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Personal tax briefing series 

Changes to the Dividend Tax regime from 6 April 2016 

Key points 

 Dividend Tax Credit replaced by tax free Dividend Allowance of £5000 

 Dividends subject to additional 7.5% tax from 6 April 2016 

 Review of circumstances prior to 5 April 2016 is recommended  

A new dividend allowance 

From April 2016 the Dividend Tax Credit will be replaced by a new tax-free Dividend Allowance. 

The Dividend Allowance means that you won’t have to pay tax on the first £5,000 of your dividend 

income, no matter what non-dividend income you have. The allowance is available to anyone who 

has dividend income. 

New rates of dividend tax 

The rates of dividend tax are also changing. The following table shows the rates of tax on dividends 

from April 2016 with a comparison to the current effective rates. 

Dividend income tax band Rates before 6 April 2016 Rates from 6 April 2016 

First £5,000 of dividend income n/a 0% 

Basic rate band 0% 7.5% 

Higher rate band 25% 32.5% 

Additional rate band 30.56% 38.1% 

 
In general, this means a 7.5% increase in tax on dividends across all the tax bands, but subject to 

the £5,000 dividend allowance, which will mean that the first £5,000 of dividends will be at a 0% rate 

of tax.  
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It is important to note that the first £5,000 of dividend income still forms part of your taxable income 

in determining the following: 

 the rate of tax on other sources of income 

 income levels for considering Child Benefit Charges 

 the availability of Personal Allowances. 

Winners and losers 

Those individuals who have a salary within their annual personal allowance and receive dividends 

within their basic rate of tax have been unlikely to incur any tax liability on dividends under the 

current regime.  In this circumstance there will now be a tax charge – though the increase will be 

modest. 

Those with particularly large dividend payments, and who are into higher rates of tax, will see a large 

increase in their dividend tax liability – close to 7.5%. 

At the other end of the scale, those who are already higher rate tax payers and have dividends of up 

to £20,000 may find there is a tax reduction. This is due to £5,000 of dividend income being taxed at 

0% despite the increase in tax on the balance of dividends! 

It should be noted that whilst there are increases in dividend tax for most people across all tax bands, 

for the vast majority of owner-managed businesses who extract income from their company as 

dividends, this still remains a very tax efficient formula. 

How we can help 

You may like to consider if your circumstances are such, that there may be other methods to 

structure your drawings to reduce the impact of the additional dividend tax and some of these may 

need to be put in place before 5 April 2016. 

If you would like us to help you understand the impact of the changes on your specific circumstances 

then please contact your usual WMT tax team contact or partner. Alternatively, please contact Yogi 

Dhanak or Anne-Maree Dunn. 
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