accidently that is not covered by profits becomes a director’s loan which 

you must repay.) 
 

And unlike a salary, dividends are paid after corporation tax has been deducted. 
 

They also don’t count as relevant earnings for tax relief purposes on pension contributions 

that you make yourself. 
 

Paying yourself in pension contributions 
 

Taking pension contributions from your company counts as an employer pension contribution 

and is treated differently from any contributions made by you. 
 

The advantages of this form of remuneration include: 
 

• Pension contributions don’t add to your income and therefore don’t increase your tax 

bill 

• They are an allowable business expense 

• They do not attract employer NIC’s 

• Employer pension contributions are not limited by the size of your salary 
 

This last point is particularly important if you are only taking a small salary. The annual 

allowance for employer contributions is currently £40,000 so your company can contribution 

up to this amount into your pension. 
 

That figure however, tapers down for anyone who earns over £240,000, by £1 in every £2 they 

earn. This tapering is capped at £36,000 which in turn means that anyone who earns over 

£312,000 would only have an annual allowance of £4,000. 
 

The main drawback here is of course that you will not be able to access your pension until the 

age of 55 so this way of extracting pay will not be an option for those under this age. 

 

This is a very brief summary of the payment methods available to you are a company director. 

If you would like more information or have any questions, please contact us by tel 023 9248 

4356 or email at mc@morriscrocker.co.uk 
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