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Timetable for change ? 

• As I am sure you are aware changes proposed in the budget are now on 
hold as a result of the House of Lords vote on 26th October to delay Tax 
Credit cuts until Government responds to IFS impact analysis 

• The changes we will discuss today are those proposed in the budget and 
we will have to wait and see the new proposals in the Chancellor’s Autumn 
statement on 25th November. 

• Current Speculation is that changes to Tax Credits will be amended to: 
• Reduce the earnings threshold by less than amount proposed or 
• Introduce changes more gradually e.g. those already claiming receiving a reducing 

rate of ‘transitional protection’ over a number of years or 
• Reduce the taper rate by less than amount proposed or 
• Apply changes to new claimants only 

• The situation on other proposed changes is unclear 



Overview 

• Changes announced in the budget will be introduced in two tranches 
• April 2016 and April 2017 

• Many of the changes will affect current claimants not just new claimants 
and there will be no transitional protection 

• Claimants will be affected by a number of changes happening 
simultaneously  

• Tax Credit changes cannot be considered in isolation from other changes 
such as National Living Wage, changes to Income Tax personal allowances 

• Some of these changes may lesson the impact of reform changes but not 
all 

• The impact on ‘passporting benefits’ is still not clear 

 

 



National Living Wage will be introduced in 
April 2016 for over 25s only 

National Minimum Wage  

£6.70 

National Living Wage 

£7.20 



What is the real impact? 

• A word of warning – the figures vary depending on which report you read 
however it is very clear that the majority of working families on Tax Credits 
will be worse off and the ones with the lowest income will lose the most 
when changes are fully implemented 

• The Institute for Fiscal Studies has stated that the NLW will only 
compensate for 26% of losses due to proposed benefit and Tax Credit 
changes 

• 8.4 million working families will lose an average of £750 per year whilst 
gaining an average of £200 through NLW 

• The bottom decile will lose the most – an average of £1,340 whilst gaining 
an average £90 through NLW 

• Many people will not gain from increase to NLW – those not working, self 
employed, under 25s but will still lose income from other changes 
 



Tax Credits – Changes from 2016 

Tax Credits 
• a reduction in the working tax credit threshold from £6,420 to £3,850  

• a reduction in the child tax credit threshold from £16,105 to £12,125; 

• an increase in the taper rate (by which benefit is reduced when income 
exceeds the threshold) from 41 per cent to 48 per cent; and 

• a reduction in the income rise disregard between tax years from £5,000 
to £2,500 

• Increase in the rate of recovery of TC overpayments for some claimants 

• HMRC will increase use of private sector to collect TC debts 
 



What does this mean? 

• That claimants can earn less before it starts to affect their entitlement 
and 

• The amount they receive is reduced more quickly as earnings rise 

• The reduced income disregard means we are more likely to see year on 
year overpayments 

• Overpayments will be recovered at a higher rate reducing ongoing 
entitlement 

• The loss in Tax Credit income will be offset to some degree for those 
receiving Housing Benefit 



For Example 

• At the moment a claimant who is entitled to CTC and earning £15,000 
pa will receive their maximum entitlement of £110 per week because 
their earnings are below the threshold. 

• Under new rules they will lose 48% of everything they earn above the 
threshold which means their tax credit entitlement will be £72 

• Similarly someone who is entitled to WTC (with disability element) 
and earning £5,000 pa will receive the maximum amount of £96 

• Under new rules they will lose 48% of everything they earn above the 
threshold which means their tax credit entitlement will be £84 



Other changes 

• UC work allowances reduced or removed 
• Increased conditionality for parents 
• Benefit cap reduced to £20,000 (£23,000 in London) 
• Waiting period for Mortgage Interest Payments raised to 39 

weeks / 9 UC Assessment Periods 
• From April 2018 Mortgage Interest payments will be loans which 

must be repaid;  
• Tax Credit and LHA rates frozen for 4 years – disability and 

pensioner benefits protected 
• Housing Benefit family premium abolished 
• Social Housing rents to be reduced by 1% every year for 4 years 

 
 



Budget Changes from April 2017 

• CTC limited to 2 children and family element abolished for new 
claims/births 

• UC limited to 2 children and 'first child premium' (higher rate of child 
element for first child) abolished for new claims/births 

• Housing Costs will not be paid to unemployed 18-21 year olds 
(exceptions apply) 

• New claimants of ESA who are placed in the WRAG group will receive 
the same rate as those claiming JSA. Existing claimants will be 
unaffected. 

• Universal Credit LCW Component abolished for new claimants 



Examples - Handout 

• The cumulative changes will affect each claimant/family in a slightly 
different way 

• There are many variables: 
• Introduction of NLW will not affect everyone 
• Tax threshold changes will not affect everyone 
• Whether someone is self employed 
• Whether you are under 25 
• Whether you are on Universal Credit or Legacy Benefits 

• This means it is difficult to compare claimants 

• The following examples are explained in more detail in the handout 

 



Sarah 

• Sarah is a single disabled person age 20. She receives DLA Middle Rate Care 
and works 16hrs per week at National Minimum Wage.  She rents privately 
(shared room rate) and receives some Housing Benefit. 

• From April 2016 she will lose only £6 per week, this is because the loss of 
Tax Credits is partly offset by an increase in Housing Benefit  

• From April 2017 she will not lose any more Tax Credits but will no longer be 
eligible for any help with her housing costs and so will be £34 per week 
worse off than she currently is.   

• The situation is even worse if Sarah is on Universal Credit 
• If we compare Sarah’s total income now from all benefits/earnings to 

what she would receive in 2017 as a new UC claimant the difference is 
£114 per week.  This is a 41% drop 

 



Jo 

• Jo is a single parent of 3 children. She works 16 hrs per week at National Minimum Wage.  
Her childcare costs are £100 per week and she rents at the LHA rate which is £161 per 
week 

• In 2016 Jo will lose £16 per week. Her tax credits reduce due to change in Tax Credit 
earnings threshold but it is not offset by Housing Benefit as she already receives the 
maximum 

• In 2017 she will be £80 per week worse off in comparison to now as she will be affected 
by the changes to tax credit threshold but also only two of her children will be included.  

• If we compare Jo’s total income now from all benefits/earnings to what she would 
receive in 2017 as a new UC claimant the difference is £108 per week.  This is a 17% 
drop and more than the total child care costs she pays 

• When Sarah is paid the National Living Wage in 2016 this will offset the total loss by £15 
meaning she is only £93 per week worse off.  She does not gain from the change to 
Income Tax threshold.   

 



Tom 

• Tom is a single person age 26.  He receives income based ESA and is in 
the Work Related Activity Group.  Tom does 10 hours per week 
Permitted Work and rents at LHA rate (Shared accommodation) 

• Tom is not affected by any changes in 2016 however in 2017 he will 
not be entitled to the ESA Work Related Activity Component (WRAC) 
and so will be £29 per week worse off 

• Tom is also worse off on UC than legacy benefits 

• If we compare Tom’s total income now from all benefits/earnings to 
what he would receive in 2017 as a new UC claimant the difference 
is £44 per week.  This is a 19% drop 

 


