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Introduction
This information provides an introduction to Income Tax, National Insurance and Welfare Benefit issues for Leeds Foster Carers.  The information is divided into two sections and aims to highlight the rules relating to foster carers who look after young people under the age of eighteen, and then explore the different rules affecting carers who continue to provide a placement for young people aged eighteen and above.  Foster carers are approved by local authorities or independent fostering organisations to provide foster care for children and young people placed with them.  If foster carers receive fees and allowances they can be treated as self employed and are therefore responsible for their own Income Tax and National Insurance contributions.  Foster carers will need to work out their income, expenses (qualifying amount) and any taxable profit.  (Foster carers should register as self employed by telephoning the H.M. Revenue & Customs self-employed helpline on 08459 154515).  
1. Children and Young People from Birth to their 18th Birthday

National Insurance and Income Tax

From April 2003 the Inland Revenue introduced a new simplified Income Tax and National Insurance exemption system for foster carers.  The system provides for foster carers to be exempt from Income Tax and National Insurance below a given level or threshold.  The threshold consists of two elements.  Firstly, a fixed amount per foster care household per year (£10,000 2009/10).  Secondly, an additional amount per week per child (£200 per week under the age of eleven [0-10] and £250 per week age eleven to their eighteenth birthday [11-17] 2009/10).
Example One:
Ms Smith provided foster care for one sixteen year old for a whole year.  Ms Smith’s total Income Tax and National Insurance exempt qualifying amount is worked out as follows:
Fixed amount




£10,000.00
Child age 15 (£250 x 52 weeks)


£13,000.00
TOTAL





£23,000.00
Ms Smith’s Income Tax and National Insurance exempt qualifying amount is £23,000.00.  Therefore if she receives less than this amount in the financial year she will not have to pay any Income Tax or National Insurance.

Ms Smith is a level 4 foster carer in Leeds, Ms Smith would receive a weekly maintenance allowance and a level 4 skills fee totaling £451.44 (2008-2009).  Ms Smith would need to add any other payment she received from Social Services relating to providing foster care such as mileage allowance, holiday allowance etc.  If the total Ms Smith has received is less than her £23,000.00 qualifying amount then she has no Income Tax or National Insurance liability.
Fostering Maintenance Allowances and level 4 Skills Fee

1st Child 11 - 15 year old rate = £151.30 Per Week x 52 =
£7,867.60
Level 4 Skills Fee £260.70 Per week x 52 =
                      £13,556.40
TOTAL







£21,424.00
Qualifying Amount

£23,000.00

Total Received

£21,424.00
NO INCOME TAX OR NATIONAL INSURANCE LIABILITY
Example Two:
Mr and Mrs Orfanos provided foster care for one ten year old for a whole year and one sixteen year old for ten weeks.  Mr and Mrs Orfanos’ total Income Tax and National Insurance exempt qualifying amount is worked out as follows:

Fixed amount





£10,000.00
Child age 10 (£200 x 52 weeks)



£10,400.00
Child age 16 (£250 x 10 weeks)



£2,500.00
TOTAL






£22,900.00
Mr and Mrs Orfanos would receive a weekly foster maintenance allowance and level 4 skills fee totaling £382.00 for the first child and £358.75 for the second child (2008-2009).  If the total received is less than their £22,900.00 qualifying amount then they have no Income Tax or National Insurance liability.
Fostering Maintenance Allowances and Skills Fee

1st Child Aged -10 = £121.30 Per Week x 52 =

£6,307.60
Skills Fee £260.70 Per Week x 52 =
                      £13,556.40
2nd Child Aged 16-17 = £190.85 Per Week x 10 =
£1,908.50
Skills Fee = £167.90 Per Week x 10 = 
                      £1,679.00
TOTAL






£23,451.50
Qualifying Amount

£22,900.00

Total Received

£23,451.50
£551.50 INCOME TAX AND NATIONAL INSURANCE LIABILITY:
If the total fostering allowance and fee you receive is above your qualifying amount you have a choice of two methods to calculate your Income Tax and National Insurance liability.

A) The Simplified Method

B) The Profit Method
A) The Simplified Method:
With this method your tax liability is calculated by deducting your fostering allowances, fee and any other payment from your qualifying amount, the remaining amount is liable for Income Tax and National Insurance.
Example Three:
Qualifying amount

£36,000.00

Total Received

£39,500.00

Difference or Profit

£3.500.00
You will therefore be liable to pay Income Tax and National Insurance on £3,500.00.

Income Tax

The amount of Income Tax and National Insurance you actually pay will depend on your other income and personal circumstances. If you do not have any other income you may be able to use your Personal Tax Allowance to offset your tax liability.
National Insurance

If you make a profit from foster care you are classed as self employed and you will also have to register for Class 2 National Insurance and depending on the profit level and your other income you may also have to pay Class 4 National Insurance.  If your profit is very low you may qualify for the Small Earnings Exemption.

Self-Assessment and Personal Tax Returns

Regardless of whether you make a profit from foster care you may receive a personal tax return.  If you do, you must complete it.  If you do not make a profit from foster care you will only need to complete two boxes on the Return.  If you do make a profit and use the Simplified Method you will need to complete the relevant sections of the Return.

B) The Profit Method:
With this method your tax liability is calculated by deducting your fostering allowances, skills fee and any other payment from your expenses associated with providing foster care.  In effect this would mean you are a small business providing foster care.
Welfare Benefits

Social Security legislation highlights that payments made by local authorities from the fostering budget to foster carers to look after children in care are fully disregarded for means-tested benefit purposes.  This being the case for Income Support, Job Seekers Allowance, Employment and Support Allowance, Housing Benefit and Council Tax Benefit.  However, if foster carers receive payments when no child is living with them i.e. retainers etc, these payments count in full as income and will affect any benefits that foster carers are receiving.

Additionally, if foster carers, who are not part of a couple, are in receipt of Income Support and their foster care child reaches 16 and no other child in the household is under 7 (under 5 from October 2011) they will have to transfer to Job Seekers Allowance and be available for work.
Immediately after the end of each financial year the Payments Team (Boarding Out) will provide a statement of how much you have received in total from providing foster care.  This statement should be used to calculate any Income Tax or National Insurance liability you may have incurred.  To ensure that foster carers have their own accurate records they are advised to retain bank statements to show how much they have received.

Foster Carers should be aware that any payment received from Leeds Children and Young People’s Social Care in connection with providing a foster care placement/s counts towards their potential taxable income.
2. Young People from their Eighteenth Birthday

This section sets out the arrangements for young people who are assessed as needing to remain in a supported placement (foster care) after their eighteenth birthday.  From the age of eighteen young people are no longer legally in ‘Care’ and therefore fostering arrangements can no longer apply.  
The Income Tax and National Insurance regulations that apply to post eighteen placements are governed by the National Association of Adult Placement Schemes (N.A.A.P.S.) good practice standards.  The regulations state that schemes which are registered with N.A.A.P.S., or unregistered schemes which comply with their good practice standards are exempt from Income Tax and National Insurance to a given threshold.
‘Where foster carers continue to provide the same amount of care that was provided while the young person was in foster care and the payments are equivalent to fostering allowances, the Inland Revenue will apply the arrangements available to adult placement carers which are broadly equivalent.’  
The Fostering Network
The Income Tax and National Insurance regulations highlight that payments and allowances made by the Fostering Service of up to £400 per week for the first young person and £250 per week for the second and third vulnerable young person/adult do not count as income for Income Tax and National Insurance purposes (2009-2010).
Example Four:
Ms Brown provided a placement for one vulnerable eighteen year old for a whole year.  Ms Brown’s total Income Tax and National Insurance exempt qualifying amount is worked out as follows:

Young Person age 18 (£400 x 52 weeks)
£20,800.00
TOTAL





£20,800.00
Ms Brown’s Income Tax and National Insurance exempt qualifying amount is £20,800.00.  Therefore if she receives less than this amount in the financial year she will not have to pay any Income Tax or National Insurance.

As an eighteen plus level 4 carer in Leeds, Ms Brown would receive a weekly post eighteen allowance of £190.85 minus £35.00 = £155.85 and a level 4 fee of £260.70 in total £416.55 (2008-2009).  Ms Brown would need to add any other payment she received from Children and Young People’s social Care relating to providing the placement such as mileage allowance, holiday allowance etc.  If the total Ms Brown has received is less than her £20,800 qualifying amount then she has no Income Tax or National Insurance liability.

Post Eighteen Allowance and Skills Fee:
Young Person Eighteen Plus = £155.85 Per Week x 52 =
£8,104.20
Level 4 Skills fee  £260.70 Per Week x 52 =
                      £13,556.40
TOTAL







£21,660.60
Qualifying Amount

£20,800.00

Total Received

£21,660.60
£860.60 INCOME TAX AND NATIONAL INSURANCE LIABILITY

Where a foster carer has two young people in placement, one under eighteen and one eighteen or older, carers should calculate the Income Tax and National Insurance liability for the two young people separately.

If the total post eighteen allowance and skills and training fee you receive is above your qualifying amount you have a choice of three methods to calculate your Income Tax and National Insurance liability.

A) The Fixed Expenses Method (Simplified Arrangements)
B) The Rent a Room Method

C) The Profit Method

A)
The Fixed Expenses Method

With this method your tax liability is calculated by deducting your post eighteen allowances, skills fee and any other payment from your qualifying amount, the remaining amount is liable for Income Tax and National Insurance.

This method can only be used where the young person is in ‘Care’ and looked after immediately prior to their eighteenth birthday and there is no break in placement.  Where a young person leaves a placement after their eighteenth birthday and subsequently returns, the ‘Rent a Room’ method would apply when they return.

B)
The Rent a Room Method

This method uses the Rent a Room relief and means your taxable profit is the payment you receive from the fostering service less £4,250.00 per year.  If the amount you receive is less than £4,250.00 your taxable profit is nil.

It is unlikely that carers would choose to use this method as the tax exempt amount is low; this method is generally used by people who ‘rent out’ a room in their home.   

If a young person leaves a placement to go to university and then returns during the vacation the ‘Rent a Room’ method must be used.  
C)
The Profit Method

With this method your tax liability is calculated by deducting your post eighteen allowances, skills fee and any other payment from your expenses associated with providing a placement.  In effect this would mean you are a small business providing a post eighteen placement.

Income Tax

The amount of Income Tax and National Insurance you actually pay will depend on your other income and personal circumstances. If you do not have any other income you may be able to use your Personal Tax Allowance to offset your tax liability.

National Insurance

If you make a profit from adult placement care you are classed as self employed and you will also have to register for Class 2 National Insurance and depending on the profit level and your other income you may also have to pay Class 4 National Insurance.  If your profit is very low you may qualify for the Small Earnings Exemption.

Self-Assessment and Personal Tax Returns

Regardless of whether you make a profit from providing a post eighteen placement you may receive a personal tax return.  If you do, you must complete it.  If you do not make a profit from providing a placement you will only need to complete two boxes on the Return.  
If you do make a profit and use the Simplified Method/Fixed Expenses Method you will need to complete the relevant sections of the Return.  When completing a personal tax return, carers are deemed (vulnerable) Adult Placement Carers.

Welfare Benefits
Changes to Social Security legislation that took effect from April 2008 ensure that payments made by local authorities from Section 17, 23B, 23C or 24A of the Children Act 1989 are disregarded in terms of over eighteen carer’s means tested welfare benefits.  These changes highlight that payments made by local authorities directly to carer’s, or via a young person are disregarded in the assessment of ex-carer’s income support, job seekers allowance, employment and support allowance, housing benefit/local housing allowance and council tax benefit; if the young person was formerly in the claimant’s care, is aged 18 or over and continues to live with the claimant.

In situations where young people claim Local Housing Allowance and pay this to ex-foster carer’s it will have an impact on any means tested benefits (including income support, jobseekers allowance, employment and support allowance, housing benefit/local housing allowance and council tax benefit).  The payment is likely to be treated by the Department of Work and Pensions (DWP) as income from a ‘Boarder’. The first £20.00 and half of the remainder is disregarded if some meals are provided.  
Post eighteen carers should always inform the Department of Work and Pensions of any allowance they receive from the fostering service, or Local Housing Allowance payment from the young person.  Foster carers can contact Leeds Welfare Benefits Service or the Citizens Advice Bureau regarding the financial impact of payments.
In certain circumstances carers may be able to claim Working Tax Credit.  This will be calculated on the profit carers make from providing an adult placement i.e. the amount carers receive above their Income Tax and National Insurance exempt threshold.  The profit is counted as employed income.

Foster Carers and Post Eighteen Care

Carers Credit (previously Home Responsibilities Protection)
Carers credit is a weekly National Insurance credit paid to carers (previously called Home Responsibilities Protection). It helps count towards a future state retirement pension. The credit can be awarded to registered foster carers. An application needs to be made by the end of the tax year following the year that the foster care commitments took place.
For example,  for care provided during the tax year 6 April 2011 to 5 April 2012 a claim needs to be made by 5 April 2013. This should be claimed directly from HMRC. For enquiries / advice on Carer’s Credit, contact : 0845 302 1479

Carers Credit can also be paid to adult placement carers who are looking after someone for a total of 20 hours or more each week and the person they care for is in receipt of either Disability Living Allowance (at the middle or highest rate of care), Attendance Allowance or Constant Attendance Allowance (at any rate) or they have been certified as needing care by a Health or Social Care professional. (Any carer receiving Carers Allowance will already receive Class 1 National Insurance credits and will not need to apply). 

Personal and Individual Circumstances

Because every Foster Carer’s financial situation will differ it is always important to seek specialist advice about specific and individual circumstances.  Foster Carer/s should contact the Her Majesty’s Revenue and Customs(HMRC), the Department of Work and Pensions, Leeds Welfare Benefits Service and the Citizens Advice Bureau who can provide expert advice. The information provided above is intended as a general guide for foster carers and may not apply to all individual circumstances.
(Note: Weekly Fees quoted in this document are at 2009 -10 rates). 
Further Information and Advice:
HMRC Help Sheet 236 sets out the Income Tax and National Insurance arrangements for Foster Care and Adult Placements.

http://www.hmrc.gov.uk/helpsheets/hs236.pdf
HMRC Help Sheet 87 sets out the Income Tax and National Insurance arrangements for the ‘Rent a Room’ Scheme.


http://www.hmrc.gov.uk/helpsheets/hs223.pdf
This fact sheet gives more information about Income Tax and National Insurance for Foster Carers.




http://www.hmrc.gov.uk/individuals/foster-carers.htm
This fact sheet gives more information about Income Tax and National Insurance for Adult Placement Carers.

http://www.hmrc.gov.uk/individuals/adult-placement-carers.htm
The following websites provide useful information about tax, benefits and finance.

Information on Tax and Benefits
http://www.direct.gov.uk/en/MoneyTaxAndBenefits
Information on Benefits


http://www.dwp.gov.uk
Citizens Advice Bureau


http://www.citizensadvice.org.uk/index/getadvice.htm
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