[image: image1.png]citizens
advice
bureau




[image: image1.png]



Contents 

1 Summary – key points

2 Introduction
3 Current CAB evidence 

a. Achieving policy objectives (chapters 2 and 3)

b. Improving tax credits and tailoring support to customer needs (chapters 4 and 5)

Consultation questions

4 Giving customers more choice and certainty (ch6)

More certainty: income bands and run-ons
More choice: extending options for repaying overpayments and deferred payments
5 Reforming the delivery of childcare support through tax credits (ch7)

Key problems with the current system

Basing childcare support on actual costs, four weeks in arrears
Simplifying the way income relates to childcare support

Fixing entitlement to the childcare support on previous year’s income 
and aligning the award period with the school year

Making payments direct to the provider

Conclusions 

Other proposals for change
6 What’s missing?

Notional offsetting/underlying entitlements 

A commitment to put right old problems

Closer integration of the benefits and tax credit systems

1. Summary – key points 

· CAB service supports the aim and potential of tax credits to boost the income of families with children, and those in low paid work.  However the complexity of the system and poor service delivery has caused problems for many claimants.  Unexplained overpayments and complex, and sometimes harsh recovery regimes still cause too much hardship and confusion.

· Tax credit entitlement can be most complex for families who are most dependent on the money, and who may be less equipped to manage their claims.  We have long argued that more personalised support – including face to face help - must be available to claimants.  We therefore welcome the development of the tax credit transformation programme and believe that the initiatives designed to tailor support to customer needs will have a significant impact on improving both service delivery and confidence in the system.  We believe that measures outlined in chapters four and five of the discussion paper have greater potential for improving the success of tax credits than the policy proposals outlined in chapters six and seven.

· We have argued that the current design of the annual tax credit system does not guarantee a sufficiently stable weekly income for many low income families.  We have suggested that consideration be given to whether a system of fixed awards could provide greater financial stability.  We do not accept all of the arguments presented in the paper for rejecting a fixed system and believe that the design of the system should be kept under review.  We welcome the introduction of an option to allow couples who separate mid year to finalise their award immediately rather than waiting until the end of the financial year.  Such a proposal introduces flexibility into the system by allowing a move away from the restrictions of an annual system. 

· The annual system creates particular problems for claimants who experience a drop in their income and find predicting their new income a challenge.  Overestimating the drop causes overpayments.  We recognise the need to help claimants in this situation, but we do not believe that income bands would provide the right solution.  There are some merits in introducing further run-on’s but poor implementation of the current working tax credit run-on, and the interaction of entitlement to DWP benefits, leads us to be cautious about further changes.  There are merits in giving claimants the option of deferring receipt of some of their award until the end of the year, but we do not believe that they provide sufficient gains as to be given priority over other more urgent changes to the tax credit system. 

· Reforming support for help with childcare costs is important but some of the proposals risk creating as many problems as they would solve.  We are attracted to the proposals of providing support based on actual costs, but believe these must be paid in advance rather than in arrears.  Given the cost of a new system, we would like to see detailed modelling of the effects of all combinations of options on households in different circumstances, before any plans for change are made.  We also argue that changes to the financial support package to parents through tax credits should not be redesigned in isolation from the support that parents receive through other benefits, such as housing benefit.  Consideration must be given to providing all financial help with childcare costs from one place – i.e. by removing help in housing benefit and providing extra resources in tax credits.

· The paper misses the opportunity to address some long-standing problems with the tax credit system, such as providing more personalised explanations of overpayments and introducing a pause before recovery of overpayments.  Though these may not be possible in the short term because they would require IT changes, we believe that planning their implementation must be prioritised over introducing other changes to the system.  

· We would also welcome the commitment to write off more overpayments from 2003/04 and 2004/05 that are yet unresolved and for which claimants have still not been given adequate explanations.

· We stress that both analysis of the success of policy and implementation of tax credits and all proposals for change must be set in the context of the wider tax and benefit systems.  We are disappointed that whilst all the proposals in the discussion paper would have an impact on the other benefits received by claimants, the paper is silent on this.

2. Introduction
The Citizens Advice Bureaux (CAB) network is the largest independent network of free advice centres in Europe, providing advice from over 3,200 outlets throughout Wales, England and Northern Ireland.  In 2007/08 16,500 advisers – three quarters of whom were volunteers - provided advice from a range of outlets, including GPs’ surgeries, hospitals, community centres, county courts and magistrates’ courts, and mobile services both in rural areas and to serve particular dispersed groups.

The Citizens Advice service provides free, independent, confidential and impartial advice to everyone, on their rights and responsibilities. It values diversity, promotes equality and challenges discrimination.  The service aims:

· to provide the advice people need for the problems they face; and 

· to improve the policies and practices that affect people’s lives.

In 2007-2008 the CAB service in England and Wales dealt with 5.5 million enquiries in total.  Over 600,000 clients were given advice on 1.5 million benefit and tax credit issues.  

Since the introduction of tax credits in 2003, Citizens Advice Bureaux have helped hundreds of thousands of people to work out their entitlements, and to make applications.  Advisers have also found themselves helping clients in desperation as payments failed to come when expected, while overpayments and their sudden recovery have caused confusion, shock and hardship.  Since 2003, Citizens Advice has published a number of papers describing the experiences of our clients and advisers in managing the tax credits system and has contributed to regular consultation meetings with HMRC officials.  We have highlighted the need for urgent improvements in service delivery and have particularly welcomed some of the changes announced in the 2005 pre-budget report.

Tax credits make up a sizable proportion of the income of low income families and it is vital to make sure the right amount is claimed and received at the right time.  Tax credit enquiries continue to account for a significant proportion of all benefit enquiries, and resolving tax credit problems can take a considerable amount of advisers’ time.  In 2007/08 the CAB service across England and Wales helped with over 168,000 tax credit enquiries – a small drop from the previous year.  The most common areas of advice included: calculating eligibility and entitlement; assisting in the claims process; and dealing with overpayments.  Citizens Advice received around 4000 individual reports from bureaux describing problems faced by their clients.  The top five problems reported were associated with: claims procedures; overpayments; poor administration and delays; take-up problems (including a lack of knowledge or an unwillingness to claim); and conditions of entitlement.

The involvement of the CAB service in giving tax credits advice means that we are well placed to comment on the Treasury’s consultation: Tax credits: improving delivery and choice, and we are pleased to be able to contribute from the experience of our clients and advisers.  Our response is based on: 

· Views submitted by advisers in direct response to requests for comments on the discussion paper

· Focus group of welfare benefit specialists brought together to discuss the proposals in the discussion paper; as well as

· Around 4000 evidence forms submitted by bureaux on tax credits in the last year

· Responses from the public to the tax credit survey on Citizens Advice website www.adviceguide.org.uk in spring 2007.

This paper will outline current CAB experience of the tax credit system in relation to policy objectives, changes in delivery and the future changes planned as part of the transformation programme.  It will then look at the specific issues raised for consultation in chapters six and seven of the document.  The final section highlights what is missing from the discussion, yet we feel, of significant importance for development of a tax credit system that tackles child poverty and makes work pay. 

3. Current CAB evidence

a) The current tax credit system and achievement of policy objectives (chapters 2 and 3)
Tackling poverty, making work pay and achieving high take-up of benefits and tax credits

Tax credits have played an important part in reducing the number of children in poverty.  Along with other reforms, they have contributed to helping make work pay.  Of particular importance has been the announcement in the 2008 budget that from October 2009 child benefit will be ignored in housing and council tax benefit calculations.  By effectively allowing families to keep more of their income on returning to work, this will significantly boost work incomes for families.  The maximum additional gain from this measure for a lone parent with two children is £27.67 a week – 85 per cent of her child benefit income, which would otherwise have been clawed back by reductions to housing and council tax benefit entitlement.  

The reduction in the numbers of households facing over 90 per cent marginal deduction rates since 1997 is hugely important but must be seen in the context of the massive increase in those facing marginal deduction rates of over sixty percent.  Tax credits cannot make work pay in isolation from other benefit changes.  Attempts to make work pay must always be reviewed in relation to the complete make-up of a household income.  Simply increasing the rate of working tax credits, for example, will provide most help to those who do not receive housing and council tax benefit; as such households lose 85 pence of every extra £1 of tax credits received.  The £100 disregard of statutory maternity pay and maternity allowance income for the calculation of tax credit entitlement provides a significant boost to a household income.  However it is an example of a policy that provides more benefit to households on higher incomes than those at most risk of poverty.  Some families gain £1500 from the £100 disregard but the gain will be reduced to around £450 for families in receipt of housing and council tax benefit, as they only keep 15 per cent of the extra tax credits provided by the disregard.

Managing the complex interaction of the different aspects of a household income can also serve as a barrier to work for low income households.  For work to pay, a household must claim all the benefits to which they are entitled, and the benefits must be administered efficiently to prevent claimants from getting into financial problems and debt.  Yet the interaction of housing benefit and tax credits is a complex one.  Both tax credit and housing benefit calculations take account of very similar information – including earnings, savings and childcare costs – but each system has different reporting requirements.  It can be extremely complex and time consuming for claimants to keep two systems updated with changes in income or childcare costs.  This helps to explain why some households entitled to only a small amount of housing and council tax benefit often fail to claim.  DWP research has highlighted that under-claiming of housing and council tax benefit is significant in relation to child poverty
.  

With an overall take-up rate of 82 per cent, and reaching over six million households with ten million children, tax credits are much more effective at reaching families than any of the similar support systems before them.  In terms of making work pay, however, much lower take-up rates of working tax credit suggests the need for significant improvement.  Only 62 per cent of eligible households claim working tax credit and these figures drop dramatically to 22 per cent for households without children.  At 50 per cent, the take-up of housing benefit by working households is even worse.  Improving the take-up of housing and council tax benefit by households in work must be prioritised along with the take up of working tax credit up to ensure work pays. 
The abolition of the 10p tax rate has made it even more important to increase the take-up of working tax credit by low income workers.  Since April 2008 low paid workers have faced a tax rise that will only be offset if they benefit from the rise in working tax credit.  We therefore welcome the recognition of the need to improve take-up by working households without children.  Efforts to make work pay must not only seek to improve awareness of entitlement by households in work, but also to improve the administration and interaction of housing and council tax benefit and tax credits.  The recent HMRC initiatives aimed at promoting the take-up of working tax credit - though valuable - could arguably have been more effective at making work pay if combined with promoting the take-up of housing and council tax benefit.

In a recent paper looking at the barriers to work faced by lone parents, Citizens Advice have proposed that the Government set up a Welfare and Poverty Commission to examine the interaction of the benefits, tax credits and tax systems, both in terms of minimising complexity and in ensuring that work pays.  Its remit would include considering the transfer of all help with childcare costs from housing and council tax benefit to the tax credit system
.
Fixed versus responsive system

We have argued that the current design of the annual tax credit system does not provide the stability of weekly income, or responsiveness to change, needed by many low income families.  We have suggested that consideration be given to whether a system of fixed awards could provide greater financial stability.  Both fixed and responsive systems have weaknesses in terms of their ability to ensure that a household’s overall financial position is both stable and adequate.  The discussion paper rejects a system of annual fixed awards for its lack of responsiveness to changes in circumstances.  Responsiveness is however determined at least in part, by the length of the award period – a system of three month fixed awards would provide greater responsiveness and flexibility than the current annual system.  

The current annual system exhibits some characteristics of a fixed or inflexible system:
· The introduction of the £25,000 disregard, for example, means that an award does not respond to a rise in income until many months after the rise occurred.  Claimants need to be well advised to expect the drop, or face hardship when their payments fall.  

· An award cannot be finalised until the end of the financial year, delaying resolution of any overpayment problems and adding complexity for the claimant who can be sent multiple sets of paper during the finalisation and renewals period.

While the current system allows for awards to be reassessed based on falls in income during a tax year (paragraph 3.26), the use of annual income limits the responsiveness of the system to drops in weekly or monthly income during the year.  A household whose income drops dramatically for a six week period can, under the current system, have their award reassessed immediately.  As income is averaged out over the whole year, however, a six week drop would not have a significant impact on the overall annual income and therefore on the weekly tax credit payments.  As a result, the change to the weekly payments will be completely disproportionate to the drop in his weekly income – the claimant will not feel that the payments have responded to his change in circumstances.
More is now known about how family income changes between and within years: recent research found that only one quarter of claimants had income that could be classed as stable or broadly stable (paragraph 4.11).  While many do report changes mid-year, the high level of underpayments (0.8 million) at the year end suggest that many falls in mid-year income go unreported.

Discussion around whether fixed systems or responsive systems provide the best form of support to families on low income can be a distraction, as each type of system can work or fail to work depending on the detail of the design and on the extent to which the inherent weaknesses of either system are addressed.  Changes introduced to address the weaknesses of the original design of the tax credit system have introduced greater elements of a fixed system - such as the introduction of the £25,000 income disregard – and other changes have reduced the rigidity of an annual system:  Firstly, limiting cuts to weekly payments removed the automated design which adjusted payments to ensure that the claimant received the right award by the end of the year.  Secondly, the welcome proposals outlined in chapter six, to allow claimants separating mid-year to finalise their award immediately, and not wait until the new financial year.

We would therefore like to see the design of the current system kept under review with analysis of what further measures could potentially improve the stability of income to low income households.  In particular, we believe that work is needed to improve the interaction of the benefit and tax credits systems which – operate under completely different sets of rules and time periods and must be navigated by many low income families.

b) Improving tax credits and tailoring support to customer needs (chapters 4 and 5)
After a traumatic introduction of the tax credit system, attention over the last few years has necessarily focussed on improving the administration and service delivery.  Significant policy changes, including proposals to extend entitlement to working tax credit to carers at sixteen hours have had to wait, as priority has quite rightly been given to ensuring that current claimants were not disadvantaged by the system designed to support them.  Five years since the introduction of tax credits, improving basic service delivery is still of greater importance to advisers than introducing small policy changes.  

Poor tax credit administration remains a key concern to CAB advisers.  Our recent briefings
 have highlighted the difficulties still faced by claimants in understanding their awards – particularly when told they had been overpaid.  Advisers still face frustrating delays when trying to resolve payment problems experienced by their clients.  Many unresolved overpayment problems date back to the early years of the tax credit system, although advisers still see many new problems and find that the tax credit office are often unable to resolve them quickly.

Problems with administration of tax credits have a knock-on effect on other benefit claims such as housing and council tax benefit and Jobcentre Plus benefits.  As well as sorting out their own administrative problems, HMRC must improve its communication with DWP and local authorities. 

It is disappointing that the discussion paper acknowledges that, though the IT system is now stable, its inflexibility is a significant constraint on both the scope for service improvement and policy development.  HMRC cites the introduction of a 30 day pause before the automatic recovery of an overpayment as an example of an improvement they would like to introduce but cannot yet achieve.  We have long argued that such a pause is essential in order to notify claimants of the cause of their overpayment, to allow time for them to dispute the recovery on the grounds of official error or hardship, and/or to exercise their right to appeal.  It would also enable families to budget for the drop in income.

Ongoing tax credit problems experienced by CAB clients 

The following section uses client cases to highlight a number of the key issues of ongoing concern to Citizens Advice Bureaux.
· Lack of explanation of overpayments on award notices

In July 2008 a woman received a provisional tax credit award letter for 2007/08.  Her child tax credit had been cut and the award letter showed an overpayment of £885.07, but there was no reason given for the overpayment.  She could not understand why the child tax credit award had ended, as her son was still at college during 2007/08 and not due to leave for another month. She was also worried as she had not yet received an award notice for the current tax year 2008/09.  She tried to call the helpline but couldn’t get through.
A client of a Yorkshire CAB was struggling to understand the tax credit system.  She had been told she had a working tax credit overpayment for 2005/06 but couldn’t understand why.  She had both written to the tax credit office and phoned the helpline but had not received answers that she could understand.  The bureau explained that it appeared to be because she had overestimated the drop in her income and as a result the income disregard did not apply to her. 
A Worcestershire woman was disputing her tax credit overpayment.  While at £200, the amount was relatively small, she did not want to just pay the money without understanding how it arose.  She could not understand what she was told over the phone and wanted written justification.  She found her contact with the helpline quite traumatic and was also getting calls threatening her with court action for non-payment.  She felt harassed by both the manner and timing of the telephone calls; one was on Saturday afternoon and requested action within 24 hours.  She is on minimum wage but now will not claim working tax credit in future as she is afraid of the same situation arising again. 
· Inability to get through on the phone

Many bureaux reported that clients faced real difficulties in getting through to the helpline in July – the end of the renewals period.  While this is obviously a busy time, failure to be able to make contact when required has a serious impact on people’s confidence to phone.

A woman visited her CAB in July, having not been paid any working tax credit since April 2008.  She tried to call the helpline but was unable to get through - she used the last £8 of credit on her phone and was still not able to speak to anyone.  She did not know if she was no longer eligible for working tax credit or if her award was being set off against her previous overpayment as she had requested.
A lone parent with two children sought help from her Hampshire CAB because she had no money and was desperate.  Her child tax credit had been suspended without warning and she had exceeded her bank overdraft and was without money to meet their every day needs.  The client asked the CAB to contact the helpline, as she could not afford transport to the HMRC enquiry centre and her phone had been cut off because she had not paid her phone bill.  The adviser tried the tax credits helpline, but got a message saying the lines were too busy and to try again later.  They then tried the local HMRC office and got the same response.  On the next attempt they were put on hold for over half an hour before speaking with someone, who was unable to help. 

· Delays in getting responses from the tax credit office about overpayment disputes or complaints

A Yorkshire CAB wrote a complaint to the tax credit office on Feb 6 2008 and a reply was received on 29 Feb saying a full response would be issued by 8 April. No response was received and a further letter from Higher Customer Support was received dated 6 May saying there were ‘further delays’ and they would contact the bureau when they could.

A Sussex CAB helped a couple with an overpayment dating back to 2003.  They had been surprised by how high their award was but on phoning to check it, had been assured it was correct.  It was not until they renewed that they were told that they had been overpaid and recovery would be ongoing for eight years.  In helping the clients resolve the overpayment problem they discovered other problems and anomalies with their award and payments.  They experienced considerable difficulties and delays in getting the paperwork sent by the tax credit office.  In May 2008 they wrote to the tax credit office with specific queries – chasing a response in early June.  In mid-June they received a letter from the tax credit office advising that a response would be sent by 25 June, but by the end of June no response had been received. 

A North London client received a letter demanding repayment of an overpayment of working tax credit which she was sure she’d never been paid.  She wrote back to the tax credit office immediately at the end of March.  She had no response and sent a second letter of complaint mid April.  On 2 May she received a reply stating that she would get a full response by 12 June 08.  She was very worried about the overpayment and very frustrated that she hadn’t been able to get any response from the tax credit office.
· Negotiating with HMRC debt management and banking and joint liability issues
Advisers continue to report finding it difficult to negotiate affordable repayment schedules with the HMRC Debt Management and Banking unit.  They felt that policy and practice on the recovery of old joint awards was unclear and that parents with care of the children appeared to be pursued more harshly than their ex-partner.

A lone parent on income support had an old overpayment of £800 from a previous joint award with her ex partner.  She had been paying £5 a month using payments slips sent to her, but had stopped at Christmas time.  In June she received a letter asking her to bring payments up to date and continue with future payments.  On contacting the office, she was told that she had to pay half the amount owing (£397.92) in one payment.  The CAB adviser then called and though they explained that the client was on income support, details of her outgoings were required before the £5 a month repayment plan was again accepted.  The client still did not understand how the overpayment had arisen in the first place and felt frustrated that she should have to continue repaying though her ex-partner refused to pay anything. 
· Overpayments from failure to finalise/renew awards
A couple sought advice after receiving a letter from HMRC recovery unit requesting payment of £3700 overpaid tax credits by 9 August otherwise court proceedings would start.  The overpayments were broken down by different years but the client could not understand why there has been an overpayment as she insisted that they had kept the helpline fully informed of all the changes in their circumstances.  The intermediaries helpline told the adviser that they had failed to complete their S17 (end of year forms) for 06/07 or 07/08 and as a result all the money they had received was recoverable.  The client advised that she thought she only had to return the paperwork if the information was incorrect and was shocked and distressed by the prospect of repaying such a large sum of money.  
A couple with four children eventually sought help from their bureaux in June 2008 after having received no tax credits since March 2006 and having since received demands for tax credit debts that they could not afford to repay.  The husband was self-employed but only worked limited hours because of back problems; the wife works part time.   The tax credit office advised that their 03-04 renewal was not completed by end January 2005 – but there is some doubt about this as their payments continued. They also advice that their 04-05 renewal was not completed on time and at the end of March 2006 all payments stopped and demands totalling over £5300 have been requested.  The clients believe that their papers were submitted in time and the bureaux were helping them to access their records.  By 2008 they had missed out on at least two years money and yet were been asked for £5000, most of which they were probably entitled to.  The couple were struggling financially, stressed and depending on their parents for help.  The adviser helped them submit a new claim – though they were reluctant – and was frustrated that they had not been encouraged to reclaim by the tax credit office. 
· Delays in correcting or resolving problems as they arise
A lone parent from Hertfordshire who had been receiving tax credits for a number of years ran into problems in January 2008 which were not resolved until the end of April, leaving her with money problems and a great deal of stress.  As the problem related to her details disappearing from part of the computer system, she had been unable to access anyone who would speak to her, and it was only when the CAB got involved on their telephone number, in March that progress began to be made.  In January she received an updated award notice for 2007/08, advising that she was still due £13,000.  In February she received a further letter advising that she was no longer entitled to tax credits and on calling the helpline was told that she did not exist on the system so they could not access her records and could not help.  In March she received an overpayment demand for £7000 – illustrating that she did exist on one part of the computer system, but could get no further with resolving the problem.  The team that the CAB adviser spoke to were very helpful but were completely puzzled by the problem and referred it to their ‘highest technical team’.  Eventually, by the end of April she received two payments for the amounts owed and the overpayment letters stopped.

A single father on income support, child benefit and child tax credit had opened a post office card account for his payments, but after three weeks without any payments sought help from the bureaux.  They found that the sort code was wrong and got it corrected.  A couple of days later he came back and the adviser phoned again.  The tax credit helpline advised that it was still recorded incorrectly, but he then changed it and the system had 're-profiled' the case so the missing payment would be re-issued.  Ten days later and with no payment, he returned again.  The helpline reported that there had been a suspension on the account, though this had been lifted and £90.28 had been due.  However the payment was then suspended due to a technical error and the problem transferred to their technical dept.  The adviser’s helpline said that they would do all they could to speed up resolution but could not give a timeframe.  The supervisor suggested he visit his local enquiry centre for an emergency payment – though added there was no guarantee he would be given one. 

Transformation programme

The automation and standardisation of communications has been one of the most unhelpful aspects of the tax credits system.  Although - or perhaps because -entitlement is complex, award notices have been unable to explain a claimant’s payments, particularly when there has been an overpayment.  Bureaux have provided us with numerous examples of correspondence that include the use of sentences that are so standard that they offer little explanation of what has actually happened.  The extract below was taken from a letter sent to a claimant in December 2004:

“your payments were reduced to £2.28 because we had already paid you enough tax credits for the tax year 03/04 OR because we paid you too much tax credit during the year 04/05”
.  

Whilst the re-design of award notices in April 2006 has improved the ability of claimants to understand their awards, our recent research supports the need for more tailored support and, in particular, face to face support for some claimants.  We therefore support the aims of the tax credit transformation programme to improve the service to claimants; by tailoring support to meet their different needs (paragraph 4.27).  We also welcome the reorganisation within the tax credit office to merge the overpayment disputes and complaints teams, and the commitment to respond to correspondence with a named contact number and a date for expected response.

Many of the initiatives under the transformation programme are designed to help claimants operate a complex system, rather than making the system simpler: claimants are to be supported through different stages of their claims and reminded of actions they need to take, which should result in fewer errors and fewer over and underpayments, but does not essentially simplify the system.  Though very important, these measures must not take the place of efforts to introduce system changes that will genuinely make it easier for claimants to understand and manage their tax credit claims.

Advisers who attended the focus group session welcomed the principles of proactively contacting claimants to remind them about renewals or to check their claims were up to date, but stressed their fear that unless helpline capacity improved, these attempts could be counterproductive.  Advisers’ current experience of getting through to the main helpline was poor.  They were concerned that there was little point in reminding people to renew and to report changes to the helpline if, when people tried, they couldn’t get through.  This is a particular problem for mobile phone users who have to pay every time they get the recorded message advising the line is busy.  Improving access to the helpline at key busy periods is vital for the success of many of the transformation programme initiatives.
Advisers also expressed some nervousness about how some of their clients might feel about receiving proactive calls from HMRC.  Advisers also felt that some of their clients would feel quite frightened by a call from HMRC and were keen to know how claimants are to be reassured that the caller is trying to help them – not from the compliance or debt teams but their ‘friend’ at the Revenue checking they’re getting the right money at the right time.  Citizens Advice would welcome further discussions about how proactive support can be provided for claimants whose disabilities meant that they find the phone difficult.
Joined up working and information sharing within different HMRC sections and across Government departments

· Child benefit and tax credit sections will work together so a claimant will only need to report certain information such as a child leaving school once or a new birth, once.

· When tax changes suggest an employment change, HMRC will proactively contact an individual to find out about changes that affect their tax credits

· In and out of work pilots – reporting of information once i.e. to Jobcentre Plus, who will pass on to HMRC for tax credits and the local authority for housing benefit.
These measures are very important and should simplify procedures for claimants.  In relation to child tax credit, advisers highlighted the difficulties for clients arising from the automatic stopping of child tax credit when their child reached sixteen.  As award notices remind claimants to report any change of circumstance, they frequently fail to recognise the need to report that their child is staying on at school.  We hope that closer working with child benefit will prevent gaps in child tax credit payments faced by claimants who fail to recognise that a child staying on at school must be reported as a change of circumstance.

Using tax information to prompt contact by the tax credit office could provide a very useful opportunity for keeping tax credit information up to date.  However, as with proactive calling, advisers were nervous about how this would be managed.  These calls need to be handled very carefully so as not to appear to be for compliance purposes.

As far as they go, we welcome ‘In and out of work’ pilots, which involve Jobcentre Plus sharing information across government departments – specifically the HMRC tax credits service and local authorities (who administer housing and council tax benefit).  This streamlines services for people moving in and out of work, and therefore encourages them to take work, even when they know it will only be temporary.  These pilots cover six areas of the country and only apply to JSA claimants, and have been shown to increase speed of benefit payments by 15 per cent
.  We would like to see these pilots extended to income support and employment support allowance, and rolled out nationally as soon as possible.  
4. Giving customers more choice and certainty (ch6)

More certainty

Overpayments are one of the main problems in the tax credit system.  The increase in the income disregard to £25,000 in 2006/07 has increased the certainty of awards for claimants whose incomes rise from one year to the next – if the rise in their income is less than £25,000 their award will not be reassessed and reduced until the new financial year.  This change resulted in the number of overpayments dropping by one third.  But the number of overpayments caused by factors other than rises in income is still considerable – 1.2m in 2006/07.  The main causes are: failure to renew or finalise; overestimating income falls; failure or delay to report changes of circumstances.  The first three proposals in the consultation paper attempt to reduce overpayments arising from these causes.  

Responding to changes in income – an income bands approach?

Households, whose current year income falls, may wish to have their award reassessed before the year end, to increase their award.  There are a number of scenarios where a household may face this situation:  For example:
· A woman takes maternity leave

· A couple where one partner is off sick and the other has to stop work or cut their hours to look after them

· Employer cuts a worker’s hours

· A worker on commission

· A worker with irregular overtime

HMRC however, report that a significant number of overpayments arise from claimants overestimating the falls in their annual incomes.  People find averaging difficult, but for households in the circumstances listed above, it may not be possible to estimate how long the drop in their weekly income will last, and therefore what impact it will have on their annual income.  The following cases illustrate the difficulty.

A Midlands couple with two children struggled to cope financially when the husband’s employer put him on short time hours.  The wife worked part time and the husband normally worked full time.  The drop in his hours meant that he was only receiving half his normal pay.  They were aware that they could report a drop in their income but did not know how long he would be working short time hours for.  They were very concerned about getting overpaid and as a result decided to manage and wait for an underpayment at the end of the year.
A Yorkshire CAB helped a couple with their finances after the husband had had to leave work after being diagnosed with terminal cancer.  The wife had also stopped work in order to look after him.  As their income had dropped they needed to have their award reassessed on the basis of their current year income but were unable to make any realistic estimate of what their joint income for the year would be.  The household income depended almost entirely on the progression of his cancer.  If his condition remained the same their income would remain the same for the rest of the year, but if his health improved temporarily his wife could consider returning to work part time.  If he got worse and were to die his wife might even return to work full time.  All the adviser could do was to make a reasonable estimate and encourage the couple to come back if their circumstances changed. 
A couple in Cornwall were overpaid in 05/06 and 06/07 because their finalised income was significantly higher than that on their provisional award.  However they didn’t understand why their award had not been updated as they had always kept the tax credit office up to date with changes in income and finalised as soon as they got their P60s.  The CAB adviser commented that the helpline adviser appeared to have explained how the system worked as best she could but it was clear she also struggled both to understand and explain it.  In the end she advised that the safest thing for them to do was to overestimate their current year income, and in that way avoid overpayments at the year end. 
We asked advisers whether, in their experience, clients worked on estimates of income, or whether they calculated it as best they could.  Perhaps not surprisingly, they reiterated that while some estimated their current income - rounding it up or down - others calculated it as accurately as they could, providing recent payslips and P60s.

Advisers said that despite the fact that recovery of overpayments is now capped to prevent hardship, many of their clients were very frightened by the prospect of overpayments.  Advisers agreed that in many cases it would be better to underestimate a fall in income to prevent an overpayment.  Overestimating an income fall can result in a claimant having an overpayment at the end of a year, which in most cases would result in them being paid less the following year.  However, underestimating a fall in their income would leave them with less money at a time when they really need it.  At the year-end they would then get a lump sum.  

There is, however, an interesting and important link with housing benefit.  Underestimating a drop in a household income can have the effect of reducing tax credit payments.  As tax credit income is taken into account for assessing housing benefit entitlement, lower weekly tax credit income increases a housing benefit award.  As a result, the decision to under or over estimate the drop in income from work may not actually have a significant effect on their overall household income.  At the end of the year, when a household receives their underpaid tax credits in a lump sum, housing benefit calculations do not take this into account. Overall, then, underestimating a drop in earned income within a tax year may be beneficial to claimants, as it reduces the likelihood of a tax credit overpayment, and households entitled to - but not receiving - maximum housing benefit, would see their housing benefit making up some of the difference.

Using income bands to ensure income drops are underestimated 
Question 6.1: The Government would be interested in views on the benefits, in a UK context, of introducing a system of income bands.

The Income bands option proposes that whenever a claimant reports an income change in-year, their income would be rounded up to the top of a particular band, to reduce the likelihood of an overpayment at the year-end as an underestimation of income.  

Our general view is that for claimants with unpredictable incomes, over rather than under estimating their current year income is likely to be their best option.  We are not convinced that using the income bands approach is the best way to achieve this for a number of reasons:
· For some households, having the money as soon as their income falls is really important, for example households in owner occupation who do not benefit from changes in housing benefit.  If income bands are adopted, there is a risk of those at the lower end of each band being underpaid during the year, which will make it especially difficult for them to manage their finances.
· Over estimating income using bands means that the ‘cushion’ - or the extent to which income will be overestimated - will depend on where in the band your income fell – the benefits are therefore a bit random.

· The use of income bands is likely to add complexity to the system.  An award would be based on both previous and current year income, but current year income would be within a band.  Would the helpline be able to explain this to a claimant?  How would this look on an award notice?  If the banding were not visible then any consequential underpayment at the year- end would only serve to confuse a claimant who had thought quite rightly that their income estimate had been accurate.
Instead we propose:

· Claimants should be given more support to provide accurate estimates of their income.  Claimants whose circumstances mean that their income is genuinely unpredictable should be supported by initiatives like the proactive calling.  On reporting their initial drop in income, they should be advised about the options for estimating their income and, where appropriate, supported to regularly provide re-estimates.
· More support from the helpline to explain the risks of underestimating income and advising on the advantages of over estimating if unsure.
Run-ons

Question 6.2: The Government would therefore welcome views on whether further run-ons of entitlement should be introduced, including for customers whose hours fall below 30 hours a week.

There is currently the four week run-on for claimants who stop working more than 16 hours a week.  This should prevent people being overpaid as a result of late reporting/responding to changes in circumstances.  In reality it seems to have caused problems for people claiming Jobcentre Plus benefits as they’ve not known how to deal with this payment and the run-on has prevented many families from receiving any money at all.  Despite the well meaning policy intention, advisers recognised the change simply as something that caused problems for their clients.  There was also a great deal of uncertainty amongst officials and administrators about what the run-on meant for entitlement to free school meals.  If the run-on removed or delayed entitlement to free school meals, families were arguably little better off after its introduction.  Unfortunately, the failure to ensure that these issues were resolved in advance indicated a complete lack of understanding of the importance of the range of benefits that make up the income of a low income family.  Run-ons of one benefit are not necessarily of value if they reduce entitlement to another benefit.  The housing benefit run-on for claimants moving into work is extra money and does not result in a loss elsewhere.  For tax credit run-ons to be of real value to the claimant, they must not have a complicated knock-on effect elsewhere.

A woman with mental health problems had been encouraged to return to work in February 2008 by her Jobcentre Plus disability employment adviser.  Her husband was an alcoholic and they had jointly received income support until that time.  The Jobcentre Plus disability adviser told her that if her job didn’t work out because of her health problems she could simply re-claim all her previous benefits.  After four months she had to leave her work because of the detrimental effect it was having on her health.  She claimed income support but her claim was refused because of the four-week run-on of working tax credits.  She then twice tried to claim by phone but the calls had to be aborted because of her tears.  The CAB adviser rang Jobcentre Plus who said they were unable to help.  The client was beginning to accrue debts, including council tax arrears because her council tax benefit had been held up by delays in processing her income support.  Her health condition had also deteriorated as a result.
We understand that as the run-on was introduced within a short time frame, it has yet to be integrated into the system and is therefore paid manually.  This provides some explanation for the delay in payments.  We asked advisers whether they could see merits in further run-ons if they were operated effectively.

We support the suggestion in the discussion document of a 30 hour run-on.  This run-on would not carry with it the risk of delaying receipt of another benefit, as these claimants would still be in work and therefore not entitled to Jobcentre Plus benefits.

Perhaps the most valuable change to run-ons would be to amend income support/JSA rules to ensure that the WTC run-on is ignored when calculating the first payment.  The discussion paper suggests that run-ons are expensive as they extend entitlement, but the overall impact on the exchequer is not clear as the current run-on reduces or delays entitlement to DWP benefits.  
We wish to stress that we would not want to see any run-ons introduced before the letters explaining entitlement to customers are clearer, nor before proper impact assessments on other benefits have been undertaken and necessary changes to administrative processes implemented.

More choice?

Extending options for repaying overpayments
· Repaying debts on old awards via PAYE  

The paper proposes that claimants in regular work should have the option of repaying debts via PAYE.  Initially, HMRC plan to pilot this approach for claimants with small overpayments (under £500).  The amount will be recovered evenly throughout the year.

This option appears attractive – overpayments of old debts would be recovered directly from income, in the same way that overpayments on current awards are recovered from ongoing payments.  Claimants in receipt of housing benefit may see a rise in their housing benefit award as the recovery would reduce their weekly net pay.  However, claimants most able to benefit from this – those in stable employment with a small overpayment - are probably least in need of it, since a monthly direct debit would probably be just as straightforward.  

This option would be valuable if it could be used to recover larger payments over more than one tax year period.  We would also expect to see the option to opt out mid-way through the year if the household’s financial circumstances changed.

We are concerned about the nine month delay after finalisation of an award, before the next tax year when recovery would begin.  It is possible that the claimant’s financial position may have changed by the time collection is due to start.  It may be in the claimant’s interest to start repayments by direct debit.  It is essential that claimants are given appropriate advice and information about the relative merits of this option over direct recovery.

Unless claimants in receipt of housing benefit are likely to be able to benefit from this option, it is difficult to see any advantages to repaying via PAYE as currently outlined.

· Households with a debt on an ongoing award will have the option to repay in a lump sum instead of having it recovered from future payments.  

While this is welcome, we do not feel that it needs particular promotion.  For claimants in receipt of the family element only, clearing their debts in this way may be appealing, but for most claimants it would not be the best option.  Claimants keen to repay in this way are more likely to ask – in fact we have seen many clients who have done just that when they were overpaid lump sums in error in the early years of tax credits.

· Couples that separate mid-year will have the option to finalise their award at that time rather than wait until the end of the financial year. (paragraphs 6.15-17)

Citizens Advice Bureaux have helped many clients with overpayments that had arisen on joint claims after a couple had separated.  Clients found the notion of being jointly liable for debts with their ex-partner difficult to understand or accept.  Claimants and advisers felt that HMRC debt management and banking were difficult to negotiate with, and felt that parents with the care of the children appeared to being pursued for the whole amount of the overpayment.  The sometimes lengthy gap between a couple separating and the finalisation of their old joint award can contribute to problems.  The new faster process for putting single claims in process after a separation can give the impression that the old claim is ended, and the message that a claimant will still have to complete papers at the end of the year can be hard for claimants to grasp.  We therefore warmly welcome plans to enable claimants to finalise issues around their joint claims at the point of separation.  The proposals here give claimants control over their financial position, removing from them the injustice of facing an overpayment as a result of non-cooperation of their ex-partner.  We also welcome the decision to offer claimants a guarantee that they will not incur an overpayment if their financial circumstances improve before the end of the year, whilst enabling them to reclaim an underpayment if their circumstances deteriorate. 

· In addition to the above options, we would like to see an option to allow claimants to have an old debt recovered from their current award.

Many claimants find it difficult to understand why different overpayments are recovered in different ways.  Claimants with an old overpayment and an overpayment on a current award can find themselves repaying both at the same time and therefore facing a high repayment rate.  Having the option to repay all overpayments at fixed rates from ongoing awards would be simpler, and would benefit claimants financially.

Deferred payments – deferring of family element - End of year top-ups

Question 6.3: The Government is therefore seeking views on whether, in the longer-term, further reforms should be introduced, building on those introduced to date, to help customers build up end-year top-up payments by, following the Australian example, giving customers more choices about how they receive their awards.  An example of such choice could be to allow customers to choose to defer some or all of the family element until the end of the year.

Question 6.4: The Government is therefore interested in views on whether the advantages of giving customers more choice are outweighed by the risk of increased complexity in the system.

This is essentially keeping back £547 of an award to act as a credit to offset any potential overpayment.  Claimants could also use it as a saving mechanism – though with no interest attached, of course.  It would be a potentially difficult message to convey – it couldn’t be ‘sold’ as a savings potential, as the household might look forward to that deferred payment only to find it had been reduced by an overpayment.  It wouldn’t necessarily be big enough to avoid an overpayment.

Again, if housing benefit rules did not change, it could be in claimants’ interest to reduce weekly income in favour of an annual top up.

The option to defer payments will be beneficial to those who can afford to live without their correct entitlement, but those who depend on this benefit can not afford deferral of the payment. 
Q. Would having this option to protect themselves against an overpayment be helpful/an attractive option for people who find it hard to accurately predict their income?

There are some attractions to this option but we also have a number of questions and reservations: 

· This would change the nature of the application form, as claimants would be required to make a choice at this stage.  Information leaflets, application form notes and helpline advice must be appropriate to reflect this.
· It could be advantageous to housing and council benefit claimants who would see a rise in their weekly payments as a result of reduced weekly tax credit income.
· It would only prevent relatively small overpayments – yet it is the larger ones that cause most stress.

· There is a risk that deferred payments could disguise overpayments and in order to maintain transparency, publication of full data on the receipt of deferred payments and the extent to which they served to instead reduce overpayments would be essential.  

· Introducing deferred payments would involve significant IT changes that would not be possible in the short term – we would prefer extra investment to be prioritised towards providing routine explanations of overpayments, deferring recovery for 30 days or - even more importantly - improving award notices.

5. Reforming the delivery of childcare support through tax credits (Ch7)

Key problems with the current system: 
· Payments based on average weekly costs mean the parent does not get higher payments when their costs are higher

Parents are paid the same amount each week or month, rather than receiving a higher amount during school holidays to correspond with higher childcare costs.  Budgeting for periods when costs are higher can be difficult for families on very low incomes.  Parents can only report a rise in their childcare costs if it is more than £10 and the rise lasts for more than four weeks.  

“You can only claim extra if childcare costs go up by more than £10 per week. My daughter now goes to pre-school 3 mornings instead of 2 and therefore it's only an extra £6 per week.  However, this makes it £24 per month extra that we've got to find ourselves.” Online survey respondent, spring 2007

· Errors in estimations of childcare costs

Parents who average out their costs over the year, have to predict what their childcare costs will be for the whole year - which can be difficult for parents whose working patterns change, or who depend multiple and/or varyingly on informal and formal arrangements.  

“It is nearly impossible for me to work out my childcare costs for the year ahead, which is what tax credits expect me to do.”  Survey respondent, spring 2007 

· Lack of transparency – problems for claimants understanding how much help they will actually get
Claimants entitled to the maximum award receive 80 per cent (70 per cent in earlier years) of their costs up to certain limits.  But as a household income rises, claimants will no longer be entitled to full help and the amount they will receive is difficult to work out.  

“They just never seem to pay enough towards childcare.  It states they pay 70% but I have never received this much”. Online survey respondent, spring 2007

In fact because claims for both working and child tax credits are made together, and entitlement to each element tapered down one after the other, a household may appear not to be getting any help with childcare costs, although their child tax credit award will be higher than if they had no eligible childcare costs.  To ensure a smooth transition for those moving from benefits to work, it is essential that they know what they will receive when they are in work. This in turn will make it more likely that they stay in employment.  Parents do not always get accurate advice about their entitlement even when they consult the HMRC helpline. 
A mother of three visited her local CAB.  She and her husband both worked full time with a joint income of £44,000.  They received tax credits but had not claimed help with childcare costs because their two youngest children had been looked after informally by friends and family.  This arrangement had come to an end and they were now looking at monthly costs of £950.  The client was considering whether to cut her working hours and had contacted HMRC to check whether her childcare costs would increase her tax credit award.  She was told that her husband’s income of £26,500 pa was too high for them to get help with childcare costs.  In fact the CAB calculated that they would have been entitled to an extra £90 a week. 
A married woman with a baby was on maternity leave and looking into the possibility of returning to work part time.  She was anxious about what her income would be and was trying to weigh up whether her wages would balance out the extra costs of childcare.  She had contacted the tax credits helpline on a number of occasions to find out her likely child and working tax credit entitlement but received at least three different figures.  She was very confused and anxious and felt unable to make decisions about returning to work, scared that if she made the wrong decision she would not be able to keep up with her mortgage repayments. 

“I have rung up to report the varying charges in the childcare as the hours change.  I gave up asking them how it was assessed - they didn’t understand themselves.” Online survey respondent, spring 2007

Basing childcare support on actual costs incurred 
Question 7.1: The Government seeks views on whether basing childcare support on actual costs incurred, and therefore paid in arrears, would simplify the system for customers, or create problems for customers and/or providers in managing their cash flow. If such a system were adopted, the Government would also welcome views on whether customers or providers should have responsibility for informing HMRC about childcare costs incurred.

Currently the childcare element of the working tax credit is based on average weekly childcare costs.  Parents can work this out in different ways depending on whether their costs vary during the year – i.e. during holiday times.  Under this system, parents would report their childcare costs from the previous four weeks and be paid in arrears.  This would mean that parents would get higher payments closer to when they need them, and would not need to save the monthly ‘excess’ during term time in order to fund higher child care costs incurred during holidays.  This system would also remove the need for parents to try and predict their childcare costs for the year ahead. 

However, there are a number of drawbacks to this system.  The advantages of paying actual costs must be balanced against two main problems: the payment of costs in arrears and the obligation to report costs to HMRC each month.

Problems with the proposed change:

1. Payment in arrears
Payment in arrears means that there would be a delay in receipt of the money for the first month.  Many parents not only have to pay their costs in advance but often have to pay additional deposits, and finding this money would be very difficult. 

A single mother was searching for full time work and needed £721 as an advance payment to a nursery to secure a place for her child.  She could not afford this, so was afraid she was going to have to stay on income support. 
“I used to get this [support with childcare costs] in the past, my childcare provider would only accept a month’s fees upfront, as most do, and tax credits would only pay a week in arrears; this made it very difficult, as I was only starting out at work. I then got a cash advance on my credit card to pay for the advance fees, and found it hard to pay back, I then ended up in debt.” Online survey respondent, spring 2007

An alternative: actual costs in advance
The above evidence means that Citizens Advice could not support a system of payment in arrears without a sufficient mechanism in place to protect parents from the gap in benefit before the first payment kicks in.  One way round this would be to provide the first payment in advance and then recover it over coming weeks.  However, a better option would be to base payments on actual costs in advance.  In some cases, parents would need to estimate their forthcoming costs, but in many cases they would be able to provide their actual costs, as they pay in advance.  The next time they report their costs they could confirm the accuracy of the previous monthly estimate.  

2. Monthly, or increased, reporting requirements

Paying actual monthly costs introduces the need for increased contact with HMRC.  This not only adds extra burdens for claimants, but extra resource requirements for the tax credit office.  Since the introduction of tax credits, Citizens Advice Bureaux have seen many clients experiencing problems as a result of the tax credit office failing to act on changes of circumstances reported.  

“Every time we've had a change in the childcare we pay and have notified them, they've got it wrong. Each change takes at least three different calls to them before it’s right. Also there are many changes to our childcare throughout the year due to holidays and term breaks. It'd be a nightmare to call them every time as they employ people with very little grasp of the systems they operate.” Online survey respondent, spring 2007

“I only put my son into childcare when its holidays like Easter and summer, when I call to make a change in my circumstances it takes about two weeks to process, then if I phone back to advise that the childcare has stopped it takes about a month to change back, which then results in an overpayment.” Online survey respondent, spring 2007  
“I don’t bother claiming the childcare part even though I pay £28.00 a week to a nursery, because I am too scared to change my circumstances with them again - it only messes things up and has got me in the position I am in now.” Online survey respondent, spring 2007

We urge HMRC to consider whether they have enough capacity to deal with a huge increase in the volume of calls they would receive.  Citizens Advice could not support a monthly reporting requirement unless we see evidence that HMRC can guarantee that calls could be dealt with promptly and awards updated swiftly. 

A way to take the burden away from parents would be to require providers to report costs to HMRC.  However, if HMRC does not pay providers directly, it would not be reasonable to expect them to report childcare costs.  Further reasons for rejecting the proposal to pay providers are set out below.  Giving providers the extra burden of reporting costs to HMRC without the benefit of direct payment, could create a disincentive for them to take on people on tax credits in areas where there is competition for childcare places.  There is also the potential for confusion if parents use multiple childcare providers.

An alternative: less frequent reporting to HMRC

The move to paying support based on actual costs does not necessary require the introduction of monthly reporting.  Many claimants in stable employment may not experience changes in their monthly costs, and others may only have changes in school holiday times.  Claimants could, as now, only be required to report a change in their actual costs when they occur and, in addition, make contact at a frequency agreed with the tax credit office, based on their working and childcare pattern.  For example, a parent with a child in pre-school nursery for the same hours each week may only need to contact HMRC on a three-monthly basis, whereas a parent working shifts and using different amounts of childcare each week would be required to report actual costs every month.  Parents of school-age children might report every term.  To avoid unnecessary complexity of numerous different arrangements, it would probably be best to limit reporting patterns to monthly or three-monthly. 

While this system would require a smaller increase in phone calls to HMRC than the original proposal, greater capacity will still be needed.  The potential for modern technology to be used for reporting changes - via text, for example, or at check points in supermarkets or libraries - should be considered.  Any new system of reporting would need to be comprehensively advertised.

Possible future developments

The Treasury has indicated that the separation of the childcare element will require a new computer system that will run alongside the existing system.  A new system could have significant capacity for development, and create an opportunity for use of new technologies to minimise the burden of reporting requirements.  These could include a swipe-card system, recording when parents place their children in childcare, or other publicly accessible scanners to log childcare usage.  Swipe-cards could also be considered for paying for childcare in a similar way to the transport for London’s ‘oyster’ card.  Parents would hold an account which HMRC could pay money directly into, and they could top up.  This would allow parents to maintain control of payments, while reassuring providers that money for childcare would be kept in a separate account. 

Simplifying the way income relates to childcare support 
Question 7.2: The Government seeks views on whether basing entitlement to childcare support on income bands, rather than a precise income level, would simplify the system for customers, relative to the current system.

Question 7.3: The Government would also be interested in views about the appropriate balance between minimising the number of income bands to provide simplicity, and ensuring that customers do not face significant decreases in support (cliff edges) as their income increases.

Question 7.4: The Government seeks views on the advantages and disadvantages of increasing certainty for customers over their entitlement to childcare support, by basing entitlement to childcare support on the school year and on the previous year’s income.

Separating support with childcare costs from the other tax credit elements increases the transparency of the system.  One of the reasons for this is that it changes the order with which tax credit entitlement is tapered away.  Currently, the childcare element is tapered away before child tax credit (although chart 7.1 and the sentence at the end of paragraph 7.12 suggest otherwise).  As a result, claimants do not see a figure on their award which appears to relate to childcare, but the costs they incur actually boost their entitlement to child tax credit.  Because the position is not clear, families may not realise that a change in their childcare costs is relevant to their claim and must be reported.  By separating out the payment for support with childcare costs, families will get a lower child tax credit payment (the family element only) but receive a percentage of their childcare costs.  Such a model would appear to improve the transparency of the childcare element, as claimants would be able to assess their income band, and as a result what percentage of their childcare costs would be covered.  This would be valuable in helping parents assess the impact of any change in their financial position on the help they will get with their childcare costs. 

Although these proposals will separate childcare from the rest of the tax credit system, it must be recognised that for claimants it is their overall income that is important.  A parent may appear to receive maximum help with childcare right up to an income of around £28,000, or the point at which they only receive the family element.  However their other tax credit income is tapering down, and so their overall tax credit income is reducing.  The separation of elements may in fact be less meaningful than it appears.

The cliff edges created by a system of banding – whereby a small rise in income would result in a sharp drop in the level of support - is potentially a concern.  In order to minimise their impact, the bands should have a moderate to small range.  We would like to see some modelling illustrating which families in which particular circumstances would be affected by these cliff edges, and how the rest of their tax credits would balance out.
Overall, we find the increased transparency created by income bands an attractive change.

Fixing entitlement to the childcare support on previous year’s income and aligning the award period with the school year

Currently the period of income used to calculate the childcare element is the same as for the other elements of the tax credit award.  Although the disregard of £25,000 has reduced the number of people getting overpayments, this is still a problem for some. Because the help provided can be quite substantial if something goes wrong, the overpayment can be quite large. 

“When I was working, I received the childcare element, but unfortunately they claimed they overpaid me and that I should have known.  I could not manage the money after they took back some of the money and so I left my job largely because financially I was worse off.” Online survey respondent, spring 2007

An award based on the previous year’s income may serve to further increase transparency and minimise the risk of overpayments - BUT, there is a real problem in basing entitlement on an income that could be at least 18 months out of date.  The lack of responsiveness outweighs the advantages.  We are concerned about the impact on people whose circumstances change dramatically from one year to the next.  The mismatch in income and outgoings is potentially great and yet responsiveness to changes in a household’s financial position is particularly important in relation to childcare costs, because they add up to such a significant outgoing.  Childcare costs are externally dictated and so income received needs to match expense incurred as closely as possible.  Payments based on actual costs mean that parents can receive more if their costs rise, but the percentage help with these actually costs is really important.  Before giving any serious consideration to such an option, we would want to see detailed modelling of entitlement over a three year period for families in different circumstances - for example, for someone on maternity leave one year and returning to work the next.  
Given that awards do not have to be finalised until the end of July, aligning the award period with the school year might be important.  The operation of two different tax credit years would add complexity, as parents would have to manage different periods of entitlement.  In conclusion, we do not recommend the use of a previous year’s finalised income for determining entitlement to help with childcare costs.

Alternative 1: Income bands based on previous month’s income
Given the proposal to base help with childcare on actual monthly costs, we believe that it would be worth considering the feasibility of combining this approach with a system of income bands, based on monthly income.  Claimants would be required to report their actual income for the previous month (or three months, depending on the agreement with HMRC as relevant to the stability of their work and childcare situations). 
Alternative 2: income bands using income as currently assessed 

Such a proposal would carry with it the risk of overpayments. The £25,000 income disregard would protect households who face an income rise from one year to the next. Households who face an income drop that they find difficult to estimate accurately would, however, be at risk of an overpayment that could be substantial if the change in their income pushes them from one band to another.  Initiatives aimed at supporting claimants who have their award reassessed on a current year income would be vital, to prevent them facing high overpayments of childcare costs. 
Making payments directly to the provider 
Q 7.5. The Government seeks views on whether the current system, where payments are made to the customer, remains the right approach going forward.
While paying money directly to the provider would ensure consistent payment, we believe the disadvantages of this option outweigh this advantage.  The extra work involved for providers having to provide bills and receive payment from two sources could act as a disincentive for providers to take on parents receiving tax credits, especially in areas where there is competition for childcare places.  Transferring payment to providers would represent a move in the opposite direction to other policy areas which are increasingly about encouraging personal financial responsibility.  Under changes to housing benefit for example, the new local housing allowance is automatically paid to private tenants rather than their landlord, unless it can be proved that they are ‘vulnerable’ and as a result likely to have trouble paying their rent.  
We should note some advisers were initially attracted to the proposal of paying providers directly because it offers a way to bypass the administrative problems experienced by parents.  A better way to avoid late payment to providers would be to tackle the administrative problems directly.  This would minimise the likelihood of late payments and therefore eliminate the rationale for paying the provider directly. 

Conclusion: The best mix of the proposed models

Citizens Advice believes that the key aims of reform should be to get money to parents when they need it, and increase their understanding of their entitlements.  We therefore propose that the childcare element be based on expected childcare costs for the succeeding four weeks.  Claimants would be divided into two groups based on the frequency with which their circumstances changed.  The first group - those who experience regular changes - would have to report their changes every month.  The second group would be required to report costs at the end of every month in which a change was experienced, and at least every three months.  

This approach could be combined with the income bands model, with income either assessed on a monthly basis, or on the same basis as the rest of the tax credit system.  The latter approach must be combined with extra support from the tax credit office to minimise the greater risk of overpayments.

We believe that payments should continue to be made to the claimant rather than the provider.
Finally, we have questions around how help with childcare would be displayed on award notices.  Would it be included on the current award notice, or separately?  While this may seem like detail, the explanation of any award is vital for the success of the scheme.
Other proposals for change
· Extending the rules around entitlement to help with childcare costs.

The proposed changes focus on the delivery of help with childcare costs and do not suggest changes to entitlement.  However, a new system creates the opportunity to consider extending entitlement to groups currently excluded such as: students, carers and some people who are incapable of work (those who do not qualify for IB).  

The current childcare rules cause problems for parents who are temporarily out of work and lose entitlement to help with childcare costs.  Parents in this position have the choice of keeping their child in the placement and risk getting into debt if they do not immediately find a new job – or taking their child out, risk losing their place and disrupting their child’s stability as well as impacting on their ability to find a new job. The proposals to separate help with childcare costs from working tax credit mean that there could be future scope to expand the eligibility to the childcare element to households who do not currently meet the work criteria.  This would help to align support provided through tax credits with that provided by Jobcentre Plus, for example, and enable parents to keep their child in the same childcare place, thus improving the continuity of care.    
“My partner was out of work for a month, and they stopped our childcare part of the tax credits, even though he was looking for another job, and I was working 16 hours, and my son still had to go to childcare.  If we had taken him out, we would have had to find another placement when my partner found his new job, and the childcare we have I am confident with leaving my son with her, and it is ideal location. So we struggled for a bit to find the childcare costs.” Online survey respondent, spring 2007

A woman, who was originally from Pakistan and currently held a spousal visa, was attending a course for basic numeracy and literacy.  She had been receiving financial help towards childcare from the course organiser, but the funding was now ending and she had to find the money herself or give up the course.  Her husband worked, but they could not afford the childcare themselves without getting into financial difficulties. 

A mother who was also a mature student in her third year had been diagnosed with breast cancer two months before the end of her course. She was in receipt of working tax credit as both she and her partner had been working more than 16 hours per week. £144 of their award came from the child care element. They were still receiving this as she was signed off sick from her job and so was treated as being in work, for the purposes of assessment. However, at the end of the 28 permitted weeks of being ‘classed as working’ (on SSP?) she would no longer qualify for the child care element. She did not qualify for incapacity benefit as she did not have enough contributions. She also did not qualify for either component of disability living allowance. 

· Removing help with childcare costs from the housing benefit system and instead providing more help via tax credits. 

Families entitled to maximum working tax credit are entitled to eighty per cent of their childcare costs up to £175 for one child and £300 for two or more.  They can get help with the remaining 20 per cent through higher housing benefit.  It is childcare costs that in fact keep many families in the housing benefit entitlement.  This means that in total, a parent can get 97 per cent of their childcare costs paid for, but by two different departments, both of which have different reporting requirements.  Housing benefit changes have to be reported weekly, adding a significant compliance burden both on the claimant and on the local authority, as the following case illustrates:

A single parent of one was having difficulty managing the reporting requirements of his child care arrangements. In the school holidays he uses childcare and in order to claim back this money he reports the change in his arrangements to HMRC. He also has to inform Gateshead Council of the change as it affects his housing benefit and council tax benefit. He had to do this several times each year, in person at the council’s office as his dyslexia means he finds the letters and forms difficult to handle.
Providing some help with childcare through housing benefit also discriminates against low income home owners – as they are not entitled to help with housing costs, they will not be able to access the help with childcare costs provided through the housing benefit system.  We recommend that financial support with childcare costs is taken out of housing benefit and instead more help could be provided through the tax credit system.  This would remove the administrative burden on both claimant and Government, provide equal help for low income home owners, as well as helping to take more people out of the housing benefit.  It would also help make work pay, as it would prevent claimants facing two complex benefit tapers
. 

6. What’s missing?

· Notional offsetting/underlying entitlements
For some time we have raised concerns about the hardship caused by the inability to offset overpayments arising from the failure to report a change of household within three months.  There would be no financial loss to the taxpayer in offsetting these overpayments against underpayments of tax credit.  Continuing to pursue this money causes confusion, and can push families into long-term debt and unnecessary poverty.  We are disappointed that the discussion paper does not take the opportunity to address this issue.  Bureaux have reported a number of cases of this kind but the following one illustrates the problem well.
Client was a member of a couple and in receipt of both WTC and CTC.  In 2003 her husband went to Bangladesh as his father was very ill.  She telephoned the tax credit office (TCO), advised them and WTC was stopped.  She was not at any stage advised that she should make a claim as a single person, despite her telling them that she did not know when her husband might return to the UK.  

As it turned out, following the death of both his father and grandfather in quite close succession, he did not return to the UK.  Apart from a short visit back to the UK in 2006 when he stayed with friends and visited his children, he has not returned to the UK or made contact with her.  When completing her annual review in 2007, she noted that her household was just herself and her three children.  She then received an overpayment demand for over £13,000.  The 'overpayment' was because she had claimed as a couple and she had never made a claim as a single parent.  

She completed a dispute form on 19/9/07, but having heard nothing more for several months thought it had been written off.  In around May/June 2008 she received a call from local debt recovery team, which led her to seek assistance from the bureau. The bureau has tried to help her get the debt written off or offset – the amount that she had been entitled to was the same as her overpayment.  If there was an offset provision in the tax credit regulations, it would save some of the poorest people a lot of money in unnecessary repayments and would stop hitting the least fortunate the hardest.  

The adviser wrote: “The dreadful thing about this case and so many others like it, is that if Mrs X had made a claim as a single parent, she would have received exactly the same level of CTC.  Therefore, technically there is no overpayment, simply a bureaucratic catch that she failed to sort out earlier, having failed to receive guidance from the helpline.  They did not advise her to claim as a lone parent if her husband was not back in the UK within 8 weeks.  She should have been told this at the outset when she warned them that she did not know when he was going to return.”  

The adviser has since found out that the Debt team have only been told to seek recovery of 2006/07 and 2007/08 overpayments and the earlier years are suspended – though there is no information as to why.

Section three highlighted the serious problems faced by claimants with debts similar to the above, having failed to renew or finalise their awards.  Though the transformation programme is now supporting new claimants and those who have failed to renew in the past, huge debts remain.  The recovery of these debts amounts to the issuing of penalties that are completely disproportionate to the scale of the 'offence'.  HMRC must review the recovery of these debts, and discretion to write off overpayments on grounds of hardship. 
· A commitment to put right old problems
We welcome the improvements to service delivery and extra tailored support to be offered under the Transformation programme.  However there remain far too many claimants whose experience and confidence in the tax credit system is coloured by unresolved problems with older claims.  Citizens Advice Bureaux frequently report trying to resolve clients’ problems that have gone on for many years and which have many different and complex causes.  The claimants themselves usually report frustration, confusion, stress and hardship.  They frequently express a desire just to get out and have nothing more to do with the system.  At the very least, claimants in this position should be targeted for extra tailored support.  The government should consider reviewing 2003/04 and 2004/05 cases as yet unresolved, under some sort of streamlined procedures, with the view to writing off debts for which they cannot provide adequate explanations.  We acknowledge concern that writing off some old overpayments creates the potential for injustice for those who have already repaid old debts.  However, it would not be the only example of systematic changes that could be unfair.  More recent overpayment disputes, dealt with under the 2008 code of practice, are dealt with more favourably than earlier disputes, and new claimants supported through the renewals process are saved from overpayments arising from failure to renew. 
· Changes to the recovery of overpayments
We have long argued for the need to provide claimants with routine explanations of the causes of their overpayments as well as the introduction of a pause before recovery starts.  We are aware that these things are not currently possible due to the inflexibility of the IT system.  We continue to stress that providing claimants with proper explanations of their awards, and in particular any over and underpayment, is vital in improving claimants’ ability to manage their tax credit claims and to take up their entitlements with confidence.

· Closer integration of the benefits and tax credits systems.
Many of the proposals in the paper will have a knock-on effect on a claimant’s entitlement to other benefits.  Working on a low income and depending on tax credits and housing benefit to supplement wages can be an extremely complex and vulnerable position to be in – especially if working hours and income change from week to week.  In section 3 we highlighted how the weekly assessed housing and council tax benefits do not sit neatly alongside annually assessed tax credits, and we believe that the Government must recognise the need for both policy and delivery of different benefits to be more joined-up.  Specifically, we would like to see a more radical discussion of how the tax credits system could be developed further to provide all support for childcare costs, removing help from housing and council tax benefit, and whether help with housing costs could also be provided in the tax credits system.  This would have the effect of removing some working households from eligibility to housing benefit, and also provide some help for low income home owners who currently get no help with housing costs when in work. 
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