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HINTS AND TIPS 

 

5 steps to dividend income 
This is my 5 step guide to declaring a dividend in the most tax efficient and compliant 

manner for your limited company. 

Tick the box where you currently comply with a particular step. 
 

    Step 1 – Salary first!  

If your only form of income is a dividend from your limited company 
then you could be missing out on anything in the region of £2750.00 of 
corporation tax relief and qualifying contributions towards your state 
pension. Each person has an annual tax free allowance currently 
£11,000. Dividends are taken from company profits after tax. This 
means using a dividend for your tax free allowance would have 
already had 20% corporation tax deducted. Choose a salary instead 
for your tax free allowance. 

 

     Step 2 – Ensure there is a profit. 

This might sound simple; however many business owners fail to 
recognise that dividends are a share of the profits of a business. If the 
business does not have stored up profits then dividends cannot be 
declared. A dividend can be declared when a company is loss making 
as long as there were previous retained profits which exceed those 
losses. Ask me for a simple calculator. It you’re an Inca client it's free! 

 

     Step 3 – Provide for Tax  

Many business owners think that all the profit is theirs and that they 
can draw as much as they wish from their company as Dividend 
Income with out any tax liability.This is incorrect. Dividends can only 
be taken from the profits of the businesses after deducting corporation 
tax. The remaining profits, after deducting tax, are available for 
distributing to the shareholder(s) as a dividend. The key step here is to 
provide for tax as you go. Each month, make a provision for 
corporation tax before deciding how much of a dividend to declare. 
You also need to keep an eye on the amount of Dividend Income you 
draw due to the impact on your personal tax liability. 

 

     Step 4 - Keep some profit back 

Be careful not to overdraw the dividends, taking more than the after 
tax profits allow. This can lead to the company becoming liable for 
25% tax on the overdrawn amount. This overdrawn situation is 
regarded as a loan from the company to you and subject to either 
interest or tax and national insurance as a benefit in kind. You can 
also become personally liable for the overdrawn amount in the event 
of a failure of the business. 

         Step 5 – Document everything! 
A company is required to hold a formal board meeting when it wants 
to declare a dividend. It is also required to provide each of the 
shareholders with a dividend tax voucher for each dividend provided 
to them detailing the amount of the dividend and the tax credit 
contained within it. If you fail to accurately document your dividends 
then you can become liable for it to be treated as a salary and 
therefore liable to both employee and employer national insurance. 
 

 
 
 

 

 
If you have ticked all 5 boxes 
congratulations! You are being 
both tax efficient and 
compliant! If you have any 
boxes unticked we can help! 
We can provide a pack to help 
you manage dividends 
yourself or operate it as a 
service on your behalf. 
 

 

 

If you would like any more 
advice and guidance on 
Dividend Income or would like 
to enquire about our dividend 
support service call me, 
Graham Carson at Inca on 
01235 868888 for a chat or 
email: gcarson@incauk.biz 

 
 


