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S o  y o u ' r e  s e l f  e m p l o y e d ,  b u t  h a v e  a b s o l u t e l y  n o  i d e a  h o w  t o

p a y  y o u r s e l f .  G o o d  n e w s ,  y o u ' v e  c o m e  t o  t h e  r i g h t  p l a c e .  T h i s  i s  t h e

u l t i m a t e  g u i d e  t o  t e a c h  y o u  a l l  y o u  n e e d  t o  k n o w  a b o u t  h o w  t o  p a y

y o u r s e l f .

A b i t  about  me.  I  t ra ined  and

qua l i f ied  as  an  accountan t  i n  2010

wh i ls t  work ing  fo r  t rad i t iona l

f i rms,  wh ich  I  qu ick ly  lea rn t

weren ' t  fo r  me.  

I  d idn ’ t  have  t ime to  get  to  know

my c l ien ts ,  o r  g i ve  them the

t ime ly  adv ice  they  rea l l y  needed.

I  d idn ’ t  want  to  charge  by  the

hour  o r  p rov ide  c l ien ts  w i th

‘archaeo log ica l  account ing ’ .  

So  I   bu i l t  someth ing  bet te r  —  an

accountancy  p ract ice  bu i l t  a round

rea l ,  i nsp i ra t iona l  bus inesses .

Welcome to  Lagom F inance .

W e l c o m e

A B O U T

www.instagram.com/lagomfinance

www.lagomfinance.com

L E T S '  C O N N E C T !

Becki
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F i rs t  th ings  f i rs t ,  I  hope you have opened a  separate  bus iness  bank account .

I f  you haven ’ t  I  s t rong ly  suggest  you do!  I  recommend Star l ing ,  Monzo for

bus iness  or  Coconut  as  they ’ re  low cost  (or  f ree ! )  and have great

funct iona l i ty  for  manag ing  your  f inances .  I t  he lps  to  keep your  bus iness

expendi ture  separate  and avo id  any  acc identa l  c la iming  for  that  la te  n ight

de l i veroo you ordered.

Remember  you need to  pay  your  tax  b i l l ,  don ’ t  fa l l  in to  the  t rap of  spending  a l l

your  money and then begg ing  HMRC not  to  pena l i se  you as  you spent  your  tax

money on that  new Louis  Vu i t ton handbag ,  they  wi l l  not  be  forg iv ing .

As  a  so le  t rader  you can s imply  take  money f rom your  bus iness  bank account

to  pay  yourse l f  as  and when you want ,  i t ’ s  your  money .

I f  you use one of  the  bank accounts  ment ioned above they  le t  you categor ise

your  spending  so  you can tag  any  wi thdrawals  you make.

1 :  H O W  D O  Y O U  P A Y  Y O U R S E L F  A S  A  S O L E T R A D E R ?
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As a  so le  t rader ,  you ’ re  taxed on the prof i ts  that  your  bus iness

makes  through your  annual  Se l f  Assessment  tax  return .  Essent ia l l y ,

your  prof i t  i s  the  income that  your  bus iness  rece ives ,  minus  the

a l lowable  so le  t rader  bus iness  expenses  incurred.  These expenses

must  be  whol ly  for  bus iness ,  and must  not  inc lude any  persona l

expendi ture ,  such as  that  spot i fy  subscr ipt ion or  that  teeth

whi ten ing  t reatment  you had (Someone once t r ied  to  c la im that  they

needed whi te  teeth  to  impress  the i r  c l ients . .  I t ’ s  not  go ing  to  f l y  I ’m

afra id ) .

The more prof i t  you report ,  the  h igher  your  tax  l iab i l i t y  w i l l  be .  I

recommend you set  as ide  the  fo l lowing  amounts  f rom your  regu lar

drawings  to  set t le  your  Income Tax  and Nat iona l  Insurance l iab i l i t ies

each year :

* I f  your  prof i ts  are  over  35K i t ’ s  worth  chat t ing  about  set t ing  up a

l imi ted company as  there  could  be tax  advantages  as  we l l  as  other

benef i ts .

2 :  W H E N  A N D  H O W  A R E  Y O U  T A X E D ?

Prof i ts  per
annum

% set  as ide  for  
tax  and NI

U p  t o  £ 5 0 k

U p  t o  £ 1 0 0 k

b e t w e e n  
£ 1 0 0 k  t o  £ 1 5 0 k

2 5 %

4 0 %

4 5 %



When you ’ re  a  so le  t rader ,  as  far  as  the  law

is  concerned,  there ’s  no lega l  d i f ference

between you and your  bus iness .  You

rece ive  the  income and pay  your  expenses ,

inc lud ing  your  tax  l iab i l i t y .

So  many people  fa l l  in to  the  t rap of

spending  the i r  tax  money because there

can be a  t ime lag  between rece iv ing

income f rom your  customers  and pay ing

the persona l  income tax  you owe on your

trad ing  prof i ts .  Monzo & Star l ing  have a

good ‘pots ’  feature  for  put t ing  as ide  your

tax  money .

St i l l  got  employment  income as  wel l  as

your  bus iness?

Go you!  Jugg l ing  i s  hard but  o f ten pays  of f

and g ives  you that  extra  b i t  o f  secur i ty

whi ls t  get t ing  your  bus iness  up and

running .

I f  you have income f rom employment  as  we l l  as  your  se l f -employed income,  you ’ l l  need to

dec lare  both  on your  annual  Se l f  Assessment  tax  return .  Your  employer  should  have

deducted the Income Tax  and Nat iona l  Insurance due through the Pay  As  You Earn (PAYE)

scheme.  You can see th is  in format ion on Form P60,  which  your  employer  must  g ive  you at  the

end of  the  tax  year .  I f  you leave  your  job before  the  5th  Apr i l  you wi l l  rece ive  a  P45 instead.

You inc lude the Income Tax  deducted by  your  employer  on your  Se l f  Assessment  for  the  same

tax  year  and HMRC wi l l  ca lcu late  any  addi t iona l  Income Tax  or  Se l f -Employed Nat iona l

Insurance due.

S imi lar ly  i f  you ’ re  lucky  enough to  have addi t iona l  sources  of  income such as  d iv idends ,

property  renta l  income or  thousands of  pounds in  interest  coming in  you need to  dec lare

these on your  se l f  assessment  too .

Your  Se l f  Assessment  must  be  f i led  and a l l  taxes  you owe must  be  pa id  before  the  31st

January  each year .  Otherwise ,  HMRC wi l l  f ine  you ,  w i th  pena l t ies  s tar t ing  f rom £100. . they  g ive

you a  whole  9  months  fo l lowing  the  end of  the  tax  year  so  there  rea l l y  i s  no excuse !



This  one catches  a  lot  o f  people  out  and

i f  you don ’ t  budget  for  i t  then i t  can come

as a  surpr ise !

I f  your  tax  b i l l  i s  more than £1 ,000 for  the

year  (and the major i ty  o f  your  income is

f rom se l f  employment )  then you ’ l l  be

required to  make a  Payment  on Account .

Th is  i s  HMRC’s  way  of  ensur ing  tax  i s  pa id

regular ly  and i t  goes  towards  your  next

year ’ s  Se l f  Assessment .

I ' V E  H E A R D  I F  Y O U ' R E  S E L F  E M P L O Y E D

Y O U  N E E D  T O  P A Y  I N  A D V A N C E "

There  are  two payments  made towards  the  Payment  on Account :  the  f i rs t  must  be

made by  31st  January  and the second is  due on or  before  the  31st  Ju ly  each year .  I f

you be l ieve  that  you won ’ t  have  as  much so le  t rade prof i t  in  the  next  tax  year ,  you

should  speak  to  HMRC or  your  accountant  as  you may be ab le  to  reduce your

Payment  on Account  to  HMRC.

I t  rea l l y  on ly  fee ls  l i ke  you ’ re  double  pay ing  the  f i rs t  year .  For  example :

Year  1 :  You s tar t  your  bus iness  and f in ish  the  f i rs t  tax  year  (ending  5th  Apr i l  2021)

mak ing  a  prof i t  o f  £20K which g ives  you a  tax  b i l l  o f  le t ’ s  say  £2 .6K .

Not  on ly  w i l l  you be expected to  pay  the  £2 .6K by  31st  January  2022 but  you wi l l  a lso

be expected to  pay  £1 .3K (50% of  your  prev ious  tax  b i l l )  by  31st  January  towards

next  year  AND as  i f  that  wasn ’ t  enough you wi l l  a lso  have to  pay  £1 .3K by  31st  Ju ly

2022 towards  the  fo l lowing  year .

I f  the  fo l lowing  year  you end up earn ing  less ,  you would  be due a  re fund.  I f  you earn

exact ly  the  same,  then congrats  you have fu l l y  pa id  your  tax  b i l l  in  advance .



Top t ip!  Even though th ings  might  seem s impler  be ing  a  so le  t rader ,  I  h igh ly

recommend keeping  your  records  in  sof tware .  There  are  p lenty  o f  f ree

opt ions  out  there  or  some of  the  bank accounts  I  have  recommended a lso  le t

you up load rece ipts  & create  invo ices .

The main  reason people  de lay  do ing  the i r  tax  return because they  haven ’ t  kept

good records  and dread sort ing  through hundreds  of  paper  rece ipts  -  don ’ t  be

that  person ,  you ’ re  bet ter  than that !



HELP ME FORM A COMPANY

This  i s  the  quest ion I  get  asked the most  and I  have  to  admit ,  i t  i s  not  an

easy  one to  exp la in !  Forming a  company is  o f ten a  tax  e f f i c ient  way  of

manag ing  your  income i f  you ’ re  earn ing  over  around 35K prof i t  a  year

(depending  on your  c i rcumstances ) .

I f  a l l  o f  your  income is  f rom your  company ,  then ‘employ ing  yourse l f ’  i s

usua l l y  the  best  opt ion .  I  recommend tak ing  a  sa lary  f rom your  l imi ted

company in  the  same way  as  a  regu lar  employee .  There  are  two main  reasons

to  take  a  sa lary  f rom your  l imi ted company :

I t ’ s  counted as  an a l lowable  bus iness  expense ,  which  means i t  lowers  the

amount  of  Corporat ion Tax  your  company pays

I f  the  sa lary  i s  above the  Lower  Earn ings  L imi t  (£6 ,240 for  the  2020/21 tax

year )  you accrue qua l i f y ing  years  towards  your  s tate  pens ion but  don ’ t  have

to  phys ica l l y  pay  nat iona l  insurance (w in ,  w in  r ight? )

Wai t ,  why  would  I  want  to  take  a  low sa lary?  I  need more money for  shoes !

As  a  UK taxpayer  in  the  2020/21 tax  year ,  you ’ l l  have  a  persona l  a l lowance of

£12 ,500.  Th is  means you can earn th is  much each year  w i thout  pay ing

Income Tax .  There ’s  a lso  a  Nat iona l  Insurance Contr ibut ion (NIC)  threshold ,

but  th is  i s  set  a t  a  s l ight ly  lower  leve l  before  you pay  anyth ing  to  the

government .  A  very  low sa lary  can be pa id  which means you do not  phys ica l l y

pay  Nat iona l  insurance but  s t i l l  qua l i f y  for  s tate  a id  such as  s tatutory  s ick

pay  & matern i ty  etc .

I'M OPERATING AS A LIMITED COMPANY - HOW
DO I PAY MYSELF?

1

2
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In  the  2019/20 tax  year ,  i f  your  sa lary  i s  above the  ‘Lower  Earn ings

L imi t ’  (£6 ,240)  but  be low the ‘Pr imary  Threshold ’  (£8 ,784)  you don ’ t

pay  Nat iona l  insurance ,  but  you do reta in  your  State  Pens ion

contr ibut ion record .  #winn ing .

But  I  want  to  earn more money than just  £8784 a  year?

And why wouldn ’ t  you?  But  as  the  tax  on d iv idends is  lower  than the

tax  on PAYE employment  income i t ’ s  o f ten bet ter  to  take  a  min imal

sa lary  and the rest  o f  your  income in  d iv idends .

There  are  except ions  to  that  so  i t ’ s  best  to  chat  to  an accountant  to

f ind out  what  i s  r ight  for  you.  Th ings  such as  get t ing  a  mortgage ,

spending  a  lot  o f  your  t ime on research and deve lopment  and

apply ing  for  persona l  loans  can a l l  be  reasons to  ad just  your

remunerat ion p lan v ia  your  company .



w w w . y o u r n a m e . c o m

Div idends are  payments  made to

company shareholders  f rom the prof i ts

of  a  company a f ter  Corporat ion Tax .

When operat ing  your  bus iness  as  a

l imi ted company ,  the  most  tax-e f f i c ient

way  of  extract ing  money f rom your

company is  usua l l y  v ia  d iv idends .  I f

your  l imi ted company has  made a

prof i t ,  i t  can d is t r ibute  these earn ings

to  shareholders  (note  shareholders

NOT d i rectors . . they  are  not  the

interchangeable  terms. )  by  way  of  a

‘d iv idend ’ .

H A V E  Y O U  H E A R D  O F  D I V I D E N D S  B U T

H A V E  N O  I D E A  W H A T  T H E Y  A R E ?

Prof i t  i s  the  money the  company has  remain ing  a f ter  pay ing  a l l  bus iness

expenses  and l iab i l i t ies ,  p lus  any  outstanding  taxes  (such as  Corporat ion Tax

and VAT) .  I t ’ s  important  to  remember  that  d iv idends cannot  be  counted as  a

bus iness  expense when ca lcu lat ing  your  Corporat ion Tax ,  and that  i t ’ s  i l lega l  to

pay  a  d iv idend i f  your  company does  not  have suf f i c ient  prof i t  a f ter  tax

ava i lab le  to  cover  the  d iv idend amount .

For  example  i f  your  company has  made a  loss  for  the  year  and you ’ve  taken out

money dur ing  that  year ,  chances  are  you ’ve  spend company money which

needs to  be used on someth ing  e lse ,  meaning  you ’ l l  owe that  back  to  the

company ,  therefore  i t ' s  c lassed as  a  loan.  

Any  ‘ re ta ined prof i t ’  in  a  l imi ted company could  have been accumulated over  a

number  of  months  or  years .  I f  the  d i rector (s )  choose not  to  d is t r ibute  any

excess  prof i ts  as  d iv idends at  the  end of  the  company ’s  f inanc ia l  year ,  then

they  remain  ava i lab le  to  d is t r ibute  at  a  la ter  date .



I f  you want  to  i ssue a  d iv idend,  then technica l l y  you need to  ho ld  a  meet ing  of

d i rectors  to  “dec lare”  the  d iv idend.  The meet ing  needs to  be minuted and a  record

kept  o f  i t .  Th is  i s  the  case  even i f  you are  the  so le  d i rector  o f  your  l imi ted company ,

so  have that  cof fee  wi th  yourse l f  and ask  yourse l f  how much you should  get  pa id .

In  rea l i t y  though what  happens is  you as  the  shareholder/d i rector  take  money out

of  your  company as  we l l  as  lend money to  your  company which a l l  goes  through

your  d i rectors  loan account  (more on th is  in  a  minute ! )  and at  the  year  end your

accountant  checks  to  see i f  you took  more or  less  than the amount  of  d iv idends you

had ava i lab le  to  dec lare ,  i f  you ’ve  taken more than the prof i ts  ava i lab le ,  then you

wi l l  have  to  pay  some back ,  and i f  i t ’ s  less  than wahey  you can wi thdraw the

remain ing  amount !  Treat  yo ’se l f .

D iv idends should  usua l l y  be  d is t r ibuted accord ing  to  the  percentage of  company

shares  owned by  each shareholder .  So ,  i f  you own ha l f  the  company ’s  shares ,  you

should  rece ive  50% of  each d iv idend d is t r ibut ion .

O K . . . I  T H I N K  I  G E T  I T ,  I ’ V E  M A D E  S O M E

M O N E Y ,  S O  H O W  D O  I  A C T U A L L Y  I S S U E

A  D I V I D E N D  T H E N ?



Your  company does  not  need to  pay  tax

on any  d iv idend payments  i t  i ssues ,  but

the shareholders  may have to  pay  tax  on

the d iv idends they  rece ive  based on the i r

persona l  c i rcumstances ,  through the i r

annual  Se l f  Assessment  (yes  sorry ,  se l f

assessments  never  go  away  even i f  you

form a  l imi ted company) .

You can earn up to  £2 ,000 in  d iv idends in

the 2020/2021 tax  year  before  you pay

any  Income Tax  on your  d iv idends ,  th is

f igure  i s  over  and above your  persona l

a l lowance of  £12 ,500.  D iv idend Tax  Rates

for  the  2020/21 tax  year  (and the prev ious

three tax  years ) :

Bas ic - rate  taxpayers  pay  7 .5%  

H igher-rate  taxpayers  pay  32 .5%

Addi t iona l - rate  taxpayers  pay  38 .1%.

So le t ’ s  take  a  rea l  example :  

You ’ re  fo l lowing  my adv ice  and tak ing  a  min imal  sa lary  o f  £8784 dur ing  the  20/21 tax  year .  

You get  to  the  end of  your  f inanc ia l  year  and rea l i se  you have £20 ,000 ava i lab le  prof i t  to  g ive

yourse l f  a  d iv idend,  you own the company 100% so you go for  i t !  

Th is  means your  tota l  income for  the  20/21 year  i s  £28 ,784 (Sa lary  +  D iv idends… wi th  me so

far? ) .  

The f i rs t  £12 ,500 of  th is  i s  tax  f ree  as  th is  i s  your  persona l  tax  a l lowance for  the  year .  

Great !  So  what  about  the  remain ing  £16 ,284?

Wel l… 

The f i rs t  £2 ,000 in  d iv idends are  tax  f ree  =  St i l l  no  tax  b i l l  for  you!

And the  remain ing  £14 ,284?

You would  pay  tax  on the remain ing  d iv idends at  7 .5% mak ing  your  tota l  tax  b i l l  £1071.30

H O W  A R E  D I V I D E N D S  T A X E D ?



HELP ME FORM A COMPANY

Al though the money in  your  l imi ted company bank account  doesn ’ t  technica l l y  be long

to  you ,  you do have access  to  i t  through someth ing  ca l led  a  d i rector ’ s  loan .

Essent ia l l y ,  HMRC def ines  a  d i rector ’ s  loan as  money taken f rom your  company that

isn ’ t  e i ther :

A  sa lary ,  d iv idend or  expense repayment

Money you ’ve  prev ious ly  pa id  into  or  loaned the company .

Chances  are  you are  both  a  d i rector  and shareholder  o f  your  company .  The eas iest

way  to  th ink  of  a  d i rectors  loan account  i s  a  pot  which  inc ludes  a l l  t ransact ions

between you and the company f rom the company 's  po int  o f  v iew.  Here  are  some

scenar ios :  

You just  s tar ted a  company and you put  in  £2000 into  the  company account  to  get

you s tar ted :  

D i rectors  loan ba lance =  2000 as  the  company owes you that  money back .  

You wi thdraw £2 ,500 f rom the company account .  

D i rectors  loan ba lance =  -500 you now owe the company £500.

You buy  a  new laptop for  £1000 but  you on ly  had your  persona l  cred i t  card  on

you so  you used that .  The company now owes you that  back .  

D i rectors  loan ba lance =  500 the tab les  have turned and now the company owes

YOU £500.  

The company dec lares  a  d iv idend at  the  year  end of  £30 ,000.

Directors  loan ba lance =  £30 ,500 The company now owes you £30 ,500 ( the

remain ing  money for  the  laptop +  your  d iv idends) .

I ’ V E  H E A R D  O F  A  D I R E C T O R S  L O A N  A C C O U N T ,

W H A T  I S  T H I S ?
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I t  i s  c o m p l e t e l y  n o r m a l  f o r  y o u  t o  o w e  t h e  c o m p a n y  m o n e y  f o r  t h e

e n t i r e  y e a r .  

I f  a t  a n y  p o i n t  y o u  o w e  t h e  c o m p a n y  m o r e  t h a n  £ 1 0 , 0 0 0  d u r i n g  t h e

t a x  y e a r ,  t h i s  i s  c l a s s e d  a s  a n  i n t e r e s t  f r e e  l o a n  w h i c h  H M R C  d e e m s

t o  b e  a  b e n e f i t  a n d  y o u  h a v e  t o  p a y  a  b i t  o f  t a x  a n d  n a t i o n a l

i n s u r a n c e  o n  t h i s  p e r s o n a l l y  ( a s  w e l l  a s  y o u r  c o m p a n y  p a y i n g  a  b i t

o f  e m p l o y e r s  n a t i o n a l  i n s u r a n c e  o n  t h i s ) .  

I f  y o u  s t i l l  o w e  t h e  c o m p a n y  m o n e y  9  m o n t h s  a f t e r  y o u r  y e a r  e n d

t h e  c o m p a n y  w i l l  h a v e  t o  p a y  t a x  ( k n o w n  a s  S 4 5 5  t a x )  o f  3 2 . 5 %  o f

t h e  b a l a n c e  a s  o f  t h e  y e a r  e n d .  E g  y o u r  c o m p a n y  f i n a n c i a l  y e a r  e n d

i s  D e c e m b e r  a n d  y o u  o w e  £ 1 0 , 0 0 0 .  I f  y o u  h a v e n ’ t  r e p a i d  t h i s  b y

3 0 t h  S e p t e m b e r  t h e  f o l l o w i n g  y e a r ,  t h e  c o m p a n y  w i l l  n e e d  t o  p a y

£ 3 2 5 0  t o  H M R C  w i t h  t h e  c o r p o r a t i o n  t a x  p a y m e n t .

I  r e c o m m e n d  u s i n g  s o f t w a r e  t o  t r a c k  y o u r  i n c o m i n g s  a n d  o u t g o i n g s

f o r  t h e  c o m p a n y .  I  o f f e r  a l l  o f  m y  c l i e n t s  a  X e r o  a c c o u n t  a n d  m o s t

o f  t h e  t i m e  c l i e n t s  c h o o s e  t h e  f u l l  p a c k a g e  w h e r e  I  k e e p  t h e

b o o k k e e p i n g  u p  t o  d a t e  w e e k l y .  T h i s  m e a n s  t h a t  a t  a n y  p o i n t  i n

t i m e  y o u  c a n  s e e  e x a c t l y  w h a t  y o u r  d i r e c t o r s  l o a n  b a l a n c e  i s ,  n o

s u r p r i s e s ,  n o  f u s s  j u s t  p u r e  t r a n s p a r e n c y .

S o m e  i m p o r t a n t  t h i n g s  t o  n o t e  a b o u t  a

d i r e c t o r s  l o a n  a c c o u n t :

S o  h o w  d o  I  k e e p  t r a c k  o f  a l l  t h i s ?



W W W . L A G O M F I N A N C E . C O M

S o u n d  l i k e  y o u  n e e d  a  b i t  o f  h a n d ?

G e t  i n  t o u c h  n o w  f o r  a  f r e e

c o n s u l t a t i o n  a n d  s e e  h o w  I  c a n

h e l p .

L E T ' S  C H A T !

H O W  C A N  I  H E L P ?

Becki
www.instagram.com/lagomfinance

www.lagomfinance.com

https://hello.dubsado.com/public/appointment-scheduler/5f491b541a266d05869fb5e9/schedule
http://www.lagomfinance.com/
http://www.lagomfinance.com/

