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Budget 2015: Changes to dividend tax explained 
 
The chancellor expects to collect £2.5bn in additional tax in 12 months from April 2016 from his new 
dividend taxation plan. Below we set out how we think dividend taxation will change and suggest some 
ways in which investors could minimise the tax they pay. 
 

How it will work (from April 2016) 
 
Currently all UK dividends are paid with a notional 10% tax credit, so for every £1,000 of dividend 
income received it is assumed that £111 in basic rate tax has already been paid (the total dividend is 
therefore £1,111). This is why non and basic rate tax payers have no further tax liability on dividends 
received. This tax credit is being scrapped, so in future all dividend income will be treated as gross (i.e. 
untaxed) income. 
 
Important Note 
 
All taxpayers will have a tax-free dividend allowance of £5,000 a year. After this, the rate of tax payable 
on dividends will depend upon the investor’s other taxable income. If dividend income takes an 
individual from one band into the next, they will pay the higher dividend rate on that portion of income. 
The table below compares this tax year with next. Essentially, beyond the £5,000 tax-free dividend 
allowance, the personal tax liability for taxpayers increases by 7.5%. 
 
The new dividend rules are definitely simpler, but more costly for some. Investors need to navigate the 
new rules carefully to avoid tax rises. We always suggest maximising the use of tax shelters such as ISAs, 
even if income or capital gains currently fall within tax free allowances. As this Budget illustrated, tax 
rules and allowances can always change in future, any tax benefits also depend on individual 
circumstances. 
 
This is not a personal recommendation. All investments can fall as well as rise in value so you could get 
back less than you invest. 
 

2015/2016 tax year – Current Situation 
 
     Net dividend Tax Credit Additional tax Dividends after all tax 
Non-taxpayer   £1,000  £111  £-  £1,000 
Basic rate taxpayer  £1,000  £111  £-  £1,000 
Higher rate taxpayer  £1,000  £111  £250  £750 
Additional rate taxpayer £1,000  £111  £306  £694 
 
*The tax rate payable is based on a nominal gross dividend, which is the net dividend plus the notional tax 
credit. 
 

2016/2017 tax year – How It Will Look 
 
     Net dividend Tax Credit Additional tax Dividends after all tax 
Non-taxpayer   £1,000  £111  £-  £1,000 
Basic rate taxpayer  £1,000  £111  £75  £925 
Higher rate taxpayer  £1,000  £111  £325  £675 
Additional rate taxpayer £1,000  £111  £381  £619 
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