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How HM Revenue & Customs handle tax credits overpayments
Introduction
This is a guide aimed at advisers and intermediaries who provide support and guidance to
tax credits customers.
HM Revenue & Customs (HMRC) will ask customers who have been paid too much tax
credits to pay back the extra money. A customer can challenge the overpayment by
appealing or disputing. More information is available at Section 1.
HMRC can recover an overpayment from its customers in two ways.

Section 1 – overview of overpayment recovery
If the customer is still getting tax credits under their original claim
If the customer’s original claim is continuing, HMRC will take 25 per cent from their four
weekly or weekly payments of tax credits until the overpayment is recovered.
If the customer’s original claim is continuing and the customer is getting maximum tax credits
HMRC will take 10 per cent.
If the customer’s original claim is continuing and the customer is getting only the family
element of Child Tax Credit HMRC will take 100 per cent, so the customer will receive
nothing until the overpayment is repaid.
HMRC call this ‘ongoing recovery’.

If the customer is no longer entitled to tax credits or has made a new claim
If a customer is no longer entitled to tax credits or gets tax credits because they have made a
new claim and have an overpayment from an old claim, HMRC ask them to repay the
overpayment direct. This is known as ‘direct recovery’.
If a customer is currently paying back one tax credits overpayment by direct payment, and
paying back another from an ongoing award at either 10 per cent or 25 per cent, they can
contact the Payment Helpline (0845 302 1429) and ask for the overpayment being
recovered by direct payment to be suspended until the overpayment being recovered from
the ongoing award is completed.
The earlier a customer contacts HMRC, the easier it is to resolve any issues the
customer has with the repayment. If the customer doesn’t make a payment or doesn’t
contact HMRC it will seek to recover the debt.

Challenging an overpayment
Appeal
Customers may appeal if they think that the decision HMRC made, which created the
overpayment, was incorrect. More detail about how to do this can be found in leaflet
"WTC/AP - Child Tax Credit and Working Tax Credit: how to appeal against a tax credit
decision or award". You can get a copy of this leaflet:
 by phoning the Tax Credits Helpline on 0345 300 3900



by downloading a copy from the HMRC website at WTC/AP - Child Tax Credit and
Working Tax Credit: how to appeal against a tax credit decision or award

Example: Daisha claims tax credits for her three children. Her eldest child finished her
GCSEs but decided to stay on at school to do her A levels. Daisha told HMRC and continued
to receive tax credits for three children. When HMRC worked out Daisha’s final tax credits for
the year, they included only two children. Because Daisha received money for three children,
HMRC thought that it had overpaid her. Daisha appealed the decision and asked HMRC to
change her award as she should have received tax credits for three children. If she is
successful, the overpayment will disappear.
If a customer appeals a decision, which created the overpayment, then any recovery action
will be suspended until the outcome of the appeal is known. Benefits and Credits will write to
the customer explaining the outcome of the appeal.

Dispute
Customers who accept that they have received more than they were due may still dispute
recovery of the overpayment if they believe the overpayment was caused by HMRC failing to
meet its responsibilities. Customers should contact the Helpline (0345 300 3900) as soon as
possible. More detailed advice can be found in leaflet "COP26 – What happens if we’ve paid
you too much tax credit?" You can get a copy of this leaflet:
 By phoning the Tax Credits Helpline on 0345 300 3900
 By downloading a copy from the HMRC website at COP26 – What happens if
we’ve paid you too much tax credit?
Example: Eric and his wife were paid tax credits for three children when they only have two.
When Eric received his award notice, he phoned HMRC to say the number of children was
wrong. HMRC did not correct the mistake and kept on paying Eric too much tax credit. After
the end of the year, Eric had received more tax credits than he should have and so had an
overpayment. Eric used the dispute process because he doesn’t think he should have to pay
it back because he told HMRC of the mistake as soon as he saw his award notice.
If a customer disputes recovery of an overpayment, then Benefits and Credits will arrange for
suspension of any recovery action while HMRC reconsider. If HMRC decide that the
customer should repay the overpayment then action to recover it will continue. Benefits and
Credits will write to the customer explaining the outcome of the dispute.

Code of Practice 26 (COP26)
Customers who contact HMRC because they do not understand why they have an
overpayment or to dispute the overpayment, will get a written explanation from Benefits and
Credits and be advised to go to the website or contact the Helpline to get a copy of Code of
Practice COP26 which explains the principles behind HMRC's approach.

Section 2 – the 'ongoing recovery' process
Process
Where a customer has an overpayment in an ongoing award, recovery of the overpayment is
automatic. The automatic rates of recovery are set at 10 per cent, 25 per cent or 100 per
cent and applied as set out in section 1. These rates are designed to avoid the reduction in
payments causing financial difficulty to the customer.

Automatic Recovery Rate Causing Hardship
If a customer cannot afford the reduction in the payments they receive, they should contact
the Tax Credits Helpline on 0345 300 3900. The Helpline will arrange for Benefits and
Credits to check if the rate of recovery can be adjusted.
An adjustment to increase the amount of tax credits paid will not normally be made if the
award is only made up of the Family or Baby elements of Child Tax Credit or if the
customer’s payments have reduced following an investigation that established deliberate
error or fraud.
Where a decision on hardship is required Benefits and Credits will arrange to contact the
customer to check what is affordable. Benefits and Credits will consider the financial and
personal circumstances to determine whether a relaxation of the recovery rates, or if a full or
partial remission of the overpayment is appropriate. The decision on hardship will be in line
with considerations applied to direct recovery cases so in some circumstances income and
expenditure detail may be required from the customer to inform the decision. Benefits and
Credits will also review the customer's employment status, whether on sickness or incapacity
benefits, and prospects for any improvement.
Benefits and Credits will inform the customer of the outcome in writing.
If an intermediary has all the relevant information, and decides to write, they should address
the letter to Benefits and Credits at: Tax Credits Office, Preston, PR1 0SB.

Section 3 – the 'direct recovery' process (customer no longer receives tax
credits or has made a new claim)
Notifying the customer of an overpayment – TC610
When, following the end of an award, a tax credits overpayment has been established a
Notice to Pay form (TC610) is automatically issued to the customer. The TC610 advises the
customer of the amount due to be repaid to HMRC, within 42 days, and advises them that
they can opt to spread the repayment over a period of 12 months. The TC610 also notifies
the customer of the Payment Helpline telephone number (0845 302 1429), which they can
contact to discuss paying back their overpayment. The Payment Helpline is part of Personal
Tax Operations An example of the TC610 can be found at Section 5.


If the customer pays in full HMRC will take no further action.



If the customer contacts HMRC for help HMRC can discuss their affordability to repay
and agree a Time to Pay arrangement appropriate to the customer’s financial
circumstances. Where there is low affordability due to unemployment, or the
customer is on sickness or incapacity benefits, HMRC may consider putting on hold
or remitting the debt – depending on individual circumstances. Further information is
available at Section 4.



If the customer contacts the Tax Credit Helpline to dispute their overpayment HMRC
can send forms TC846 and COP26 or the customer can download these from the
HMRC website. Suspension of the overpayment will be automatically applied on
receipt of the completed TC846. If HMRC receive correspondence, disputing the
overpayment, it will suspend recovery until a decision has been reached.

Written reminders
If an overpayment has not been fully repaid 42 days following the issue of the TC610 notice
to pay, and the customer has not contacted HMRC, details of the overpayment will be
automatically sent to DMB. A reminder letter asking for payment will be sent automatically by
DMB's computer system:


if the customer pays in full following this letter, HMRC will take no further action



if the customer disputes the recovery of the overpayment, HMRC will suspend action to
recover the overpayment while it reconsiders
if the customer contacts HMRC for help, HMRC can agree a payment arrangement or
consider putting on hold or remitting the debt due to low affordability
if the customer does not pay in full, or contact HMRC to agree a payment arrangement,
HMRC will issue a further (stronger worded) warning letter




Collecting tax credits debts through PAYE
DMB will identify tax credits direct recovery overpayment cases that may be suitable for
collection by an adjustment to a customer's PAYE code. Customers in PAYE employment, or
receiving pension income, with a tax credits overpayment not exceeding £3,000.00 may be
able to have their tax code adjusted to collect the outstanding amount.
Recovery of a tax credits overpayment through PAYE is on a voluntary basis and the
customer may choose to repay by an alternative method.
DMB will issue a letter, to the selected customers, which explains that HMRC are considering
collecting the tax credit overpayment by adjusting their tax code and increasing the amount
of tax they will pay in the next tax year. The letter asks the customer to call DMB on 0845
302 1421 within 30 days, from the date of the letter, if they do not want HMRC to take this
action.
The customer can contact DMB to discuss an alternative method of repaying the
overpayment. DMB will not be aware of other financial commitments the customer has and it
may be that in some circumstances agreeing a time to pay for the tax credits overpayment is
more appropriate.
If the customer does not contact DMB then checks will be made to ensure a code adjustment
can be made. Existing safeguards that limit the amount that can be collected through PAYE
will be preserved.
In a joint household award, two people will be named in the letter. DMB will attempt to adjust
the tax code of the first named person. However, if this cannot be done DMB will then
attempt to adjust the tax code of the second named person.
Where the code can be adjusted a form P2 Coding Notice will be sent to the customer
around January / February.
If the code cannot be adjusted DMB will write to the customer and request an alternative
method of repaying; normally by direct debit.
Where a couple are no longer together (Household Breakdown) DMB will not attempt to
collect the overpayment by adjustment to either of their tax codes. In these circumstances
DMB will expect each former partner to pay 50% of the overpayment. (But please refer to the
guidance below if one former partner wants to pay more than 50%).

Telephone contact
Following the issue of the reminder letters, if the customer has not contacted HMRC, the
Debt Management Telephone Centre (DMTC) will call them. The DMTC will discuss the
customer’s ability to repay (as detailed previously) and payment options, including an
instalment arrangement:


If the customer pays in full HMRC will take no further action.



If the customer disputes the recovery of the overpayment, HMRC will refer the
customer to the Tax Credit Helpline. DMB will withhold recovery action, allowing the
customer time to do this.
If the customer sets up a time to pay arrangement then recovery action will stop
providing payments are kept up to date.



If DMTC establish that the customer cannot currently make an arrangement to repay the
overpayment, and meet their living expenses at the same time, they will explain to the
customer that the case will be put on hold for 12 months. Following this period the Debt
Technical Office (DTO) will review the case and decide on the most appropriate action. In
some cases HMRC will remit the overpayment immediately, depending on the customer’s
circumstances. In these cases DMTC will refer details to the DTO to deal with.

Personal contact
If the customer still fails to pay in full, or has not been in contact, the overpayment will be
transferred to the DTO to follow up. The DTO will check that the customer is due to repay the
overpayment. The case will be reviewed for Household Breakdown, Dual Recovery and to
ensure that the customer has been notified of the overpayment. Where HMRC have
confirmed that the customer is due to repay, it will try to contact the customer by phone or
letter to set up an arrangement to pay wherever possible. Any letter sent by the DTO will
provide the customer with a telephone number to contact them on.
If the DTO cannot make contact with the customer they may refer the case to the Field Force
staff for a visit. This is normally at the customer’s home but it can be arranged elsewhere if it
is more convenient for the customer. At this stage HMRC will consider the customer’s ability
to repay and can still agree a payment arrangement. Every effort is made to contact the
customer before HMRC start enforcement action.

Household breakdown cases
When a couple split up, and an overpayment arises from their joint claim, HMRC will ask
each former partner for 50 per cent of the overpayment.
If one of the former partners wishes to pay more than 50 per cent, this can be accepted
without the need of agreement with the ex-partner. Former partners may agree, between
themselves, to vary the percentage that they each repay. However, if no offer is made, or a
payment arrangement is not adhered to, HMRC reserve the right to seek 50 per cent from
each former partner.

Enforcement
If the customer still does not pay or HMRC have, despite all efforts, been unable to establish
any contact with them, HMRC will decide the most appropriate next action. This may be to
arrange a visit to the customer's home. If the customer can afford to repay but chooses not to
do so HMRC will consider distraint action. This may include the removal of goods from the
home to sell at public auction. For more information on distraint please visit
www.hmrc.gov.uk/payinghmrc and under Payment problems and getting help select What
could happen if you don't pay HMRC.”
HMRC may also decide to refer the overpayment to a Debt Collection Agency (DCA) to
collect on their behalf.
Although distraint or referral to a DCA will be the normal process HMRC may go to court to
obtain judgment to enable it to enforce payment of an outstanding debt.

Charging Orders
Charging Orders on the customer’s primary residence will not be considered for a stand
alone tax credits debt. However, where an order is appropriate for other HMRC debts, HMRC
can include the amount of any tax credits overpayment.

Section 4 - how HMRC decide what’s affordable (direct recovery)
Time to Pay – introduction
When a customer contacts HMRC about repaying a tax credit overpayment HMRC will
discuss their ability to repay. HMRC will make an informed decision using the new tax credits
Time to Pay Negotiating Framework or, where appropriate, the information obtained relating
to income and expenditure (more details of this follows in the sections below). In all cases
special circumstances, such as employment status and receipt of benefits, are taken into
account. Where there is low affordability due to unemployment or the customer is in receipt
of sickness or incapacity benefits HMRC will arrange to either put recovery on hold or remit
the overpayment depending on the individual circumstances.

Time to Pay – up to ten years
If the customer cannot or does not wish to repay the overpayment immediately then up to 12
months Time to Pay is offered as standard. The Payment Helpline will agree a Time to Pay
arrangement up to three years for customers who can afford to repay within this period. If a
customer requires an arrangement in excess of three years, or is unable to repay due to low
affordability, the Payment Helpline will transfer the call to DMTC. If a customer asks for a
repayment period of more than 12 months, and up to ten years, then HMRC will consider the
request. HMRC will make an informed decision based on the responses to a short series of
questions, laid out on the tax credits Time to Pay Negotiating Framework. A copy of the
Negotiating Framework can be found at Section 5. Income and expenditure details are not
required for agreements up to ten years.

Time to Pay – more than ten years
If a customer requests a period longer than ten years they will have to give HMRC full
details of their income and outgoings to help HMRC see what is affordable and sustainable
for the customer. HMRC do not wish to enter into agreements with an unrealistic repayment
plan as this will cause stress for the customer and be less effective in recovering the

overpayment. When HMRC consider these cases it will take into account any exceptional
circumstances the customer advise of that may lead to extra living costs, for example, if the
customer is looking after someone who is chronically ill or disabled.
Payment arrangements set up for periods of ten years or more are reviewed periodically. If,
after ten years, the customer has consistently adhered to their payment plan HMRC will
remit any outstanding balance.
Offers of less than £10 per month
Time to Pay arrangements will not be set up for amounts of less than £10 per month, unless
the arrangement will clear the total overpayment within three years. If the customer cannot
afford to pay £10 per month HMRC will withhold recovery action for 12 months. If the
customer can still not afford to pay this minimum amount, and there is little or no prospect
for improvement, HMRC will consider remitting the overpayment.

Low affordability
In assessing a customer’s ability to repay an overpayment, HMRC compare their actual
expenditure with figures provided by research carried out by the Office for National Statistics.
HMRC will ask customers for an explanation if they say they have to spend more.
HMRC understand that customers have less discretion or control over existing commitments
and fixed costs as listed in the following chart, and HMRC will take these fully into account
unless they appear excessive.
Rent

Pension payments

Mortgage

Life assurance

Secured loans

HP or conditional sale

Council Tax

TV licence

Court fines

Maintenance or child support

The Income and Expenditure form shows, in more detail, the information HMRC ask
customers to provide if they want to spread their instalment payments over more than ten
years. HMRC prefer to collect information on this form but it will accept others detailing
what’s coming in and what’s being paid out. An example of the Income and Expenditure form
can be found at Section 5.

Customer is unemployed and has no savings or assets
Where the customer advises they are unemployed, and have no savings or realisable assets,
the case will be reviewed in 12 months and consideration given to remit the outstanding
overpayment. After this period, the DTO will contact the customer to establish if their
circumstances have improved. Where the circumstances have improved sufficiently HMRC
will seek to negotiate a suitable Time to Pay arrangement. If circumstances have not
improved the DTO will remit the overpayment and notify the customer in writing.

Customer is on Sickness/Incapacity benefits
Where a customer is in receipt of Sickness or Incapacity Benefit or Employment and Support
Allowance, and has little prospect of ever gaining paid employment, HMRC will remit the
outstanding overpayment and write to the customer. If, however, there is some prospect of
the customer re-gaining paid employment HMRC will withhold any recovery action for a

suitable period of time and then review the customer’s financial circumstances and their
ability to pay. HMRC will inform its decision by asking appropriate questions.

Customer is unable to meet living expenses
As explained in the introduction, HMRC can recover overpayments from customers in two
ways:



recovery from an ongoing tax credits award
direct recovery

Benefits and Credits manage the process for recovery from an ongoing award. The customer
should call the Tax Credits Helpline (0345 300 3900) for any queries about recovery from an
ongoing award.
DMB manage the direct recovery process including cases where a customer cannot afford to
repay an overpayment.
If the DMTC establish that a customer cannot currently make an arrangement to repay an
overpayment and meet their living expenses at the same time they will refer the case to the
DTO.
The DTO will look at each case on its own merits and at the ability of the customer to make
repayments. COP 26 underpins this activity.
The DTO may need to phone the customer to obtain documentary evidence of income and
expenditure details. If the DTO cannot contact the customer by phone it will write and ask the
customer to get in touch.
The letter will have the phone number of the DTO. If the customer gets in touch, the DTO will
discuss the current income and expenditure to establish whether anything has changed since
initial contact with the customer.
In some cases the DTO will set a date for a further review, usually 12 months but shorter if
appropriate, if the customer’s circumstances are expected to change (for example by
returning to employment or self-employment).
If the customer still does not have the means to clear the overpayment, and there is little
prospect of the position changing then the DTO will consider remitting the overpayment. The
customer will be informed, by letter, of the outcome.

Special circumstances
Mental health cases
HMRC will deal with mental health cases carefully and sympathetically to avoid distress to
the customer.
HMRC will need a letter from a health care professional or mental health social worker
explaining the mental health problem to enable it to deal with these cases. The evidence
should include the nature of the illness and as far as possible, whether the illness is likely to
be long-term (for example, schizophrenia) or where the prospects for recovery are expected
to be good.
If the information has not been provided HMRC will need to write to the claimant or third
party asking for the documentary evidence.

If the mental health problems existed at the time the overpayment occurred then Benefits
and Credits can consider whether exceptional circumstances are such that writing off the
overpayment is appropriate. If the mental health problems exist at the time the overpayment
is being recovered then DMB will review the circumstances. The DMB office to write to is
DMB, Ryscar House, Faraday Way, Blackpool, FY2 OJJ.




For sole debts HMRC will write to the third party and the customer to let them know
that it will not continue with recovery of the overpayment.
For joint debts HMRC will continue with recovery from the other partner in line with
the section above.
For Household Breakdown cases HMRC will write to the customer to advise them
that it will not continue with recovery of their share of the debt. However, HMRC will
pursue the ex-partner for their share of the debt (more information is available at
section 3).

For more information on how HMRC deal with customers with mental health issues please
go to www.hmrc.gov.uk/manuals/dmbmanual/DMBM585185.htm

Exceptional circumstances
In exceptional circumstances, for example if a customer or family member of the customer is
seriously ill HMRC may be able to put direct recovery of an overpayment on hold until the
customer is able to fully discuss their financial situation. DMB may write off the overpayment
altogether. Customers/advisors should phone the Payment Helpline to explain the
exceptional circumstances.

Section 5 – useful information

Useful Tax Credits Helpline numbers

Tax Credits Helpline
name

opening hours

contact number
telephone

8.00 am to 8.00
textphone
pm
customer Helpline
seven days a
week
overseas

description

0345 300 3900

for information about tax credits,
including Working Tax Credits and Child
Tax Credits

0345 300 3909

also for customers wishing to give
information about possible tax credit
fraud or abuse

for customers living abroad who are not
+44 28 9053 8192 able to contact HMRC using the 0845
number

intermediaries
priority line

8.00 am to 8.00
pm
telephone
seven days a
week

0845 300 3946

tax credit
overpayment
Helpline

8.00 am to 8.00
pm
telephone
seven days a
week

0845 302 1429

for information about tax credits,
including Working Tax Credits and Child
Tax Credits

all customer enquiries regarding the
recovery of an overpayment of tax credits

Business process flowchart

First letter of notification
(TC610)

First and second reminder
letters
(IDMS99)

Phone call from Debt
Management Telephone
Centre

Letter warning customer of
enforcement action

Phone call from Debt
Technical Office and/or visit
from Field Force Officer

Possible Distraint action or
referral to a DCA

An example of the initial letter TC610 asking for repayment

Tax Credits
Time To Pay Negotiating Framework
For use in TTP requests for tax credits debts where the customer
requires above a year and up to 10 years to repay the debt

Confirm you are speaking with someone who can discuss TTP by following
caller verification helpcard

How much can they afford to pay now?

How long do they think they need to pay the remainder?

How much do they have left over each month after all essentials have been
paid?
How much could they afford to pay each month to clear their tax credits
debt?

Is there going to be any change in their circumstances which might make it
easier or harder for them to pay?

Negotiate the best sustainable arrangement
Ask for an initial payment by debit card or credit card
Ask if possible for instalments of at least £10 a month
Encourage instalment payments by Direct Debit and set up the payment plan using NDDS
Postpone taking any further action on the debt if the customer has no income from employment, no
savings and no realisable assets, and b/f the case for review in 6/12 months
Advise the customer to contact us immediately if there is a change in their ability to pay
Advise what will happen if they fail to make payments and don’t contact us to explain their difficulty

An example of the income and expenditure form used by HMRC

An example of the income and expenditure form - continued

