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Child Poverty Action Group works on behalf of the one in four children in Scotland 
growing up in poverty. It doesn’t have to be like this. We use our understanding of 
what causes poverty and the impact it has on children’s lives to campaign for policies 
that will prevent and solve poverty – for good. 
 
We provide training, advice and information to make sure hard-up families get the 
financial support they need.  
 
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.  
 
Introduction 
There are two types of tax credit; child tax credit and working tax credit. You may get either or both. 
Tax credits are administered by Her Majesty’s Revenue and Customs (HMRC).  
 
Tax credits are being replaced by universal credit. If you are currently getting tax credits, you can 
continue to get them unless you make a claim for universal credit, and you 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 has been delayed due to the coronavirus pandemic. See Tax credits: moving 
on to universal credit for more information.  
 
Claiming tax credits 
It is no longer possible to make a new claim for tax credits, unless you are a frontier worker (work in 
the UK but live in another EEA state). However:  
 

 If you already get child tax credit, you can start to claim working tax credit. 

 If you already get working tax credit, you can start to claim child tax credit.  

 If you got a tax credit in one tax year, you can claim for the following tax year. 
 
In these cases, claims must be made by telephone to the Tax Credits Helpline 0345 300 3900. 
 
 

http://www.cpag.org.uk/content/tax-credits-moving-universal-credit
http://www.cpag.org.uk/content/tax-credits-moving-universal-credit


Who qualifies for tax credits 
Child tax credit 

• You must be at least aged 16.  
• You must be responsible for a child (or children).  

 
You continue to qualify of you are responsible for a child until 31 August after their 16th birthday (or a 
further three months if a 16/ 17-year-old registers with the Careers Service). If the child stays on at 
school or full-time, non-advanced education or approved training, you can claim until their 20th 
birthday. For more information, see CPAG in Scotland’s leaflet, Parents claiming for young people in 
further education or training. 
 
Working tax credit 
You qualify as long as you meet 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 or is entitled to carer’s allowance, or in hospital or prison. 
 

 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 severe disablement allowance; or  
– 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;  
(There is also a way to qualify for some people returning to work on reduced pay after 20 weeks of 
illness – see CPAG in Scotland’s leaflet Tax credits for disabled workers for more information.) 
 

 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 over the page. 

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
http://www.cpag.org.uk/content/tax-credits-for-disabled-workers


 
Work 
 
To get WTC, you must be in paid work, or expect to get paid. You may be employed or self-employed. 
If you are employed, entitlement depends on your normal working hours. If you are self-employed, 
your work must be organised and regular, on a commercial basis, with a view to making a profit, and 
your working hours include all activities necessary to the business.  
 
A temporary change in working hours due to coronavirus, or if you are on furlough, does not affect 
your WTC. This rule remains in place for as long as the government’s Coronavirus Job Retention 
Scheme is open and for a further 8 weeks if you return to work and intend to resume your usual 
hours. If you stop working permanently, or your normal working hours are permanently reduced to 
below the required number in your circumstances, there is a four week run-on, during which you 
remain entitled to WTC. You can continue to be treated as in work during 28 weeks of sickness or 39 
weeks of maternity leave. 
 
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 been 
living in the UK for at least three months and have a ‘right to reside’ in the UK (see CPAG in Scotland’s 
leaflet Tax credits for people from abroad). 
 
 
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. Your maximum award is reduced by 41% of 
your income over a certain threshold (see over the page). 
 
 

Examples 
Sam is a lone parent aged 26 and has one child aged 3. She is not working. She was already entitled 
to CTC and remains eligible as long as she is responsible for a child.  
 
Hassan and Kamala have two children aged under 16. Hassan has just started working 40 hours a 
week. They were already entitled to CTC, and can now qualify for WTC. 
 
Rob is single. He is working 16 hours a week and was previously on employment and support 
allowance for two years. He has chronic back pain as a result of which he can only work 3 days a 
week. His daughter aged 10 has just come to live with him. He was already entitled to WTC, and 
can now qualify for CTC. 

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


Element 
 

Annual 
(2021/22 rates) 

Conditions 
 

Child tax credit   

Family element 
 
 

£545 
 
 

One per family if you are responsible for a child born 
before 6 April 2017 
 

Child element 
 
 

£2,845 
 

One for each child, but not for a third or subsequent 
child born on or after 6 April 2017 – subject to 
exceptions (see ‘Two child limit’) 

Disabled child element 
(lower rate) 
 
 

£3,435 One for each child who gets any rate of disability living 
allowance (DLA) or personal independence payment 
(PIP) 
 

Disabled child element 
(higher rate for severely 
disabled child) 
 

£4,825 One for each child (in addition to disabled child element) 
who gets the highest rate of the care component of DLA 
or enhanced rate for daily living of PIP  
 

Working tax credit   

Basic element £2,005 One basic element is always included 

Lone parent element £2,060 One if you are a lone parent 

Couple element £2,060 One if you are a couple making a joint claim. 

Disabled worker element 
 
 
 

£3,240 
One if you are a disabled worker (see ‘Who qualifies for 
tax credits’ above). For a couple, if both of you are 
disabled workers, you get two disability elements 

Severe disability element 
 
 
 
 

£1,400 
One if you or partner get DLA highest rate care 
component or PIP enhanced 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 
 
 
 

£830 
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 actual 
average weekly 
childcare costs 

Payable for the costs of registered childcare. Lone 
parents must be working at least 16 hours a week. 
Couples must usually both be working at least 16 hours 
a week, unless one is incapacitated, a carer, in hospital 
or in prison.  
The maximum payable is: £122.50 for one child, or £210 
for two or more children 
 

 



Two child limit 
 
The two child limit applies to a third or subsequent child born on or after 6 April 2017.  
CTC child elements are payable for: 

 a first or second child; 

 any child born before 6 April 2017; and 

 a third or subsequent child born on or after 6th April 2017 to whom an exception applies. 
 
Exceptions to the two child limit 

The child element is payable for a third or subsequent child born on or after 6 April 2017 who is: 

 part of a multiple birth, other than the first child in a multiple birth where you are already 

responsible for two or more children; 

 adopted by you from local authority care, or placed with you for adoption;  

 a child for whom you are responsible under ‘non-parental caring arrangements’, under certain 

legal provisions or who would otherwise be at risk of going into care; or a child whose parent is a 

child or qualifying young person for whom you are responsible; 

 likely to have been conceived as a result of rape or in a coercive or controlling relationship, and 

you are not living at the same address as the perpetrator. You must provide evidence from an 

approved person that you had contact with them or another approved person about the rape or 

coercive or controlling relationship. A list of approved persons is to be set out in guidance but is 

expected to include with health care professional, police officer, social worker, registered 

counsellor, independent sexual violence adviser or other approved organisations such as specialist 

rape charities. 

 
Third or subsequent child 
 
The order of children, i.e. whether the child is the first, second, third or subsequent child is 
determined by allocating each child a date as follows: 

 if you or your partner are the parent of the child, the child’s date of birth; or 

 in any other case, the date you or your partner became responsible for the child. 
 
The order of children is decided according to the earliest of these dates, i.e. the child with the earliest 
allocated date is the ‘first child’, and so on.  However, a child who comes under the exception for 
adoption or non-parental caring arrangement is not counted for the purposes of the two child limit. 



How income affects your award 
If 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 
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:  

 £6,565 if you are entitled to WTC elements only or together with CTC elements, or  

 £16,480 if you are entitled to CTC elements only and not to WTC.  
If income is above the threshold, your award is reduced by 41% of income above the threshold. 
 
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. 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. 
 
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). 
 
At the start of the tax year, 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 £2,500 or less, 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 more than £2,500, 

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 £2,500 or less, 
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 more than £2,500, 

your award is based on current year’s income minus the £2,500.  
 



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 £2,500 or less, 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. Note also that HMRC may use an estimate based on real time information on 
wages it receives directly from your employer.  

 
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 joint claim, 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. 
 

Example 
From 6 April 2020 to 5 April 2021, Kim worked part time and earned £6,000. From 6 April 2021 to 5 
April 2022, she increases her hours and earns £8,000. She has no other relevant income. Her tax 
credit award for 2021/22 is based on income of £6,000 because the increase was below the £2,500 
disregard. From 6 April 2022, her new tax credit award is based on income of £8,000. She needs to 
give HMRC details of her earnings before 6 April 2022 to avoid being overpaid. 

Example 
Maya claims CTC and WTC, and her 2020/21 income was £15,000. In 2021/22, she expects to earn 
less than this. She gives HMRC an estimate of £10,000 for 2021/22 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 
2021/22 income is £13,000. This means that income has not decreased by more than the £2,500 
disregard, so her 2021/22 entitlement is still based on previous year income of £15,000. Because of 
this she has been paid more tax credits than she is entitled to, and is asked to repay the 
overpayment. 

http://www.cpag.org.uk/content/tax-credit-overpayments


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 normally working the required number of hours a week (at least 16, 24 or 30 hours 

per week, depending on your circumstances). HMRC says you do not need to report a 
temporary change in working hours, and this does not affect your WTC for at least 8 weeks.  

• You stop being responsible for a child or young person; 
• A child or young person stops qualifying for support (eg, when they leave education);  
• You leave the UK permanently, or for more than 8 weeks (12 due to illness or bereavement);  
• For child tax credit, you lose the right to reside in the UK.  

 
HMRC can impose a £300 penalty if you fail to notify these events within one month (three months if 
you are a key worker). A checklist of changes, TC602 (SN), is available from HMRC. If circumstances 
change that increase your tax credits, you should notify HMRC as soon as possible. Increases can 
usually only be backdated for up to one month (three months if you are a key worker). 
 
If you claim universal credit, your tax credits will be automatically terminated and it will not be 
possible to get tax credits reinstated.  
 

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. 
 
© Child Poverty Action Group, April 2021 
Child Poverty Action Group is a charity registered in England and Wales (registration number 294841) 
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CPAG in Scotland’s Tax Credits & Early Years Project is funded by the Scottish Government. 

https://www.gov.uk/government/publications/tax-credits-check-your-award-notice-tc602sn
mailto:advice@cpagscotland.org.uk
http://www.cpag.org.uk/scotland/taxcredits

