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The National Childminding Association (NCMA) is the only national charity and membership organisation that represents home-based childcare in England and Wales, delivered by registered childminders and nannies, with approximately 47,000 members. We promote quality home-based childcare so that children, families and communities can benefit from the best in childcare and education.

Working in partnership with Government, Ofsted, local authorities, children’s centres, extended schools and other childcare organisations, we aim to ensure that every registered childminder has access to services, training, information and support to enable them to provide a professional service. NCMA offers to work with all local authorities across England (and Wales).

We also aim to ensure that everyone who works with registered childminders has access to the information, training and support they need.

NCMA supports the underpinning principle of the childcare element of the Working Tax Credit as a means of supporting parents to access work and utilise registered childcare provision. It is important that control over what are supply-side payments is retained by parents but that childcare providers receive the appropriate payments for the work they do in a clear and transparent way.

Below is a response to part 7 of the discussion paper on tax credits. NCMA has chosen not to respond to part 6 as this raises more general issues about tax credits that NCMA does not consider to be primarily concerned with children’s wellbeing. 

Question 7.1: The Government seeks views on whether basing childcare support on actual costs incurred, and therefore paid in arrears, would simplify the system for customers, or create problems for customers and/or providers in managing their cash flow. If such a system were adopted, the Government would also welcome views on whether customers or providers should have responsibility for informing HMRC about childcare costs incurred.

NCMA believes that the priority for the childcare element of Working Tax Credit (WTC) should be to help working parents afford childcare that meets their needs and is in the best interests of their children, so as to free them to go to work without concern for their child’s wellbeing.

A move to payment monthly in arrears instead of averaging payment across the year may create short-term cash-flow discrepancies but these would be less systemic than the current system, whereby the monthly tax credit income never exactly equates to monthly childcare outgoings. However, it should be noted that parents will still receive a tax credits based on the previous month’s expenditure and so parents will only experience financial shocks in situations where actual childcare outgoings were very volatile (for example, where parents of children in full-time education went into full-time childcare during school holidays). Under situations of such volatility a tax credit averaged over the year would also not meet immediate costs. The difference month-by-month between tax credits and expenditure would only be of significance to those parents without savings or access to credit; as WTC is explicitly targeted at working parents, this is less of a concern than it would be for unemployed parents (though NCMA recognises that some working parents on very low incomes may still struggle to save and access credit). 

NCMA expects the main burden from a move to payments based on actual expenditure to result from the reporting requirements rather than fluctuations in tax credits. To expect parents to contact HMRC on a monthly basis, perhaps with receipts, constitutes a significant additional burden for parents who may already be hard pressed. In addition, NCMA is concerned that there will be additional costs to Government in administering a system whereby tens or hundreds of thousands of parents are required to report actual expenditure on a monthly basis. This may adversely affect revenue available for other, more effective interventions in the childcare market or push up taxes that adversely affect both parents and providers. 

The availability and affordability of childcare will not be improved by increasing the pressure on childcare providers. Increased burdens will reduce the number of providers and so make childcare harder to source and more expensive. NCMA believes that tax credit policy should be as invisible as possible to providers, other than being a payment they receive for the services they provide: because it is designed to put money in the hands of parents rather than providers, there is no reason why providers should become involved with the administration of tax credits in any way. NCMA would therefore caution against requiring providers to report the actual childcare expenditure of parents.

NCMA does not expect that any change would affect the cash flow of providers because providers will not vary their charging policy in light of HMRC’s decision. Childminders have contractual arrangements with parents for payment of fees, and it is at the childminder’s discretion whether they are paid in advance or in arrears and whether they are paid daily, weekly or monthly. While individual childminders may be willing to take payment monthly in arrears if this helps their clients, NCMA would caution against any efforts to require childminders to do so. Childminders operate on extremely low margins, with half having annual turnovers of less than £7,000 and half making less than £2,000 a year profit. Being obliged to shoulder extra costs (including those resulting from arrears payments) would put many at risk of failure.
Question 7.2: The Government seeks views on whether basing entitlement to childcare support on income bands, rather than a precise income level, would simplify the system for customers, relative to the current system.

NCMA believes that the gain to parents in making the tax credit system more predictable would be more than outweighed by the negative effect on some working parents from facing extremely high or negative withdrawal rates. Working parents near the top of an income band who have the opportunity of a promotion or additional work may experience reductions in their tax credit income greater than the increase in their earnings. This would create the perverse situation whereby people were worse off if they worked longer or took a better job. These would therefore face a disincentive to improve their own situation. To take an extreme example, Box 7.7 proposes that household with one child and an income of £21,999 would face a 25% reduction in the support they receive for childcare costs if the household earned an additional pound. 

It has been suggested that a degree of cushioning could be created whereby a buffer-zone is created around each boundary to avoid such perverse outcomes. This would create further confusion for parents and undermine the intended effect on transparency.

Question 7.3: The Government would also be interested in views about the appropriate balance between minimising the number of income bands to provide simplicity, and ensuring that customers do not face significant decreases in support (cliff edges) as their income increases.

A system whereby all income is taxed or all tax credits are based upon total (rather than marginal) income will always include such “cliff edges”. The only way to avoid these is to treat tax credits in the same way as taxes, with rates affecting marginal rather than total income.

Question 7.4: The Government seeks views on the advantages and disadvantages of increasing certainty for customers over their entitlement to childcare support, by basing entitlement to childcare support on the school year and on the previous year’s income.

NCMA has no strong view on the efficacy of basing tax credits on the declared expected earnings in that year or the actual earnings in previous years.

Question 7.5: The Government seeks views on whether the current system, where payments are made to the customer, remains the right approach going forward.

Members of NCMA have expressed concerns that the childcare element of WTC does not always reach the provider. This is backed up by evidence that increasing the money available to parents as a result of their childcare commitments does not automatically result in their purchasing additional childcare. There is also no correlation between tax credits and the quality of childcare. Rather, it seems that the childcare element is seen by parents as an additional and welcome source of revenue but that they continue to utilise the same amount of childcare that they did previously. It is unclear, however, whether parents factor in the additional revenue from tax credits when assessing whether to take additional work that would require increased use of childcare.

NCMA members are also concerned that they may be used to defraud the tax credits system. There is a significant amount of anecdotal evidence from childminders who claim to have provided their registration number to parents who wish to claim tax credits, only to have the child withdrawn from their care shortly afterwards. 

NCMA believes that both these situations could be ameliorated by making payments in a manner that can only be paid to registered childcare providers. It is important to draw a distinction between childcare supply and demand funding. NCMA believes there is merit in HM Treasury exploring supply side funding linked to quality outcomes to drive up quality and reward investment in skills and training. However, tax credits are supply payments for parents and, therefore NCMA does not believe that direct payments to providers are the answer, because responsibility for reporting the status and circumstances of the parent is and should remain with the parent. 
Instead, NCMA believes that payments should be made to parents in a format that can only be used to purchase childcare. Examples of means by which parents could be paid include the vouchers currently provided by some employers in lieu of wages and exempt from Income Tax and National Insurance up to £55 per week, and the Childcare Affordability Programme managed by the London Development Agency. Other models HMRC might consider include the Charity Account run by the Charities Aid Foundation and the education vouchers common in Sweden. These would make money available to parents in a format that can only be used to purchase childcare, thus ensuring that all the money was used to increase either the quantity or the quality of the childcare purchased.

NCMA would caution against making direct payments to providers, especially where providers were required to report on the childcare actually purchased. Placing the burden of reporting on providers would create additional costs that might discourage participation, cause providers to decline customers in receipt of tax credits or even cause them to leave the business altogether (as appears to have been the case following other added regulatory burdens). There is particular concern that providers may be liable for overpayments if parents circumstances change but the parents do not notify HMRC, which then continues to (over-) pay the childcare provider. An attempt to recover large sums from providers would result in considerable financial stresses and in more extreme cases, bankruptcy (for example, three quarters of childminders have an annual turnover of less than £10,000, which means that an attempt to recover even hundreds of pounds of overpayment would result in massive short-term cash-flow problems). 

While there are merits to a credit/debit card approach, an additional concern for providers would arise from any additional technology or skills required to manage the system. Childcare providers would not wish to bear the costs of installing equipment to read smart cards. In addition, it should not be assumed that all childcare providers currently have the ICT skills necessary to administer the system, so consideration would need to be given to how they are supported.
The privacy of parents need not be undermined by a payment scheme that was tied to childcare. If the vouchers used to provide parents with the childcare element of WTC were the same as those used by companies to pay working parents, or if payment was made to an account from which only childcare providers could be paid, parents would continue to enjoy discretion in that providers would not know that they were in receipt of tax credits.
Question 7.6: The Government is interested in identifying all options to simplify the delivery of childcare support through the tax credit system. In particular, it is interested in views on the options identified in this chapter.

NCMA has no additional comments.
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