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1. Introduction 

 
This guidance note is a basic guide to dividends – what they are, how they are paid 
and the paperwork involved when a SME business wishes to make a dividend 
payment. 
 
This guidance note focuses on cash dividends declared by SME private companies in 
respect of ordinary shares, however we have included a short paragraph introducing 
dividends in specie at the end of this guidance note for those considering this type of 
“dividend in kind”. This is however a specialist area and specific legal (and tax) advice 
may be needed. 
 
Dividends declared by public companies and fixed rate dividends as they relate to 
preference shares are beyond the scope of this note. In addition whilst many 
businesses in fact opt for a limited company structure specifically for the tax 
advantages available by paying a low salary and dividends, this is also beyond the 
scope of this guidance note and it is strongly recommended that specialist accounting 
and tax advice is sought as they relate to the payment of dividends.  
 
Tax credit changes from 6th April 2016 (and the subsequent adjustment to the dividend 
tax allowance from 6th April 2018 and most recently 6th April 2023) and dividend 
vouchers are discussed below; however, this is only in the context of the paperwork 
required for the payment of dividends. Further information can be found on the HMRC 
website, www.hmrc.gov.uk  

 
2. What are dividends? 
 

A dividend is a distribution of a company’s post-tax profits made to its shareholders. If 
a company has made a profit, it is free to distribute these funds to its shareholders. In 
broad terms this profit is the money a company has left over after paying all its business 
expenses and liabilities, including all taxes due. Before a company can legally pay a 
dividend, it must have sufficient distributable profits. The law regarding distributions is 
governed by Part 23 of the Companies Act 2006.  

  
Dividends can either be final or interim.  
 
Final Dividends 
 
A final dividend is paid once a year, calculated after a company’s annual accounts 
have been drawn up so the company will know what its financial performance is and 
therefore what, if any, dividends can be declared. How dividends are recommended 
and declared is set out in a company’s articles of association. The Companies Act 
2006 does not specify who shall declare dividends and does not require dividends to 
be declared by shareholders at general meeting.  
 
However, unless a private company has expressly set out a procedure in its articles as 
to the process for recommending and declaring dividends or is silent on the point, it is 
generally accepted practice that while directors can resolve to recommend final 
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dividends, the dividend should be declared by shareholders at a general meeting or by 
way of written resolution. This is particularly the case for companies with private 
company model articles of association. Article 30 (1) and (2) state:  
 
(1) “The company may by ordinary resolution declare dividends, and the directors may 

decide to pay interim dividends. 
 

(2) A dividend must not be declared unless the directors have made a 
recommendation as to its amount. Such a dividend must not exceed the amount 
recommended by the directors. “ 

 
For companies where members declare the dividend, they cannot vote to pay 
themselves a final dividend more than the amount that the directors have 
recommended but can decide on a smaller amount. 
 
However, note that some SME private companies will choose to amend their articles 
to dispense with the need for dividends to be declared by shareholders. 
 
A final dividend is a debt payable to the shareholders once approved. 
 
Interim Dividends  
 
Interim dividends can be paid at any time throughout the year and are calculated before 
the company’s annual accounts are drawn up, meaning before the company’s financial 
performance is determined. An interim dividend is usually decided solely by the board 
of directors (recommended and declared) and distributed either quarterly or after six 
months. There are no rules which determine how often dividends are distributed, 
however from a practical processing point of view, quarterly or every six months is 
considered easier for record keeping. An interim dividend only becomes a debt once it 
is actually paid rather than when it is declared. A board has the ability to rescind its 
resolution to pay an interim dividend at any time up to the time of actual payment of 
the dividend.  

 
3. Declaring and paying dividends 

 
As stated above, any procedure to declare a dividend will involve checking the 
company’s articles of association and will involve considering whether it is a final or 
interim dividend and whether the company has unmodified private company model 
articles with article 30 in place.  
 
Articles may contain restrictions on the payment of dividends or contain a particular 
mechanism for the payment of a dividend.  
 
The model articles provide that dividends are to be distributed according to the number 
of shares held. Therefore if a shareholder owns half the company’s shares, he/she will 
receive 50% of each dividend distributed. 
 
When recommending or declaring a dividend, directors must have regard to their 
common law and statutory duties under the Companies Act 2006. In particular they 
must have regard to s.171 (duty to act within powers), s.172 (duty to promote the 
success of the company) and s.174 (duty to exercise reasonable care, skill and 
diligence). Directors should also have regard to insolvency legislation as they may be 
liable under s.238 of the Insolvency Act 1986, if at the time of the payment the company 
was insolvent or the company subsequently becomes insolvent.   
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4. Board Meeting and Shareholders’ Ordinary Resolution 
 

What type of board meeting is required by a SME private company will depend on what 
type of dividend is being declared (interim or final) and whether the articles of the 
company enable the directors to both recommend and declare the dividend or require 
the declaration to be made by the shareholders.  
 
You will find we have two different template board meeting minutes for the 
recommendation and declaration of dividends in the Simply-Docs folder of documents 
relating to dividends. The first set of minutes involves the directors both recommending 
and declaring the dividend, whilst the second set involves the directors recommending 
the payment of a dividend, followed by an adjournment to allow the dividend to be put 
to the shareholders for their approval (either by written resolution or in a general 
meeting) and declaration. Which set is right, will depend on a review of the relevant 
company’s articles. For companies whose shareholders must declare a final dividend, 
a shareholders’ ordinary resolution will also need to be passed. This will usually be 
done by way of written resolution. Our package of templates also includes the wording 
required to pass the necessary ordinary resolution whether by written resolution or in 
general meeting. 
 
Board minutes must be kept as part of a company’s general records and also in case 
they are required by HMRC as evidence that a dividend was properly recommended 
and declared. 

 
5. Dividend vouchers 
 

Each shareholder must be sent a dividend voucher by the company. A dividend 
voucher is a written record stating who has received the dividend, how much it was 
and what shares the dividend receiver owns. It is like a formal receipt and provides a 
record of the dividend. Sometimes a dividend voucher will be sent to a bank or building 
society if the dividend is to be paid into a bank or building society account. You will find 
template dividend vouchers in the Simply-Docs folder of documents relating to 
dividends.  
 
The rationale behind a dividend voucher is that shareholders must pay tax on any 
dividends they receive from UK companies each tax year via the self-assessment 
process.  
 
Prior to 6th April 2016, as companies paid shareholders dividends out of profits on 
which they had already paid tax, HMRC allowed a tax credit recorded in the dividend 
voucher to be credited against the dividend. The tax credit took account of the tax the 
company had paid and was available to the shareholder to offset against any income 
tax that was due on their dividend income. 
 
The dividend the shareholder was paid represented 90% of their 'dividend income'. 
The remaining 10% of the dividend income was made up of a tax credit. Put another 
way, the tax credit represented 10% of the dividend income. A simple example would 
be:  
 
A company wants to pay a dividend of £900. Divide £900 by 9, which give a dividend 
tax credit of £100. Pay £900 to the shareholder - but add the £100 tax credit and record 
a total of £1,000 on the dividend voucher. 
 
From 6th April 2016, the dividend tax credit was abolished and replaced by a £5,000 
tax-free dividend allowance or zero rate band. Individuals from this date did not have 
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to pay tax on the first £5,000 of their dividend income, no matter what non-dividend 
income they have as the allowance exempts this amount of a taxpayer’s dividend 
income from income tax.  
 
From 6th April 2018, whilst the structure of the dividend allowance remained in place, 
changes made in the Spring Budget 2017 meant that the dividend tax free allowance 
was £2,000 rather than £5,000 for the tax year 2018/19.  
 
Note that from 6th April 2023, the tax-free allowance for dividend income has been 
reduced from £2,000 to £1,000. This will reduce further to £500 from 6th April 2024. 
 
Dividend income more than the tax-free allowance is taxed at the following rates 
(applicable from 6th April 2022): 
 

• 8.75% on dividend income within the basic rate band; 

• 33.75% on dividend income within the higher rate band; and 

• 39.35% on dividend income within the additional rate band. 

• Before 6th April 2022, these rates were 7.5%, 32.5% and 38.1% respectively. 
 
There is much more detailed information on this on HMRC’s website as well as worked 
examples of how the dividend allowance operates. 
 
Taxable dividend income excludes, for example, dividend income from assets held in 
ISAs, which continue to be tax-free.  
 
Note however that the zero-rate band does not reduce a taxpayer’s total taxable 
income and the dividend allowance can only be used for dividends.  
 
The dividend voucher will usually be a paper voucher. However, an electronic voucher 
(i.e., one attached to an email or automatically generated by accounting software 
packages) is as acceptable as a paper voucher provided the shareholders have 
previously agreed to this. 
 
The voucher should state: 
 

• Company name; 

• Name and address of shareholder; 

• Total shareholding; 

• Amount of dividend being paid; 

• Date of the payment; and 

• Company signature. 
 
This paperwork must be properly maintained as HMRC can require it to be produced 
as evidence that it was dividend income that the shareholder received and that a 
dividend was properly declared and paid. 

 
6. Waiver 
 

A shareholder is entitled to waive his right to a dividend. Although not that common, 
small business owners can choose to waive their rights to dividends in order to retain 
money in the business. 
 
Only a shareholder can waive his entitlement to a dividend and a company cannot 
waive a dividend on behalf of a shareholder or involuntarily exclude a shareholder from 
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a dividend payment. If the company wants to pay different dividend amounts to 
different shareholders, it should create different classes of shares with different 
dividend rights. See our sub-folder on share re-classification. 
 
A waiver may cover a single dividend or a series of dividends within a specified time 
period. The waiver should state the reason why the dividend is being waived and that 
there is a genuine commercial reason for it, e.g. enabling the company to retain funds 
for a specific purpose. This is particularly important as regards demonstrating to HMRC 
that the waiver is not connected to income shifting or diverting otherwise taxable 
income. As stated above, the tax issues relating to dividends are beyond the scope of 
this guidance note, however if a waiver is being considered it may be sensible to seek 
specialist tax advice on settlements legislation in order not to fall foul of the Income 
Tax (Trading & Other Income) Act 2005. 
 
A waiver must be a formal deed and therefore it must be signed, dated, witnessed and 
sent to the company. The waiver must also be received by the company before the 
right to the dividend arises. Therefore an interim dividend must be waived before it has 
been paid and a final dividend must be waived before it has been approved. 
 
You will find a template deed of waiver in the Simply-Docs folder of documents relating 
to dividends. 
 

7. Dividends in Specie 
 

An alternative to a distribution of cash is a distribution of a particular asset (or assets) 
to shareholders. This transfer is called a “dividend in kind” or a “dividend in specie”. It 
usually involves the transfer of an asset such as property, an investment or equipment. 
A company may wish to transfer these assets to their shareholders instead of, or, as 
well as a cash asset. Dividends in specie are often used in conjunction with an intra-
group reorganisation. A company will typically declare a dividend of a specified amount 
which it will then satisfy by transferring non-cash assets of equivalent value to its 
shareholders.  

 
A company must ensure that it has the relevant authority to pay a dividend in specie 
and in the absence of an express authority; a company must pay dividends in cash. 
Article 34 of the model articles for private companies allows non-cash dividends 
to be paid subject to shareholder approval by ordinary resolution. As with cash 
dividends, paying a dividend in specie is subject to the provisions of Part 23 of the 
Companies Act 2006, common law and directors’ fiduciary duties. The most important 
common law rule is that a company cannot lawfully make a distribution out of capital. 
Directors must also consider whether the company will be solvent following the 
proposed distribution. They should consider both the immediate cash flow implications 
of the distribution and the continuing ability of the company to pay its debts as they fall 
due. Additional thought needs to be given to the value of the asset being distributed to 
ensure that a company does not distribute an asset at an undervalue. In addition, if as 
a result of the distribution in specie, a receiving shareholder will assume certain 
obligations relating to the asset, it may be necessary for the company to enter into a 
separate agreement with the shareholder to ensure that those liabilities are effectively 
transferred. Specific advice may need to be sought in relation to this. 
 
There may also be tax issues to consider.  
 
The main question in relation to dividends in specie is whether SDLT is payable on the 
transfer of the property? This will depend on whether there is chargeable consideration. 
If the consideration is for money or money’s worth, for example where a dividend in a 
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cash amount is declared and then resolved to be satisfied in specie, a debt may have 
been created and HMRC may therefore expect SDLT to be paid on the transfer. 
Transfers of assets between group companies are unlikely to attract SDLT as section 
42 of the Finance Act 1930 gives relief from stamp duty for transfers between 
associated companies. Advice should be sought from HMRC or a specialist tax 
adviser.  
 
A dividend in specie may also be considered a supply of goods for VAT purposes if 
the company is disposing of assets. Again, it is important that specialist tax advice is 
sought in relation to this. 
 
You will find a template form of resolution for use at a general meeting of a company 
relating to the declaration of a dividend which is to be satisfied otherwise than in cash 
in the Simply-Docs folder of documents relating to dividends. We also have a set of 
board minutes for the declaration of a dividend by a company of a specified amount to 
be satisfied by transferring non-cash assets of an equivalent value to its shareholders. 
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