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	Amnesty for tax credit overpayments 

EDM 546




Please sign Early Day Motion 546

That this House welcomes the government’s pledge to end child poverty by 2020 and acknowledges the progress it has made so far; but is concerned that the continued problems in the administration of the tax credits system highlighted in the reports of June 2005 from Citizens Advice, the Parliamentary Ombudsman and The Adjudicator for Her Majesty’s Revenue and Customs; is concerned at the level of overpayments created and the difficulties and hardships for families caused when these overpayments are recovered automatically from future tax credits entitlements; and calls on Her Majesty’s Revenue and Customs to introduce an amnesty in respect of all overpayments of Tax Credits made in the tax years 2003/2004 and 2004/2005 unless the overpayment was caused by fraud on the part of the claimant.

CPAG supports the Government’s aim of tackling child poverty and we welcome the increased financial resources provided through the new tax credits. However, recently released official statistics
 show the extent of overpayments under the new tax credit scheme, and recent reports from Citizens Advice,
 the Parliamentary Ombudsman
 and The Adjudicator’s Office
 all demonstrate the hardship that recovery is causing many low-income families.

CPAG supports this EDM because:

· We are concerned about the hardship caused to families by recovery of tax credits incurred in 2003/04 and 2004/05.

· We believe that the burden of assessing disputed overpayments will overwhelm Her Majesty’s Revenue and Customs (HMRC) precisely when it needs to do the work to ensure the same level of overpayments do not occur in future. 

· We believe that public confidence in tax credits has been tarnished and needs to be restored.

Recent statistics published by HMRC show that one-third of all awards were overpaid, that is 1.9 million awards out of a total of 5.7 million awards made in 2003/04. 
Though HMRC can currently decide not to recover in certain circumstances (as set out in ‘COP 26’
), it is clear that this is being done only if claimants dispute overpayments after they have begun to be recovered – the computer automatically recovers unless it is stopped. Since the onus is placed on the claimant to dispute an overpayment the official presumption is that claimants are in a position to understand fully the award notices sent to them by HMRC. CPAG’s experience, and that brought out in the three reports mentioned above, demonstrates that this assumption is not only unreasonable but divorced from reality. 

Hardship

The recovery of past overpayments out of a current award can substantially reduce family incomes to well below the level of tax credit support – sometimes wiping out the award altogether. Since many of the poorest families are those who have frequent changes of circumstances and large awards (and so a larger ability to build up an overpayment), these are also the families that risk being disproportionately affected by overpayment recovery. Overpayment recovery is causing hardship to families now. The long-term solution is to reduce the incidence of overpayments and moderate recovery but given the situation after the first two years, there is an urgent need to stop recovery now, via an amnesty, and then to build on this by improving systems and delivery.
Burden on HMRC

CPAG believes HMRC needs to review its systems and delivery to reduce the incidence of overpayments in the future. We welcome the Paymaster General’s statement (26 May 2005) implying HMRC may try to do this but we believe this will be difficult without an amnesty since HMRC is mired in dealing with past overpayment recovery. If HMRC were to exercise its discretion properly and fairly, as implied in COP 26 but as CPAG believes is not currently being done, it would need to go through each of the 1.9 million overpaid awards. Not to do so is to fail to exercise its discretion, to recover automatically and to risk placing vulnerable children in hardship. To do so is a massive undertaking and one compounded by the programme of staff reductions following the Gershon review. 

Public confidence

Child tax credit and working tax credit are crucial to the delivery of the key official target of halving child poverty by 2010/11 and eradicating it by 2020. Each of the reports mentioned initially highlighted problems and maladministration that were of HMRC’s making – resultant from a poorly administered and complex system. The problems were highlighted in significant recent media coverage. CPAG believes that in order to protect and build on the vital recent reductions in child poverty public confidence in the tax credits must be ensured. This cannot be done when the action of the very system designed to reduce child poverty is placing so many children in hardship. An amnesty would demonstrate powerfully and publicly that HMRC’s first objective through the tax credit system is to get a decent and stable income through to those families who need it.


Contact

If you or a member of your staff want to find out more on this issue please contact Paula Twigg on 020 7812 5237 ptwigg@cpag.org.uk
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