
The Tax Funnel Method: How To Get Money Out of 
Your Limited Company (Completely Legally)
The 3 stage system that helps UK directors save £3000-£30000+ per year in avoidable tax.



You're Probably Overpaying Tax Without 
Realising It
If you're reading this then you likely think you might be missing a trick when it comes to tax efficiently taking money out of 
your company.

The truth is, you probably are. Most directors overpay tax every year without even realising it.

UK tax law is over 22,000 pages long, so it's no surprise that you may have missed something!

In this guide we are going to give you a checklist of areas to look at. Many of these items you will be able to implement 
simply and start saving tax straight away, and for some you may need to do some further research.

As a reminder, when it comes to knowing whether you should take a certain course of action to reduce your tax 
bill, the right decision can only be determined once an individual's circumstances and goals are fully known. With 
that in mind, this guide should be taken as educational and intended to provide inspiration, not as a replacement 
for tailored advice.

If you need tailored support in knowing whether any point in the guide is relevant to you, our contact details can be found in 
the Next Steps section.



Standard Business Deductions Checklist
It may surprise you to know that there is no rulebook that just provides a list of all the expenses you could possibly claim.

In fact, in law there is only one guiding principle that for something to be a tax deduction, it needs to be 'wholly and 
exclusively for the purposes of your trade, profession, or vocation'

However, there are some very common items bought by small businesses that we've compiled into a list for you, in case you 
haven't considered them:

Accountancy, book-keeping and payroll

Advertising and marketing

Bank charges and transaction processing fees

Canteen expenses

Charitable donations

Cleaning

Commissions paid

Director's salaries

Equipment hire

Freight and delivery

Graphic design

Health and safety costs

HR consultancy

Insurance

Interest

IT and business equipment or tools*

IT repairs

Legal and professional fees

Licences

Marketing costs

Materials and product costs

Motor expenses or mileage*

Networking meeting costs or subscriptions*

Office furniture (including home office)*

Printing costs

Professional subscriptions

Recruitment costs

Rent, rates and service charges

Software subscriptions

Sponsorship*

Stationery

Subcontract or freelancer services

Team wages and pensions contributions

Telephone costs

Training, information and books

Travel and subsistence costs*

Trivial benefits (staff gifts under £50)*

Use of home office*

Utilities costs (light, heat and water)

Waste disposal

Website hosting

*These expenses are tricky areas that have multiple rules and/or potential options for claims.



Common Mistake: Business Entertainment
Finally, it's worth mentioning 'business entertainment'. Whilst entertaining a business connection is not a tax deduction, it 
is an expense that the company can pay for and one which you will not usually be taxed on personally.

For example if you took a business prospect out for dinner, and then the company paid for both of your meals and wine, this 
would be acceptable. You would not receive a personal tax bill on this benefit, and you've not had to use personal funds to 
cover the costs (which will have already been taxed).

So whilst there is no corporation tax deduction, there is still a slight tax benefit.



The Tax Funnel Method
We use a methodology with our clients to ensure that we are squeezing all of the tax reducing opportunities out of a given 
situation.

In the recent years, with allowances frozen and taxes rising, it's even more important to make sure you aren't missing out.

If you consider that you are likely to be (or hoping to be!) in business for many years, there is a compound effect of not being 
optimised. Every year that goes by where you are missing opportunities, more cash is lost to the tax office.

This funnel has three sections to it, Free, Cheap and Efficient.

You can see this funnel in practice here in this 3 minute video on 
YouTube.

Below is a list of areas you can investigate for tax savings. As you 
move through the funnel there are likely areas where you may feel 
you need professional advice.

Our details are in the Next Steps section if you'd like to discuss how 
we might assist.

https://youtube.com/shorts/nKtMUUDUDlI?feature=share
https://youtube.com/shorts/nKtMUUDUDlI?feature=share


Free – The Easiest Wins
Start here – these are the easiest wins. Many of these you could implement immediately!

We are looking for tax free benefits that also count as a tax deduction.

Company supplied mobile phones Relevant life insurance

Trivial benefits Annual functions

Employers pension contributions Canteen and subsidised meals

Welfare counselling Use of a home office

Salaries paid up to the personal allowance Business mileage using personal cars



Cheap – Still Pretty Affordable
In this part of the funnel we are looking for areas that are still pretty cheap as far as tax goes, but not tax 'free'.

Paying dividends up to the 
'Basic Rate' limit (and using 
your dividend allowance)

Recording all business 
entertainment and meals

Taxable benefits like 
private medical insurance 
*if* the premiums are 
significantly cheaper as a 
corporate policy

Electric vehicles Vans Your company paying you 
interest on amounts it owes 
you



Efficient – Complex But Powerful
This is the part of the funnel where things get the most complex and therefore requires careful consideration of multiple 
factors at once.

This area is fraught with tax traps, so if any of these sound like a good idea, please research the tax consequences fully 
before implementing them.

Here are some areas to think about:

01

Have you considered giving a shareholding to a 
significant other you share finances with?
Stereotypically this would be a spouse. Being able to pay 
dividends to another person can really help reduce the 
overall tax bill.

02

If you currently have multiple 
owners/shareholders, do you have an 'alphabet' 
share structure in place?
These structures can enable you to pay different amounts of 
dividend to different shareholders. This can be very useful if 
the shareholders have different tax allowances or income 
levels.

03

Have you considered paying children aged 14 or 
over for work they are doing in the business?
Depending on where you are in the UK, 14 can be a difficult 
age as you may need a licence to employ them, but certainly 
once children are advancing into their teenage years (16+) 
there is a lot of scope to employ them.

They will still need to be paid a reasonable wage for the 
hours they work (amongst other considerations), but this 
can give you access to their personal tax-free allowances 
and provide a further tax deduction for your company. Very 
useful if you are constantly funding their lifestyle from your 
pocket!

04

Directors loans (the company lends you money)
These are technically free up to £10,000 but if the loan is still 
outstanding 9 months after your company year-end, they 
are subject to a tax charge. There are instances however 
where loaning an amount of money to you as director and 
then clearing it later with a dividend can save tax.



The Funnel in Practice – An Example
You didn't think you'd be able to read something from an accountant without numbers did you?

Here is a recent example of the framework in practice taken from some work we did with our client Adam, a Marketing 
Professional.

Using the Tax Funnel method we were able to plan for him to extract £118,000 from his company at a cost of around 3-4% 
personal tax, while securing around £20,000 in corporation tax deductions:

Item Value Tax

Salary & taxable car benefit £ 14,570 £ 400

Interest paid on DLA £ 1,000 £ -

Dividends at basic rate £ 34,700 £ 3,677

Subtotal £ 50,270

Trivial benefits £ 300 £ -

Meals talking about business £ 600 £ -

Employers Pension contribution £ 60,000 £ -

Use of home £ 312 £ -

Company telephone £ 600 £ -

Annual function £ 150 £ -

Business mileage in personal car £ 1,000 £ -

Canteen expenses £ 240 £ -

Relevant life insurance £ 600 £ -

Welfare counselling £ 960 £ -

Electric car running costs £ 5,000 £ -

Total extracted £ 118,032 £ 4,077

Effective personal tax rate 3.45%

*Tax calculated at the rates applicable at the time of writing.



The Next Steps
If you feel you aren't fully utilising the above areas, or are interested in advice on the more complex points, please book a 
discovery call with our team.

You can book a discovery call at a time that works for you:

BOOK A CALL HERE

In this call our team will be able to learn about your business, goals and questions and offer options for support.

Start saving tax this year, your future self will thank you!

We've helped over 3000 clients do just this over the past 19 years.

https://calendly.com/heelan-associates/discovery-call

