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COMPANY OWNER SALARY VS DRAWINGS 

As a company owner, should you pay yourself a salary or drawings? 

That’s a very common ques.on asked and like  most tax ques.ons, 

the answer is not cut and dry. 

There are pros and cons to both approaches. Let’s take a look in 

detail. 

SALARIES (PAYE) 

If you take a salary, you’ll account for Pay As You Go (PAYE) tax 

throughout the year. That means that if your salary is your only 

source of income, your personal tax obliga.ons should always be up 

to date. 

• PAYE is paid to the IRD on a monthly basis and so this can be 

easier on your cashflow with smaller, more regular payments. 

Bear in mind that late filing or being unable to pay may mean 

penal.es and interest. 

• You will have a confirmed income for ACC purposes so that in 

the event of an accident, your income is certain. 

• You will have a regular income which can make it easier if you 

are trying to raise a mortgage or a personal loan with a bank. 

• Any Kiwisaver contribu.ons will be paid monthly along with 

your PAYE obliga.ons. 

You should be aware though that you may end up paying more tax 

than you might otherwise if the company is making a loss. This is 

common in the first year of trading. In other words, the amount of tax 

paid for both the company and the individual overall is higher than it 

should be.  

Remember that a company is a separate legal en.ty to you and so 

even if you are the majority shareholder and a director, you will s.ll 

need to sign an individual employment agreement by law. So as 

bizarre as it sounds, you should to write to yourself with an individual 

employment agreement in order to employ yourself. 

DRAWINGS 

Another method is to pay a shareholder salary at the end of the year. 

The key advantage of this method is that you can be assured that you 

are minimising your overall tax liability for both the company and you 

as an individual. 

• This is a great method if you are very disciplined and can put 

aside tax for the three provisional tax payments you’ll need to 

make across the year. Put another way, if you have variability 

in cash flow, you may find it difficult to budget for the 

provisional tax payments. 

• Provisional tax payments vary from year to year so planning 

can be difficult. 

• It is difficult to know how much to take in drawings 

throughout the year. Any money you take out will be a net 

amount and it’s not un.l we complete the annual accounts 

that we will know how much you should have taken to 

ensure that you have not overdrawn your shareholders 

current account. Remember that if you overdraw your 

current account, we need to charge interest as it becomes a 

fringe benefit. 

• Any income for ACC purposes is limited to the amount of the 

drawings paid during the year which may be inadequate to 

meet your needs. It should be noted that this risk can be 

mi.gated with ACC Cover Plus or Income Protec.on 

Insurance. We strongly recommend clients take out personal 

income protec.on insurance. Please contact the CHAMBER 

0800 24 26 23 if you would like some further advice in this 

area. 

Salaries are an expense and appear in the Profit and Loss Account. 

The more you pay in salaries, the lower your profit. 

Drawings are not expenses and don’t impact the company’s profit. 

They end up in the Balance Sheet. 

One thing you should be aware of is that if you opt for PAYE, it’s an 

all or nothing approach. You can’t mix and match and chose to pay 

yourself a non-PAYE salary or bonuses at the same .me. Once you 

are commiAed to PAYE for a par.cular income year then you must 

deduct PAYE – end of discussion. 

The whole area of shareholder remunera.on is complex and we 

recommend you contact us for a discussion on what method may be 

best for you. 

One thing we oCen hear about is how business owners have poured 

every cent back into their business to build it up to where it is today. 

Of course, we never hear about those business owners who did just 

that only to see the business fail. Whichever method your choose, 

make sure you pay yourself something no maAer how small from 

day one. 

If you have any ques.ons, please call 0800 CHAMBER (0800 242 623). 
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