
 

6. Tax credits – the basics 
 

Updated April 2014 

 

Tax credits – the basics is one of a series of Child Poverty Action Group in 
Scotland leaflets giving guidance to advisers and those working with families in 
Scotland about aspects of the tax credit system of particular concern. Child 
Poverty Action Group promotes action for the prevention and relief of poverty 
among children and families with children. 
 
Introduction 
This leaflet explains the basic qualifying conditions for tax credits and how the system works. 
There are two types of tax credit; child tax credit and working tax credit. You claim them 
together and may get either or both. Tax credits are administered by Her Majesty’s Revenue 
and Customs (referred to as HMRC in this leaflet). Tax credits are gradually being replaced 
by universal credit. You can still claim tax credits if universal credit has not been introduced 
in your area and circumstances. If you are already getting tax credits when universal credit is 
introduced, you will continue to get them and will be able to renew your claim until you are 
transferred onto universal credit. The process of transferring most people from tax credits to 
universal credit is planned to be completed by the end of 2017. 

 
The tax credit system aims to support: 
 

• Families with children, whether in work or not  
• Working people who are disabled  
• Older workers  

 
Tax credits can also help with childcare costs for working families. 
 
Claiming tax credits 
 
Claim tax credits on form TC600 available from the Tax Credits Helpline (0345 300 3900, 
text phone 0345 300 3909). You can still make a new claim for tax credits until universal 
credit has been introduced in your area. If you get universal credit, you cannot make a new 
claim for tax credits. 
 
You make a joint claim, ie, you both claim together if you are married or registered civil 
partners or are living together as though you were married or civil partners. You make a 
single claim if you are not a member of a couple. 
 
HMRC checks that you pass the qualifying conditions and applies an income test to see if 
you are due an award. 
 

 



Your claim needs to be renewed each year. Annual Review and Declaration forms are sent 
out after the end of the tax year in April. These forms ask you to confirm your income and 
circumstances for the previous year. The forms also renew your claim for the year ahead. 
(See CPAG in Scotland leaflet Tax credits annual review for more details.) 
 
Who qualifies for tax credits 
 
There are different qualifying conditions for child tax credit (CTC) and working tax credit 
(WTC). You may qualify for CTC or for WTC or for both together. 
 
Child tax credit 
 

• You must be at least aged 16.  
• You must be responsible for a child (or children).  
• You must pass the residence and immigration tests (see below).  

 
You can claim for a child under the age of 16. If the child leaves school at 16, you can claim 
until 31 August after their 16th birthday (sometimes longer if a 16 or 17-year-old registers 
with the Careers Service). If the child stays on at school or full-time, non-advanced 
education or certain kinds of training, you can usually claim until they leave, but not beyond 
their 20th birthday. For more information, see CPAG in Scotland’s leaflet, Parents claiming 
for young people in further education or training. 
If your child lives in two households and two people want to claim for the child, you can 
decide between you who makes the claim. If you cannot agree, HMRC will choose for you 
based on who it thinks has main responsibility. 
 
Working tax credit 
 
You qualify if you pass the residence and immigration tests (see below) and you pass any 
one or more of the following four conditions. 
 

 Responsible for a child  
– you are aged 16 or over; and  
– you are a lone parent and work at least 16 hours a week; or 
– you are a couple with children, and you work 24 hours between you, with one working 
at least 16 hours a week. If only one of you works 24 hours, you will qualify; or 
– you are a couple with children, and one of you works at least 16 hours a week, and the 
other is getting a disability benefit (the main ones are as listed under disabled worker 
below) or is entitled to carer’s allowance  

 

 Disabled worker  
– you are aged 16 or over;  
– work at least 16 hours a week; and  
– you have a disability that is listed in the notes that come with the tax credits claim form; 
and  
– you get disability living allowance or personal independence payment (or another 
disability benefit listed in the notes) or you were getting at some time in the last 26 weeks 
before your claim one of the following;  

– incapacity benefit; or  

http://www.cpag.org.uk/content/parents-claiming-young-people-further-education-or-training
http://www.cpag.org.uk/content/parents-claiming-young-people-further-education-or-training


– employment and support allowance (ESA) for at least 28 weeks (including periods 
on statutory sick pay or on credits after ESA has ended); or  
– a disability premium; or  
– severe disablement allowance  

 
(There is also a way to qualify for some people returning to work on reduced pay after 20 
weeks of limited capability for work – see CPAG in Scotland’s leaflet Tax credits for disabled 
workers for more information.) 
 
For couples, the person with the disability must work 16 hours or more to qualify under this 
condition. 
 

 Aged 25 or over  
– you are aged 25 or over; and  
– work at least 30 hours a week.  

 

 Aged 60 or over  
– you are aged 60 or over; and  
– work at least 16 hours a week.  

 
Help with childcare costs is provided through a childcare element of WTC. To get this help, 
you must first pass one of the WTC qualifying conditions described above, and meet the 
specific childcare element rules outlined in the table below. 
 
Residence and immigration tests 
 
You must be present and ordinarily resident in the UK. You can still get tax credits for the 
first 8 weeks (or 12 weeks due to illness or bereavement) of a temporary absence abroad. If 
you are a ‘person subject to immigration control’, you usually cannot get CTC or WTC unless 
you are claiming jointly with a partner who is not subject to immigration control. A ‘person 
subject to immigration control’ is someone whose leave to enter or remain in the UK is 
subject to a public funds restriction, or who does not have the required leave or who is a 
sponsored immigrant. For CTC, you must also have a ‘right to reside’ (see CPAG in 
Scotland’s leaflet Tax credits for people from abroad). 
 

 
 
 

Examples 
Sam is a lone parent aged 26 and has one child aged 3. She is not working. She is 
eligible for CTC. 
 
Hassan and Kamala have 3 children aged under 16. Hassan works 40 hours a week. 
They are eligible for CTC and WTC. 
 
Rob is single and has no children. He is working 16 hours a week and has just stopped 
getting long-term incapacity benefit. He has chronic back pain as a result of which he can 
only work 3 days a week. This is listed as a disability in the claim form notes. He is eligible 
for WTC. 

http://www.cpag.org.uk/content/tax-credits-people-abroad


How much do you get 
 
If you meet the basic conditions for CTC or WTC or both, the amount you get depends on: 
 

• which elements you are entitled to;  
• how much income you have; and  
• whether an overpayment is being deducted.  

 
Which elements are you entitled to 
 
Tax credit awards are made up of a number of elements. Adding together the elements for 
your circumstances gives you the maximum tax credits award. You can use the chart on the 
right to work out the weekly amount of the maximum award. You might get less than this if 
HMRC is recovering a previous overpayment. Your award may be reduced to take account 
of your income (see below). 
 
How income affects your award 
 
While you get income support, income-based jobseeker’s allowance, income-related 
employment and support allowance or pension credit, your award is maximum tax credits 
(the total of all the elements to the right that you are entitled to). There is no further income 
test. Otherwise, if you are not on these benefits, you get maximum tax credits if your income 
for the year is at or below a set threshold: £6,420 if you are entitled to WTC elements only or 
together with CTC elements, or £16,010 if you are entitled to CTC elements only and not to 
WTC (2014/15 rates). If income is above the threshold, your award is reduced. 
 
What income counts 
 
The income that counts is your taxable benefits, gross earnings from employment, taxable 
profits from self-employment, pension income, savings income and other taxable income. 
Income from savings or pensions (and a few other sources) only counts if it is over £300 a 
year in total; the first £300 is ignored. Both your incomes count if you are claiming jointly as 
a couple. Rules on what counts as income can be complex, so check the notes that go with 
your tax credit form and seek advice if you are unsure. There is no limit on the savings or 
capital you can have, and no reduction to your award, except that interest and other income 
earned from the capital is taken into account. 



 
Element 
 

Weekly 
(2014/15) 

Conditions 
 

 
Child tax credit    
Child element £52.78  One for each child 

Disabled child element £59.43  One for each child who gets any rate of 
   disability living allowance (DLA) or personal 
   independence payment (PIP) 

Severely disabled £24.08  One for each child who gets the highest rate 
child element   of the care component of DLA or higher rate 
   for daily living of PIP 

Family element £10.50  One per family 
    
    
Working tax credit    
Basic element £37.24  One basic element is always included 

Lone parent element £38.22  One if you are a lone parent 

Couple element £38.22  One if you are a couple making a joint claim. 

Disabled worker  £56.35  One if you are a disabled worker (see ‘Who 
element   qualifies for tax credits’ above). For a couple, if 
   both of you are disabled workers, you get two 
   disability elements 

Severe disability  £24.08  One if you get DLA highest rate care 
element   component or PIP higher rate for daily living or 
   higher rate attendance allowance. For a couple, 
   if both of you qualify, you get two severe 
   disability elements 

30-hour element £15.40  One if you work at least 30 hours pw. Couples 
   with children can combine hours to reach the 
   threshold. Only one element is paid even if 
   both work 30 hours 

Childcare element 70% of  Payable for the costs of registered childcare. 
 actual costs,  Lone parents must be working at least 16 
 up to max.   hours a week. Couples must usually both be 
 £175 for  working at least 16 hours a week, unless one 
 one child  is incapacitated, a carer, in hospital or in prison. 
 £300 for   
 two or more  The maximum payable works out as: £122.50 
 children  for one child, or £210 for two or more children 
    
    
 
 
The maximum amount of CTC is subject to the benefit cap, if there is no entitlement to WTC. 
 
This means that if the total child tax credit, child benefit, housing benefit and most benefits 
for adults add up to more than £500 a week, your payment may be restricted. The benefit 



cap does not apply if you, your partner or a child receives DLA or PIP. There are a few other 
exceptions – see CPAG’s Welfare Benefits and Tax Credits Handbook for more information. 
 
Your income figure needs to be for the whole tax year (6 April in one calendar year to 5 April 
in the next). If you are an employee, you should receive a year-end statement of income 
from your employer (form P60). The figure to use for tax credits is your gross income before 
tax and National Insurance. If you get benefits, the DWP should give you a statement of 
taxable benefits at the end of the tax year. Not all benefits are taxable so not all benefits 
count as income for tax credits. If you are self-employed, you normally use the figure from 
your self-assessment tax return. 
 
Which year’s income counts 
 
To decide whether you are below or above the threshold and how much your award should 
be, HMRC uses either the previous year’s income (the tax year, 6 April to 5 April, before 
your award begins) or the current year’s income (the tax year in which your award is made). 
 
When you first claim, you are asked for details of previous year’s income and this is what 
your award is based on. But the award can change in some cases if current year’s income is 
lower or higher than the previous year by more than a disregarded amount. When your 
annual award comes to an end in April, HMRC asks you for details of current year’s income 
and makes a comparison with previous year’s income. 
 

• If current year’s income is lower than previous year’s, but the difference is less than 
£2,500, your award is not adjusted and is still based on the previous year income.  

 
• If current year’s income is lower than previous year’s, and the difference is £2,500 or 

more, your award is based on current year income, plus £2,500.  
 

• If current year’s income is higher than previous year’s, but the difference is less than 
£5,000, your award is still based on previous year’s income  

 
• If current year’s income is higher than previous year’s, and the difference is £5,000 or 

more, your award is based on current year’s income minus the £5,000.  
 
You should not wait till the end of the year to tell HMRC if current year’s income is going to 
be lower or higher than previous year’s. If you tell HMRC as soon as possible, they can 
reassess your award straight away. This reduces the risk of being over or underpaid. 
 
If current year’s income exceeds previous year’s by less than £5,000 , this does not affect 
your award in the current year but does affect it the year after, starting from 6 April. The 
process of renewal can take a few months so do not wait until you get the Annual 
Declaration forms but tell HMRC straightaway so they know how much to pay you from 6 
April. 
 
 
 



 
Giving an estimate 
 
If you give HMRC an estimate of this year’s income and they base your award on it, you 
should keep them informed if your estimate turns out to be wrong. Bear in mind that the 
disregard only applies to increases in income this year compared with last year. If your 
actual income this year turns out to be higher than the estimate of this year’s income HMRC 
has based your award on, you could have an overpayment to repay. 

 
 
How overpayments affect your award 
 
If you have been overpaid tax credits, HMRC may seek to recover this from you by reducing 
your award or, if you are no longer entitled to tax credits or you are in a different household, 
by asking you to repay it directly. If the overpayment was the fault of HMRC and you claimed 
correctly, checking your award and notifying any changes or errors, it should not be 
recovered. If recovery causes you hardship, you can ask them to write off the overpayment 
or recover it at a lower rate. See CPAG in Scotland’s leaflet to Tax credit overpayments for 
more information about how to go about challenging an overpayment and for details of how 
much HMRC can deduct from your award to pay back an overpayment. 
 
Changes in circumstances 
 
Keep HMRC informed of changes of circumstances and income. This will help you avoid 
being underpaid or overpaid tax credits. 
 
You must tell HMRC when 
 

• You stop being part of a couple, or start being part of a couple  
• Your childcare costs stop or go down by £10 or more per week for 4 weeks in a row  
• You stop working at least 16 hours per week  

 

Example 
From 6 April 2012 to 5 April 2013, Kim worked part time and earned £6,000. From 6 April 
2013 to 5 April 2014, she went full-time and earned £10,000. She has no other relevant 
income. Her tax credit award for 2013/14 was based on income of £6,000 because the 
increase was below the £5,000 disregard. From 6 April 2014, her new tax credit award is 
based on income of £10,000. She needs to give HMRC details of her earnings before 6 
April 2014 to avoid being overpaid at the start of the new award. 

Example 
Maya claims CTC and WTC, and her 2013/14 income was £15,000. In 2014/15, she 
expects to earn less than this. She gives HMRC an estimate of £10,000 for 2014/15 
income. HMRC revises her award based on the reduced income plus the £2,500 
disregard = £12,500. She starts doing regular overtime and earns more than she 
expected to. At the end of the year, she reports that her actual 2014/15 income is 
£13,000. This means that income has not decreased by more than the £2,500 disregard, 
so her 2014/15 award is still based on £15,000. Because of this she has been paid more 
tax credits than she is entitled to, and is asked to repay the overpayment. 



• You are a couple with children and stop working at least 24 hours a week between 
you  

• You stop working at least 30 hours per week  
• You stop being responsible for a child or young person  
• A child or young person dies or stops qualifying for support (eg, when they leave 

education or training)  
• You leave the UK permanently, or for more than 8 (or 12 due to illness or 

bereavement) weeks  
• For child tax credit, you lose the right to reside in the UK  

 
HMRC has the power to impose a £300 penalty if you fail to notify these events within one 
month. A checklist of changes, TC602 (SN), is available from HMRC. If circumstances 
change that increase the maximum tax credits you could get, you should notify HMRC as 
soon as possible. Increases can usually only be backdated for up to one month. 
 
Passported benefits 
 
As a tax credit claimant you can also get the following help (if you also meet other conditions 
of entitlement). 
 
Health benefits (including help with dental treatment and glasses) – If you get CTC, or 
both CTC and WTC, or WTC that includes a disability or severe disability element and in 
each case your annual income for tax credit purposes is £15,276 or less. 
 
Healthy Start Scheme (Free vitamins and vouchers for milk, fruit or vegetables if you 
have a child under 4 or are pregnant) – If you get CTC and your annual income for tax 
credit purposes is £16,190 or less and you are not entitled to WTC (except for during the 
four-week run-on after stopping work). 
 
Social fund maternity and funeral grants – If you get CTC of more than the family 
element (£545 a year) or WTC which includes a disability or severe disability element. 
 
Free school lunches – If you get CTC and you do not get WTC and your annual income for 
tax credit purposes is £16,010 or less. You can also qualify if you get WTC and your annual 
income for tax credits purposes is £6,420 or less or during the four-week run-on after 
stopping work.  
 
 
 
 
 



Further information and advice 
 
Child Poverty Action Group in Scotland 
0141 552 0552 advice line for advisers on benefits and tax credits, 
Monday to Thursday 10am to 4pm, Friday 10am to 12 noon 
 
Email: advice@cpagscotland.org.uk  
email advice for advisers on benefits and tax credits 
 
Website: www.cpag.org.uk/scotland/taxcredits  
for more tax credit leaflets from CPAG in Scotland 
 
CPAG publishes the Welfare Benefits and Tax Credits Handbook, a comprehensive guide to 
benefits and tax credits for claimants and advisers.  
 
CPAG in Scotland’s advice line is only for advisers. If you are having problems with your 
own tax credit or benefit claim and are in need of advice you should contact your citizens 
advice bureau or other local welfare rights service. 
 
HM Revenue and Customs 
Tax Credit Helpline 0345 300 3900 
(textphone 0345 300 3909) 
 
Website: www.hmrc.gov.uk  
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