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Record T vpe: Record 

Tt): KarLSCM!z @ Trsas$prinLCom@ inal, MichaeLSan @ Treas.Sprint.Com @ loat 

cc: S~ the dislcibution list a~ lha bottom of this message 
Subject: Increasing the AveilabililY of Child Care Facilities In Low Income Neighborhoods 

I am writing you regarding a proposal :0 promote the availability of child care facilities in 
low-income neighborhoods that has been floatec to the DPe and tre NEe. The proposal would 
emend the LClwilncotne HOllsing Tnx: Credit l!..IHiC) Law to pe~rnit the tax cred:t to subsidize 
cornmor Meas within a housing credit pfoperty eve~ if that area s rrede ava'iabia to irdividuais 
who do not reside within the property. The provlsion could be lirr:ired to make sure that the oasle 
purpose of the Housing Credit program would not be undermined, In addition, the propos a: would 
be budget neutral.,, 
My und€rstandi~g is th8{ John Or51,8g from the NEe has forwarded a copy of the proposal with 
legislative langJage. The DPe is very interested in chis proposal and would like 10 see if it would lit 
l'1to the Presideht's child care initiative. My understanding 's that the NEe is l'llerested ill lI-,e Icl88 
as wei:, i 

Please let me know as soon as oossible what Are the Department's view 01 this proposaL 

Thanks. i 
,,, ' 

Message Copied To: 
•Jennifer L Klein/OPO/EOP 


BFvce N. Reed/OPO/EOP 

Elena Ka9ilnfQPD/EOP 

J~naJhan OrszagiOPDIEOP 

Nicole R. Rntnur/WHOjEOP 

Jose Cerda III/GPD/EOP 
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Draft for DiscJssion Purposes Only, 
December 2, 1997 , 

OPTIONS FOR CHILD CARE INITIATIVE 

I. Tax S~stem. Options for investing in child care through the tax system include: 

A. Child dnd Dependent Care Tax Credit. Modify the Child and Dependent Care Tax Credit , 
(COeTe) by raising the top rate and moving the phase-out range. One option considered would 
raise the top ra'te from 30 percent (current law) to 50 percent and move the phase-out range from 
$10,000-$28,000 (current law) to $30,000-$59,000, indexed for inflation thereafter. Presently, the 
COCTe phases down from a high of 30 percent at $10,000 or less of income to 20 percent at more; 
than $28,000 of income (a phase out rate of one percentage point per $2,000 of income). Under this 
option, the credit would phaseMout at a rate of one percentage point per $1,000 of income, from a 
high of 50 percent at $30,000 or le~s of income to 20 percent at more than $59,000. This option 
would cost $5.2 billion through the year 2003: less expensive options. using different rates and 
phaseMout ranges. are also available. The credit could also be made refundable. 

B. Tax Cr~dits to Corporate Sector. Provide a tax credit to businesses that incur costs related to 
providing child care services to their employees. Qualifying expenses could include those a , 
business incurs to build or expand a child care facility, operate an existing facility, train child care 
workers, reserVe slots at a child care facility for employees, or provide child care resource and 
referral services to employees. Under one option, the credit could cover 50% of qualified costs 
incurred, but could not exceed $150,000 per year. This option has been estimated bv the Joint 
Committee on~Taxation to cost $2.6 billion over five years. , 

II. Child Care and Development Block Grant. Options for increasing federal investment in 
the Child Care and Development Block Grant (CCDBG) include: 

A. Distribute additional funding to States by current CCDBG formula without restriction. 

B. Require that states set benchmarks to access additional funding. To access additional 
funding, states' would be required to set benchmarks, concerning, for example, eligibility and 
priority (i.e. trirgeting) levels, copayments, and reimbursement rates. While states would have 
considerable flexibility in setting the benchmarks, continued additional funding would be contingent 
on progress to~ard meeting the benchmarks. 

A possible rec~mmendation is to increase the investment by $4 billion over five years. which WQUld/~ .,7")-» 1).. • 

provide subsidies for approximately 280.000 children per year. Less money would mean • 
proportionately fewer additional children subsidized. , 
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, 
III. OualitylEarly Learnine. Options for increasing federal investment in the quality of child 
care and early learning include: . 

A, Child Care Provider Training. Increase federal investment in the training ofchild care 
providers. Op~ions include: 

I 
I. Chi(d Care Proyider Scholarship Fund. Announced by the President, the Child Care 

Provider Scholarship Fund win enable states 10 provide scholarship funds to student, working 
toward a' child ~care credential. Eligible child care workers must commit to remaining in the fieJd for 
at least one year, for each year of assistance received and wilJ eam increased compensation or 
bonuses when they complete their course work. The President announced an investment of$250 -;r0 

million over fi~e years., tr 
2. E'pimd the Child Care Apprenticeship Training Program. Expand the Child Care ~ 

Apprenticeship Program to fund the tmining of child care workers toward a degree equivalent to the :>"" 
Child Development Associate degree, with on the job observation and practice. The Department of 
Labor has ask~d for an appropriation of$1O million for FY 1999. 

i . 
B. Consun:er Education and Research. Establish a new fund to support consumer education, 
technology development and utilization, data and research. Uses fot the new fWlding would include 
research and demonstration projects. a Nationa1 Center on Child Care Statistics, a national child 
care hotline, ~d a consumer education campaign to help parents select safe and healthy care. 

C, Standards Enforcement and Licensing Support. Establish a fund for states to improve and 
enforce state c~Hd care health and safety standards. Activities supported would include increasing 
unannounced visits to licensed child care centers and family day care homes. and improving state 
licensing ofch~ld care settings. , 

I 
D, Early Childhood Edtlcation. Increase investment in early childhood education and learning , 
activities. Options for the funding mechanism include: 

! 
1. Early Childhood Education Fund. Establish a grant program to support specific activities 

to improve safety, quality, and learning for young children in child care. The fund would support, 
among other t~ings. health and safety improvements and parental involvement in chad care. 
Options for th~ funding mechanism include: 

a) Combin.ed local/state funding/or early childhood education activifies. 50 percent 
of the fund would be passed through states to local collaboratives and 50 percent would be state 
discretionary dollars. The local funds could be allocated by states by fOfI'nula or through a 
competitive grant process, but states would be required to use child poverty as one of the major 
factors in distributing the dollars. States would have considerable flexibility with their 50 percent of 
the funds, but would be required to set benchmarks concerning child care standards in the areas of 
education. health and/or safety. The fund would require a modest (e.g. 20 percent) cash match for 
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, 
the state funds: There would be no match for the local funds. 

b) Fundingfor Local Collaboratives through Stales, Funding would entirely pass 
through states 'to local collaboratives through a state-administered competitive grant program, with a 
modest (e.g. 20 percent) state match. States would have con~iderable flexibility in administering the 
grant program; but would be required to use child poverty as one of the major factors in distributing 
the dollars. 

.c) Funding/or Local'Collaboratives through Federal Competitive Grant Program~ 
Funding would pass directly from the Federal government to local coUaboratives through a 
federally-admi~istered competitive grant program. The feasibility of this mechanism would depend 
on the level offimding for the program. , 

I 

2. He~d Start / Early Head Start. Increase the Early Head Start (children 0-3) set-aside (5 
percent under current law), while increasing overall funding in Head Start to ensure that boosting, 
.the set-aside does not reduce the resources available for children 3-5. Early Head Start funds 
activities othei than child care, such as parent training in child deveiopmenl, home visits, and famBy 
support servic~s. One option would be, to double the set-aside to enable more than 50,000 
additional children to receive Early Head Start services in 2002 (relative to current law). 

PQssible recommendatjons for funding the above package ofinitiatlyes fall within the range Q{Sl.S 
to $4 bjlljoo oyer five years.. 

A. Increa~ing Federal Investment in School-Age Programs. Options for the funding mechanism 
include: 

1. Invest in a Two-Pronged School-Age Initiative. Both expand the existing 21st Century 
Community L6uning Centers program for puhlic--schooi hased programs and establish a new fund 
for community~buscd agencies to increase supply of schoolAuge opportunities. The 21st Centwy 
Community L~aming Program provides start-up funds to school-community partnerships to 
establish befor~- and after-school programs for school-age children at publie schools. The 
expansion wou'ld suppon school-based programs in targeted higl1-need communities, further 
concentrate on 'providing enriching after-school programming for children, and require an increased 
local match to ensure that programs become self-sustaining after receiving start-up funding. 
Creating a fun4 for community use would support non-school-based programs; funds would pass 
through the .tates (by CCDBG fonnula with matching and benchmark-setting requirements) to 
communities~ with S()1>10 targeted to areas with high concentrations ofpoverty. 

2, Exp~nd and Modify Ihe 21sl Century Community Learning Centers program. Expand the 
existing 21 st Century Community Learning Centers program and modify it so that non~school~based 
efforts are eligible for support., 

3 



,
3. Expand the eXisting 21st Century Community Learning Centers program. , 

B. Coordination ofFederal Efforts. Set up a multi-agency task force to focus on youths during 
after-school hriUfS in three to five pilot sites. The task force would gather and organize this , 
information by. the purpose for which it may be used, rather t~an by the agency administering it, to 
be of better use to communities seeking to determine what assistance is available. 

I 


I 

Possible recommendations for fundjng the initiatives above fall within the range 0[$,5 to SI.5 
billion over five years. 

V. Stay-a~-Home Parents. 

A. Leave Options/or Working Parents. , 

1. Expa~d the reach a/the Family and Medical Leave Act (FMLA) to cover businesses with 
25 or morc employees. This could also be done incrementally. Presently. FMLA covers employees 
of businesses With 50 or more employees. 

2. Erpand the period a/time/or FMLA from 12 weeks (current law) to 24 weeks. 

3. Provide paidparental leave coverage for a limited amount of time for working parents 
below a set income level. For example, a new paid leave plan could provide 6 weeks of paid leave , 
to all new parents who have been in the workforce either part-time or full-time for one year and 
whose family ihcome is below $50,000, at a cost of $1 billion per year. This plan would use the , 
unemployment insurance system to provide the leave payments, but would be paid for by the federal 
government. I ' 

I . 

B. Demon1tration Project to Support Stay-at-Home Parents. Establish a demonstration project , 
for innovative approaches by states to enable parents to stay at home during their children's first , 
years of life and supporting them in their role as their children's first teacher, such as through home 
••• I

VISitatIOn. I 

C. Tax CJdits. Options include: 

I 
1. Er:pand the child tax credit/or families with children ofa certain age. For example. 

families with children 0 to 3 years of age could receive an additional $250, at a cost of roughly $6.5 
billion over 5 xears, or families with children 0 to I year of age could receive an additional $500, at 
a cost of roughly $4.67 billion over 5 years. ,, 

2. ModifY the Child and Dependent Care Tax Credit (CDCTC) to cover certain kinds of 
expenses for thlose parents who stay at home to raise a child. 

I 
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I WASHINGTON 
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Attached p!eas~ find a discussion paper for tomorrow's 11am meeting on child care. 
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: PREUMINARY OPTIONS FOR CHILD CARE INITIATIVE 

I. 	 TAX SYSTEM. Options for investing in child care through the tax system include: 

A. Child gnd Danendem Care Tax CroW. Modify the Child and Dependent Care Tax Credit 
(CDCTC) by raising the top rate and moving the phase·out range. One option considered would 

, raise the top rate from 30 percent (current law) to 50 percent and move the phase-out range from 
$10,000·$28,000 (current law) to$30,000·$59,000, indexed for inflation thereafter. Presently, the 
CDCTC phases down from a high aDO percent at $ 10,000 or less of income to 20 percent at more: 
than $28,000 of income (a phase-out rate of one percentage point per $2,000 of income). Under this 
option, the credit would phase~out at a rate of one percentage point per $1 ,000 of jncorne, from a 
high of 50 percent at $30,000 or less ofincome to 20 percent at more than $59,000. The 
Department ofthe Treasury estimates that this option would affect 2.2 million taxpayers with 
adjusted gross incomes below $59,000, providing an average tax credit of$233 and eliminating tax 
liability for most families with incomes below 200% of poverty. This optioD would cost $5.2 
bi Ilion through the year 2003: less expensive options. using different rates and phase-out ranges, arc 
also available, I The credit couid also be made refundable. 

Pros: 
• 	 The CDCTC parameters have not been adjusted for inflatjon sjnce 1982. , 


I 

• 	 Through the tax system, assistance can be provided directly to parent.'): for their child care 


needs WiUllow administrative costs. 


• 	 The CqCTC is not well targeted to those with low incomes. 

- Under current law, about l percent of the CDCTC is received by families with money 
incomd in the bottom' quintile. About 32 percent of the credit is received by those with 
incomd itl the top quintile,, 	 . 

•
Taxpa~ers who also claim the $500 chUd credit will not benefit from an increase in the 
CDcrC unless their income is between 130 and 160 percent ofpoverty. 

• 	 The IRS cannot easily verify child care expenditures, In 1988, about one-third of the 
CDCTC amounts claimed were false or overstated, Compliance efforts since 1988 may 
have reduced this error rate somewhat. but the IRS continues to have difficulty verifying 
expenses. 
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B. 1JJx Credits to CQrwrate Sector. Provide a taX credit to businesses that incur costs related to 
providing child care services to their employees. Qualifying expenses could include those a 
business incur~ to build or expand a child care facility. operate an existing facility, train child care 
workers. reserVe slots at a child care facility for employees, t::1' provide child care resource and 
referral services to employees. Under one option considered (proposed by Senator Kohl), the credit 
could cover 56% of qualified costs incurred1 but could not exceed $150,000 per year. This optiQll 
has been estimfUed by the Joint Committee on Taxation to cost $2,6 billion oyer fiye )!eats, The 
option could also be scaled back, for example, to cover a smaller percentage of qualified costs or to 
limit tile types 'of qualified costs to which the credit could apply. 

I 

• 	 The prJposal could increase the availability of child care services by giving businesses an 
incentiye to provide those services to their employees. 

• 	 The pr~posal addresses concerns about the quality ofchild care by requiring that businesses 
take the credit only for expenses incurred in licensed child care facilities. 

I, 

• 	 This mLy give businesses a tax credit for expenses they would have otber.vise incurred -
rmd dequcted or depreciated -- in the absence of the credit. 

• 	 The proposed credit is likely to disproportionately benefit middle- and higher- wage 
workers. 

• 	 A tax credit for employers wiH not benefit the nearly 30 percent of the labor force whose 
employ~rs are non-taxable (governments, non-profit organizations), 

II. QiILD CARE AND DEVELOPMENT BLOCK GRA~I. Increasing federal investment 
in the Child Care and Development Block Grant (CCDBG) will enable states to provide child care 
subsidies to ad~litiona1low-income working families with children under age 13. According to 
HHS estimates: for every $100 million of annual additional federal investment in the CeDRO, at 
least an additional 35,000 children from families with incomes below 200% of poverty will receive , 
subsidized chH~ care, A possible recQmmendation is to InCreaSe the investment by $4 uilliQn over 
five years. which would provide subsidies for approxjmately 2.80,000 children per year, Less 
money would mean proporliQn!J,t!:!b:. fewer additional children subsidized.' 

I 
I 

•• 	 CCD89 provides significant relief to low-income working families for chUd care costs. 
Average;: child care costs arc $74 per week, and the average subsidy is $66 per week, 

I 

.. 	 Stutes currently target their CCDBO dollars to the lowest-income working families who are , 
transilioning off or .at risk of returning to TANF; additional resources win enable states to 
reach working families with sligntiy higher incomes, 

2 
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-- Early data from HHS demonstrates that 'tates have obligated nearly all of their FY 1997 
CCDBG dollars. Although states are allowed to subsidize child care costs for families 
below 85 percent of State Median Income (roughly 200 percent of the federal poverty level), 
the majority of states serve only families with incom~s below] 30 percent of poverty_ 

• 	 Increasing federal investment in the block grant leaves states with flexibility to use the funds 
for the 'particular child care needs of their low-income populations. 

• 	 The (e~eral g,?vernment has little control Qver the income levels of the families reached (as 
long as; they are below the statutory limit of 85 percent of slate median income). 

I 	 . 
Ill. QlIALlTYlEARLY U;ARNING. Options for increasing fedeml investment in the quality· 
ofchild care and early learning include: 

• 

A. Child Gare Provider: Ttainim:. Increase federal investment in the training of child care 
providers. Options include: 

I 
•

I. Child Care Provider Scholarship Fund. Announced by the President at the Wllite House 
Conference onlChiid Care, the Child Care Provider Scholarship Fund will enable states to provide 
scholarship ruAds to students working toward a child care credential. Eligible child care workers 
must commit to remaining in the field for at least one year for each year of assistance received and 
will earn increased compensation or bonuses when they compJete their course work. The President 
announced an investment of $250 million over five years. 

2. Child Core Apprenticeship Training Program. Expand the Child Care Apprenticeship 
Program to fund the training of child care providers \\'orking toward a degree equivalent to the 
ChUd Development Associate degree, with on the job observation and practice. The Department of 
Labor has asked for an appropriation of$1O Ininion for FY 1999. 

~ 
• 	 Child c:rre experts agree that well trained child care providers are a key element of child care 

quality~ 

~ I 
• 	 The acholarship fund wm not guarantee that the recipient will rc~ain in the child care field 

beyond: the one year commltmcnL However, results from the North Carolina T.E.A.C,H. 
program (on which the fund is modeled) indicate that annual staff turnover is only 10% for 
T,E,A.C.H. participants) as compared to 42% statewide. 

I 

B. Rescarbb and Evaluation. Establish a new fund to suppon data and research and technology 
development and utilization. Uses for the new funding would include research and demonstf'J.tion 
projects, it National Center on ChHd Carc Statistics. and ;;t national child care hotline. 

3 
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Pros: 
• 	 Current~y. no funds are targeted to child care data and research on a national level. 

Research is needed to assist policy-makers and community leaders to better understand how 
to build\thc supply of affordable quality care. 

D.= 
• 	 Researc~ will not directly increase the supply of child care, and does not directly make care 

more affordable. , 

.. 

C. Standaids Enforcement. Establish a fund for states to improve licensing and enforce state 
child care health and safety standards. Activities supported would include providing additional staff 
and resources to license child care settings and increasing unannounced inspections of licensed child 
care centers and family day care homes. ' 

I 

• Child care experts report that almost all states under enforce child care standards. 
i 

. I 
• 	 Research and experience in the military child care program indicate that diligent 

enforce~enl of standards -- particularly frequent unannounced inspections --'improves 
I· Iqua ItY'1 

• 	 Where Jtate child care standards arc inadequate, the fund may result in only marginal 
improvements.. , 

D. 	 Early qUdhood Development and Quality 

I 
1. Early Learning and Quality Fund. Increase federal investment in activities to improve early 
childhood education and the quality and safety of child care for young children (ages 0-5). The 
program would!have three goals: (1) to improve early learning and development for our youngest 
children; (2) to ensure health and safety in child care; and (3) to increase parental involvement. In 
ora.er to accomplish these goals, funds could be used for the following activities: (1) providing basic 
training to child care providers (including first aid and CPR, and training in child development); (2) 
creating and supporting family day care networks (e.g, connecting individual child care providers to 
centers for education and support); (3) assisting providers in meeting accreditation and licensing 
requirements; (4) linking child care providers with health professionals; and (5) providing horne 
visits, parent education, and consumer education about child care. This program would provide 
challenge grant~ to communities (e.g., counties or local public-private partnerships) to support child 
care providers and programs. 

I 
• 	 Targets infants and toddlers, who are most vulnerable to health and safety risks in child care. 

I 
4 
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I 
• 	 The A~Linistration has ~ade a strong commitment to promoting early childhood 


development and learning, which will help ensure school-readiness. 

, I 	 ' 

~ I ' 


W'th I' 'd dd' , I ' 'I' tak c'
• t Imlte resources, a Itlona Investments In qua tty may e money lrom Investments , 	 ' 

to make child care more affordable. 

I
2, Head S(arll Early Head Start, Increase the Early Head Start (children 0-3) set,aside (5 
percent under current law), while increasing overall funding in Head Start to ensure that boosting 

, the set-aside d6es not reduce the resources available for children 3-5. One option would be to 
double the set-~side to "enable more than 50,000 additional children to receive Early Head Start 

, , 
services in 2002 (relative to current law). 

PQssible recom1mendations fQr funding the above package Qf initiatives fall within the range of $1 .5 
to $4 billiQn over five years. 

i 
IV. 	 SCHOOL-AGE OPPORTUNITIES 

I 
A. Expansion ofthe 21st Century Community Learning Center Program. The 21st Century 
Community Ldarning Program provides start-up funds to school-community partnerships to 
establish befor~- and after-school programs for school-age children at public schools. Changes to 

. the program w~uld be made to increase community involvemc;nt, target high-need communities, and 
require an incr~ased local match to ensure that programs becQme self-sustaining after receiving 
start-up funding. 

I' 	 ,,. 
, 
I 

Responds to the tremendous need for after-school programs. Estimates of the number of 
"latch-key" children who are unsupervised during non-schoQI hours ranges from 2 to 15 
million!' . 

I 

• 	 Increas~s the supply of after-school programs in a cost-effective manner by establishing or 
expanding programs at underutilized public school buildings. 

I ' 

• 	 Responds to surveys showing strong parental and educator support for school-based after~ 
school programs. Parents often prefer school-based programs because they do not require 
transportation and are run by school.Qfficials. 

• 	 The 2llt Century Community Learning Center program has a pro~en record of support in 
this Corigress (appropriated at $40 million for FY 1998); therc is no need to create a new 

I 	 ' 
federal program. 

I , 

• 	 It may be difficult to cxpand a newly funded program to a level that meets the great need for 
I ' 
I 

i 	 5. 



i 
after-whool programs. 

I 

• 	 Some slchools operate in an isolated manner and do not broadly engage parents or 
cornmJnity organizations in their programs. 

I 

• 	 This prbgram funds only after-school programs locat~d in public schools. However, 
familie~ can use CCDBG subsidies to pay for care for children under 13 at other institutions. 

I 
I 

B. Coordination Q,tEederalJi{fw:Js. Create a mutti~agency task force to assist three to five pilot 
cities ident{jy~ lobtain, and make the best use of currently available federal resources --financial and 
human·- to pr6vlde comprehensive after-school programming for their children. This collaborative 
federal effort would work to remOVe m1pcdiments to access to or efficient use of federal funds and 
would seek to provide the communities with information from around the country regarding , 
promising and effective programmatic strategies. In addition to assisting those communities meet 
an < important need, this initiative is expected to lead to other federal multi-agency collaborative 
efforts in ot.her areas, 

Possible recommendations for funding the initiatives above fall within the range ofS.5 to $2,5 
billjon oyer fiye years, 

V. 	 STAY"AT·HOME PARENTS 

A. Expand lh. t:ilacb ,,[lb. Familv and Medical Leave AC/ (fMLA). Presently, FMLA covers 
employees of businesses with 50 or more employees, Options include expanding coverage to 
businesses with 25 or more employees, either all at one time or incrementally. Another option is to 
extend the time period from 12 weeks (current law) to 24 weeks. 

fu2:;: 
• 	 By increasing the number ofcovered employees, more parents would have the ability to take 

time to care for their children. Lowering the employee threshold would cover 10 million 
additional employees or increase by 15% those employees covered by the Act 

• 	 No expense to the U.s. Treasury, 

, 

• 	 Lowering the threshold will provoke strong business opposition and increasing tbe length of 
leave 1l1ay do so as well. 

• 	 A very Ismall percentage of employees take the maximum amount of leave now, so 
cxpand)ng the length of leave will help only a small percentage ofpeop!e, Today, only 
lOO,OOO to 400,000 take the maximum leave of 12 vlceks, out of tile 12 million who take the 
kave, ! ' 

G 
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• 	 These options will not help those people \-\!ho cannOt afford to take leave. According to the 

Department of Labor, 65% of those who wanted to take leave to care for their newborn, 
foster, or adopted child did not do so for economic reasons. 

B. Provide paid parentallcave coverage for a limited amount of time for working parents 
below a set inc~me level. For example, a new paid leave plan could provide $20{) a week for 6 
weeks of paid leave to aU new parents who have been in the workforce either part~time or fuH~time 
for one year and whose family income is below $50,000, at a cost of$l billion per year. This plaa 
would use the rinemployment insurance system to provide the leave payments, but would be paid 
for by the fecler'al goverrnnent. Employers not currently covered by FMLA would not be required to 
allow their empJoyees to take this leave. 

I 
f=: I 
• 	 Paid .Jve would allow more parents to spend time with their newborn bab.ies at a' crucial 

time in theif children's development. 

• 	 This pJposal is likely to modifY behavior. According to the Department of Labor. 65% of 
those who warned to take leave to care fOf their newborn. foster, or adopted child did not do 

r I . so 101' economIC reasons. 

Qm;;: 
• 	 There are small substitution effects" Two to three percent of aU employees receive paid 

leave fr~m their employers. but many of these employees would not meet the income 
threshold for this benefit. However, many employees receive paid vacation leave (88% to 
97%) arid paid sick leave (50 to 65%), and they do use these benefits to take leave fortbe 
birili of a child. . 

.. 	 Parents who have not been in the workforce would not receive any benefit. 

.. 	 There ~ay be some business backlash because the cost of hiring will increase as more 
people tllke leave., 

I 

C. Dernoni,trotion Project to Support Stay~at~Home Parenls, Establish a demonstration project 
for innovative approaches by states to enable parents to stay at home during their children's first 
years of life. 

I 	 • 
• 	 This fH'tiposal would target benefits to parents who stay at home during a crucial time in 

their children's development
i 

Qm;;: I,
• 	 This option is likely to afrect a small number of people.

I 
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,, 
D. Expand the child tax credit (or families with children Qj.a certain age., Build on the $500 
per child tax credit. For example, families with children 0 to 3 years ofage could receive an 
additional $259. at a cost of roughly $6.5 billion over 5 years, or families with children 0 to 1 year 
of age could receive an additional $500, at a cost ofroughly $4.67 biHion over 5 years. , 

lJ:Q:;: 
• 	 Provid~s a benefit to both stay-at-home parents and working parents targeted to the earliest 

years of their children's lives, a time at ",'bich couples usually have lower incomes. 

l:&ns.: 
.. This option wili provide small benefits to a large group ofpoopIe and is unlikely to modify 

behavior. 
'. 

• The tax' code already favors stay-at-home parents through marriage bonuses, while the 
Social Security system favors this group by providing them benefits without requiring that 
they work. In addition, the Administration already has supported policies benefiting stay-at
home parents, such as the per child tax credit and eased access to the home office deduction. 



, 

,i 
I 

APPENDIX: BACKGROUND ON FEDERAL CHILD CARE INVESTMENTS 
I, 

The federal government invests in child care in a variety of ways. The two principal mechanisms 
designed to help parents pay for child care are the Child and Dependent Care Tax Credit (CDCTC) 
and the Child Care and Development Block Grant (CCDnG). 

Child and f)ependent Care Tax Credit. The CDCTC provides tax relief to taxpayers who pay for 
the care ofa child under 13 or a disabled dependent or spouse in order to work. The non-refundable 
credit is equal to a percentage of the taxpayer's emploxment~related expenditures for child or 
dependent care, vrith the amount of the credit rate depending on the taxpayer's adjusted gross 
income (AGI).' Currently, the credit rate is phased down from 30% (for taxpayers with ACH of 
$10,000 or less) to 20% (for taxpayers with adjusted gross income above $28,000). The maximwn 
amounts of qualifying ~xpenses for which credits may be claimed are $2,400 for one qualifYing 
individual tlud $4,800 for two or more qualifying individuals. Thus, the maximum credit ranges 
from $480 to $720 for a taxpayer with one qualifying individual and $960 to $1.440 for a taxpayer " 
with two or mJre qualifying individuals. • 

I 

Child Care .~d Development Block Grant. The CCDBG is the primary federnl subsidy progrsm 
devoted to child care, enabling low-income parents and parents receiving Temporary Assistance for 
Needy Farnilie~ crANF) to work or participate in the edocational or training programs they n~ed in 
order to work. ~ \Velfare reform increased federal funding for child care by approximately $4 billion 
over five years:(FY 1997 - FY 2002), and it consolidauid four child care subsidy programs into the 
CCDBG. The funds are distributed primarily by formula to the states to operate direct child care 
subsidy prograins and improve the quality and a~ailability ofcare. By law, states may serve families 
below 85% of ~tate median jncome~ and must spend 4% of their funds on effurts to improve child 
care quality. ! , 

, CCDIIG CDCTC 
.iCum:nt federal funding level $2.9 billion (FY 1991) $2.6 billion (FY 1998) 
, 

Bligibility criteria 

, 

families (TANF and non-
TAl'F) with children under 13 
who need child care and e.1.m 
less than 85% (If State median 
income 

Taxpayers who pay for at least 
50% of lhe cure of a child under 
13 andior a disabled dependent 
or spouse in order to work. 

% ofoverall dollars in program 
going to f;uni!i~s with AGf 
below 200% -of poverty, 

Approximately 96% 19% 

1>/(1 of families with AGI below 
•

200% of poverly and children 
under 13 who receive assistance 
under progrflmi 

12% (of potentially" eligible 
families) 

13% 

Amount of lcdcrnl assistance 
I 

I 
$2,200 (average, annual federal 
subsidy per·child) 

$419 (average tax rehef per 
famHy wi!h AGi below 200% or 
poverty) 
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I 

In addition, tJ$500 per-child tax credit in the Balanced Budget Act can provide significant 
additional supp~rt to help parerits meet child care costs. 

i 
In addition to these programs, the federal government runs a food program for .child and adult day 
care centers thrpugh the USDA ~md invests in after-school programs for school-age children. The 
Child and Adult Care Food Program (CACFP) provided meals to approximately 2.5 million 
children in apptoximately 35,000 child care centers (including after-school centers) in 1997. The 
General AccQuriting Office identified the CACFP as one of the most effective vehicles for reaching 
family child cai-e providers and enhancing care in home-based settings. After-school programs are 
supported throtigh,a variety of initiatives, including the Department of Education's 21 st Century 
Learning Cent6rs, funded at $40 million for FY 1998, which will provide after-school program 
opportunities iIi public schools for a million children. 
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g Effecl or Modifying Child and Dependent Care Tax Credit 
6i> Single Head of Household, One Chil!l"Under 13, $20,000 of Income, and $1,900 of Child Care EXp<lnses 

1999 Doliars 

Current Law OpUon 
Eamings 20,000 20,000 
Other Forms of,ll1oome o o 
Child Care Expenses 1,000 1,900 

Adjusted Gross Income 20,000 20,000 
- Standard Deduction -6,400 -6,400 
- Exemptions -5,600 -6,600 

Taxable Income 6,000 8,000 

t; Pre-Credit Income Tax Liability 1,200 1,200 
-- Chud and oependent Care Credtt -475 -950 

~ 

~ 
- $500 Chad Credit -500 '-500a - Earned tncome Tax Credit -1,152 -1,152 

1l 
Post-Credit Income Tax Liability -927 -1,152" 


Change in Tax Liabilily From Current Law -225 

Department of the Treasury December 4, 1991 
OffICe of Tax Analysis 

w 
N 

N 
N.. " 
~ 

.,.~ ...:......Option; Child and dependent care tax credit ratQwoutd be 50% for taxpayers wfth'AGt'or'$30,Ooo or less 
" Creart rate WOIJd be reduced by 1 p<lrcaotage point tor each additional $1,000 of AGt.ii Credit rate would be 20% for AGI above $59,000, 

--..----.~- ,------- ---- 
~ 

N 

N 

N 
~ 

~ 
.~, 
.::1," 
~ 

_________________---:-__~. 
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;;1 Effect of Modifying Child and Dependent Care Tax Credil 
0, 

Single Head of Household, One Child Under 13, $25,000 allncome, and $2,500 of Child Care Expenses 
Cilll 1999 Dollars 

V '" 
-
~ 
sl 

'~I 


~ 
~ 
N 
o 
N 
N 
~ 

N 
o 
N 

tl 

-
~ 
N 

N 

..... , 
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-:--:::

Earnings 
Other Forms of Income 
Child Care Expenses 

Adjusted Gross Income 
.- Standard Deduction 
- Exemptions 

Taxable Income 

Pre-Credt1 Income Tax Liability 

- Child and Dependent Care Credit 

_. $500 Child Credit 

_. Earned Income Tax Credit 


Post-Credit lnaome Tax Liability 
Change iI1 Tax liability From Current Law 

Current Law O~uon 
25,000 

a 
2,500 

25,000 
. -6,400 
-5,600 
13,000 

1,950 
-528 
-500 
-353 

569 

25,000 
0 

2,500 

25,000 
-6,400 
-5,600 

13,000 

1,950 
-1,200 

-500 
-353 

-103 
-672 

Department 01 the Treasury December4,1997 
Office of Tax Analysis 

Qplion:.c. ChDd and dependent carelal<ered~ rate would be 50% for taxpayers with AGi of $30;000 or lesS ",!" ,. 

Credit rale would be reduced by 1 percentage paint for each additional $1,000 of AGI. 
Credit rate would be 20"h for AGI abo." $59,000. 

--~........--~ ~--...-. 
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~I 


COmbined E!llfIings (Both Employed) 1/ 
Other Forms of Income 
Child Care Expenses 

, ' 

Adjusted Gross Income 
" Standard Deduction 
-- Exemptions 

Taxable Income 

Pre-Cred~ Income Tax Liability 

--Child and Dependent Care Credit 

-- $500 Child Credit 

- Eamed Income Tax Credit 


Post-Credit Income Tax liability 
Change In Tax Liability From Current law 

Effect 01 Modifying to Child and Dependent Care Tax Credit 

Married Couple, Two Children Unaer 13, $35,000 of Income, and $4,050 of Child Care Expenses 


1999 Dollars 


CUrrenl Law Option 
35,000 35,000 

0 0 
4,050 4,050 

35,000 35,000 
-7,300 -7,300 

-11,200 -11,2OQ 
16,500 16,500 

2,475 2,475 
-810 -1,823 

-l,OOQ -1,000 
0 0 

665 a 
-865 

Department of the Treasury December 4, 1997 

Office ot Tax Analysis 
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N 

11 Earnings of lower earner are greater than child care expenses,.." 
~ 

.... "'. :-~ 
, " 

Option: Child and depend\int care tax Cfed~ rate would'b~5a!IHo( taxpayers with AGI of $:JO;OO'b'or less..,' -.~ 
N Cred~ ralewoUfd be reduced by 1 percentage point tor each addmonal $1,000 of AGI,
tl Credit ratewouid be 20% for AGI above $59,000, . . . ~-- - .. --~~.--------- -_." -.--- ~.~ '"----~-

~ 
N 

N 
~ 

a 
~ , 
~ 
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::;1 Effect of Moolfying Child and Dependent Care Tax Credit 
Marrted Couple, Two Children Uriiler 13, S50,OOO of Income, and $4,050 err Child Care Expenses' ~I 

1999 Dollars 

Other Forms 01 Income 0 0 

Child Care Exp<!nses 4,050 4,050 


Adjusted Gross Income 50,000 SO,OOO 

•• Siandard Deduction . -7300
·7,300 , 
- Exempllons -11,200 -11,200 

Tax"blelncome 31,500 31,500 

gl Pre-Credit Income Tax Uabinty , 4,725 4,725 
;r; - Child and Dependent Care Credtt .j)10 -1,215 


- $500 Child Credit '1,000 '1,000 

~ -'Earned Income Tax Credit a 0 


~ Post-Credlttncome Tax Uabilily 2,915 2,510 

Change in Tax Uabllily From Current Law -405 


Department of the Treasury 

Office ofTax Analysis 


~ 
n 
'" 11 Earnings of lower earner are greater than child care eXp<!nses,'" N 
N 
o 

December 4, 1997 

Option: Cpild.,ij/1d dependent care tax ctedil,rala.WoUId be 50% for laxpayeiSWiIfi"A'GI<-of'$30,OOO or lessN 

N '" Credll rate would be re<iJced by 1 p<!rcentage point lor each additional $1,000 01 AGI.
!;I Credit rate would be 20% for AGI above $59,000,

p----- +--
N '" 
N 
~ 

, ~ ~ 
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~ 
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BRUCE REED DATE: December 4.1997 
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781-749-5563H:24 Nancv Hoit 

1
1 

David Uhlmann 305-0337
3:37 
Rc: Borinie left you a message about why he's calling 301-587-2324 (H) 

after 6:30 I 

1
 

5:45 ( 862-0359
James Bennett NYT 
1= 690-7627
Rich TarplinTY' ). Rc: call him tomorrow (he wants to come in next week to sec you and 

Elena\. ! 
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PRELIMINARY OPTIONS FOR CHILD CARE INITIATIVE 

I. 	 TAX ~STEM. Options for investing in child care through the tax system include: 

A. Childqhd Dependent Care Tax Credil. Modify the Child and Dependent Care Tax Credit 
(CDCTC) hy raising the top rate and moving the phase-out range, One option considered would 
l1lise the top rn~e from 30 percent (current law) to 50 percent and move the phase-out range from 
$10,000·$28,000 (current law) to $30.000-$59,000, indexed for inflation thereafter. Presently, the , 
CDcrC phase~ down from a high of 30 percent at $10,000 or less of income to 20 percent at more 
than $28,000 of income (a phase-out rate ofone percentage point per $2,000 of income). Under thi!'> 
option. the crudit would phase-out at-a rate of one percentage point per $1,000 ofincome, from a 
high of 50 percent at S30,000 or less of income to 20 percent at more [han $59,000. The 
Department of the Treasury estimates that this option would affect 2.2 million taxpayers with 
tldjustcd gross incomes below $59,000, providing an average tax eredit of $233 llnd eJiminatinM tax 
liability for most families wiJ,h incomes below 200% of povertv. Tbis option WQuld cost $~!Z 
billion througb the year 6003; less expensjve options. using different rates and phase:out IlU)ltCS. arc 
Ulsp availabl!!, The credit could also be made refundable. :r~~nl I, ~l-... ..... ~l...\t. ~ 

I 2.~;U' 
£= I 
• 	 The CDCTC parameters have not been adjusted for inflation since }982,, 

• 	 Throl!g~ the tax system, assistance can be provided directly to parcnts for their child care 
needs with low administrative costs. 

I 
~. I 
• 	 The CDCTC is not well targeted to those with low incomes, 

~- Under current law, about I percent of the CDCTC is received by' families with money 
[ncomc in the bottom quintile. About 32 percent of the credit is received by those with 
income in the top quintile. 

Taxpayers who also claim the $500 child credit wilt not benefit from an increase in the 
CDCTC, unless their income is between 130 and 160 percent of povcrty. 

\ 
• 	 The IRS,c8nnot easily verify child care expenditures. In 1988, about onc~third of the 

CDCTC!amounts claimed were false or overstated. Compliance efforts since 1988 may 
have reduced this error rate somewhat but the IRS continues to have difficulty verifying \ 	 . 

expenses. 
i 

B. 	 Tax Cre~li(s IV Corporate Sector, Provide a tax credit to businesses that incur costs related to 



providing child care services to their employees. Qualifying expenses could include those a 

business incurs to build or expand a child care facility, operate an existing facility; lrain child care 

workers, reserve slots at a child care facility for employees, or provide child care resource and 

referral services to employees. Under one option considered (proposed by Senator Kohi), the credit 

could cover 50% ofqualified costs incurred, but could not exceed $, 50,000 per year, Thjs opljQU 

has been estimated by the Joint Committee on Taxation to cost $2,6 billion over five years. The 

option could also be scaled back, for example, to cover a smaller percentage of qualilied costs or to 

1irnit the types ofqualified costs to which the credit could apply. 'l's.,s..f'S'; \ \. "t>.. ~ ~ 


: 	 . 2.. ..". I'" .t..i_ '* \--\. Wr _I.:..I-
Pros: I 
• 	 The pr6posal could increase the availability ofchild care services by giving businesses an 


inceotiie to provide those services to their employees. 


• 	 The proposal addresses concerns about the quality ofchild care by requiring that businesses 

take the' credit only for expenses incurred in licensed child care facilities. 


,I 

i 


• 	 This mly give businesses a tax credit for expenses they would have otherwise incurred ~~ 

and ded~ctcd or depreciated ~~ in the absence of the credit 


,,, 

• 	 Because the proposed credit is likely to disproportionately benefit middle· and higher~ wage 

workers, it may not be an efficient use of scarce federal resources to support child care. 


• 	 A tax credit for employers will not benefit the nearly 30 percent of the labor force whose 

employers are non-taxable (governments, non~profit organizations). 


II. CHILI) CARE AND DEVELOPMENT BLOCK GRANT. Increasing federal investment 

in the Child Care and Development Block Grant (CCDBG) will enable states to provide child care 

§llhsldics to additional low-income working families with children under age 13. According to 

HHS estimates, for every $100 minion ofannual additional federal investment in the CCDBO, al 

least an additio~al 35,000 children from fmnilles with incomes below 200% of poverty will receive 

subsidized child care, A possible recommendation is to increase the investment by $4 billion oycr 

five ycgrs. which WQuld provide subsidies for approximatelY 28Q,OOO children per year. Less 

money wmdd mean proportionately fewer additional children subsidized,~. "loJ-", ~""i......... j{ <lWj1 


: -\40 ~u -. J,.. ~ )W''<I .... 

I 

, . CCDBq 
, 

provides significant relief to low income working families for child care costs. 

Avcr<ig~ child care costs are $74 per week, and the average subsidy is $66 per week. 


I 



-- Early data from HHS demonstrates that states have obligated nearly all of their FY 1997 
CCDBG dollars. Although states are allowed to subsidize child care costs for families 
below 85 percent of State Median Income (roughly 200 percent of the federal poverty level), 
thc majority of states serve only families with incomes below 130 percent of poverty. 

! , 

• 	 Increasing federal investment in the block grant leaves states with flexibility to use the funds 
for the particular child care needs ofthcir low-income populations. 

! 	 . 

• 	 The fedhral government has little control over the income levels of the families reached (as , 
long as they arc below the statutory limit of 85 percent of state median income). 

I 
I 

III. QUALITY/EARLY LEARNING. Options for increasing federal investment in the quality 
of child care an:d early learning include: 

. 

A. Child ('fire Provider Tminim:. Increase federal investment in the training of ehild care 
providers. Options include: 

1. Chila Care Provider Scholarship Fund. Announced by the President at the White House 
Conference on Child Care, the Child Care Provider Scholarship Fund will enable states to provide J 
scholarship funds to students working toward a child care credential. Eligible child care workers ~~ 
must commit to remaining in the field for at least one year for each year of assistance received and ~""""I 
will earn increa~ed compensation or bonuses when they complete their course work. The President ~ 
announced an investment of$250 million over five years. 

I 

I 


2. Child Care Apprenticeship Training Program. Expand the Child Care Apprenticeship 
Program to fund the training of child care providers working to~ard a degree equivalent to the 
Child Developrftcnt Associate degree, with on the job observation and practice. The Department of 
Labor has asked for an appropriation of $1 0 million for FY 1999. 

I 
~ I 
• 	 Child care experts agree that w~ll trained child care providers are a key clement of child care 

quality. I 

~ 
• 	 The scholarship fund will not guarantee that the recipient will remain in the child care field 

beyond the one year commitment. However, results from the North Carolina T.E.A.C.H. 
program (on which the fund is modeled) indicate that annual staff turnover is only 10% for 
T.E.A.C.H. participants, as compared to 42% statewide. 

B. Research and Evaluation. Establish a new fund to support data and research and tcchnology 
development and utilization. Uses for the new runding would include research and demonstration 
projects, a Natibnal Center on Child Care Statistics, and a national child care hotline. , 

I 
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•,, 
• 	 Currently, no funds are targeted to child care data and research on a national leveL , 

Rescar~h is nceded to assist policy~makcrs and community leaders to better understand how 
to build the supply of affordable quality eare. 

I 
•

• 	 Resear~h \"'ill not directly increase the supply of child caret and does not directly make care 
more nlTordable. 

C. Standard,? En,fiJrcemenl. Estahlish a fund for states to improve licensing and enforce state 
child care health and safety standards. Activities supported would include providing additional stafT 
and resources to license child care settings and increasing unannounced inspections of licensed child 
care centers and family day care homes, 

•• 	 Child c~re experts report that almost all states undcrcnforcc chi1d care standards. 

• 	 RescHrc~ and experience in the military child care program indicate that diligent 
enforcement of standards - particularly frequent unannounced inspections -~ improves 
quality. 

!.&M; 
• 	 Wuere state child care standards are inadequate, the fund may result in only marginal 

• 	 I 
lInprov~mcnts, 

I 
O. Earlv Ltoruln? Quality Fund Increase federal investment in activities to improve early 
childhood educ~'ion and the quality and snfety of child care for young children (ages 0-5). The 
program would have three goals: (1) to improve early learning and development for our youngest 
children; (2) to Icnsure health and safety in child care; and (3) to increase parental involvement In

•order to accomplish these goals, funds could be used for the following activities: (1) providing 1.!asic 
training to child care providers (including first aid and CPR, and training in ehitd development); (2) 
creating and supporting family day care networks (e.g. connecting individual child care providers to 
centers for education and support); (3) assisting providers in meedng accreditation and licensing 
requirements; (~) linking child care providers with health professionals; and (5) providing home 
'lisit:!, parent educ3tion, and consumer education about child care. This program would provide 
challenge grant~ 10 communities (e.g., counties or local public~private partnerships) to support child 
care providers and programs. \r-l .. 1r \.I....\\..h.....l 

.""l, \. s:u,".....G.....l? ,r-.L.\"l~" -<;.........S\>kJ ..~{.,....h~l>.iI> 
£J:.Q.a; 1 ~"...,. _ ,....I""'!l.-l 

• 	 Targets infants and toddlers, who are most vulnerable to health and safety risks in child care. 

• 	 The Administration has made a strong commitment to promoting early childhood 
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deve!oJment and learning, which will help ensure schoolNfcadiness. 

• 	 With Jj~ited resources, additional investments in quality may take money from investments 
to mak~ child care more affordable. 

I, 
B. Hem!. SJaa / Early Hem!. Sian. Increase the Early Head Start (children 0-3) set-aside (5 
percent under current law), while increasing overall funding in Head Start to ensure that boosting, 
the set-aside does not reduce the resources available for children 3~5. One option would be to 
double the set·aside to clmble morc than 50,000 additional children to receive Early Head Start , 
services in 20~2 (relative to current law). t\_.......J...'l 10,),." 1,;,1'. 


Possible recQJmendaljons for funding the above package of Initiatives fall within the ranee of $1.5 
to $4 billion oVer five years. 

,I 
IV. 	 SCI!OOL·AG~; OPPORTUNITIES , 
A. EwanSion QfW 21s1 Cenlllcr CommrmUy Learning Center PtQrvam. The 21 st Century 
Community Learning Program provides start~up funds to schoolMcommunity partnerships to 
establish belor~~ and afler~scnoo! programs for school::fl:ge children at public school~. Changes to 
the program wpuld be made to increase community involvement, target high-need communities, and 
require an increased local match to ensure that programs become self-sustaining after receiving 
start~up funding. ":-»...0\ l.~. \.\.\.4.5. 

I l. ~"3-()..I- ...~,,,~~ ......l-~) 

I 	 .
• 	 Rcspo~ds to the tremendous need for after-school programs, Estimates of the number of 

"Iatch-~ey" children who arc unsupervised during non-school hours ranges from 2 to J5 
million', 

I 

• 	 1I1crC'.as~s the supply of afkr~school programs in a cost~effective manner by establishing or 
cxpand,ing programs at undcrutilizcd public school huildings . . 

i 
• 	 Respo~ds to surveys showing strong parental and educator support for school-based after· 

school programs. }l.ncnts often prefer school-based programs because they do not require 
transpo:rtation and are run by school officials, , 

• 	 The 21st Century Community Learning Center program has a proven record of support in 
this Congress (appropriated at $40 million for FY 1998); there is no need to create a new 
federal ,program. 

l:&n£. 
• 	 h may be difficult to expand a newly funded program to a level that meets the great need for 

after~scbool programs. 
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• 	 Some schools operate in an isolated manner and do not broadly engage parents or 
community organizations in their programs. 

I 

• 	 This pr~gram funos only after~school p-rograms located in public schools. However, 
families can use CeDBG subsidies to pay for eare for children under 13 at other institutions. , 

I 
B. CaQ[din(l/iQ!1 Q{Federal Efforts, Create a multi*agency task force to assist three to five pilot 
cities identify, obtain, and make the best usc ofcurrently available federal resources -financial and 
human-- to pro~ide comprehensive aftcr~school p-rogramming for 1heir children. This coHaborative 
federal effort would work to remove impediments to access to or efficient use of federal funds and 
wi1l seek to prrivide the communities with information from around the country regarding promising 
and effective pfogrammmic strategies.. In addition to assisting those communities meet an important 
need, this initldtive is expected to lead to other federal multi-agency coHaborative efforts in other 
areas. A.,c...~ ... krt 

A. Expand the reach Qflhe Fqmily and Medical Leave Act (FMLA)' Presently) FMLA covers 
employees ofbusinesses with 50 or more employees. Options include expanding coverage to, 
businesses with 25 or more employees., either ali at one time 01' incrementally, Another option is to 
extend the tim~ period from 12 weeks (current law) 10 24 weeks, ""crt-~ --""'r1 

I 
, 

i 

• 	 By increasing the number of covered employees, more parents would have the ability to take 
time to ,care for their children. Lowering the employee threshold would cover 10 million 
udditiOl;ut employees or inCfC<lSC by 15% those cmployees covered by the Act. 

• 	 No ex~nsc to the U.S. Treasury. 

l.&n;i: 
• 	 Lowering the threshold will provoke strong business opposition and increasing the length of 

leave may do so as well. 

It A very small pertentage,Qf employees take the maximum amount of leave now, so 
expandi,ng the length of leave will help only a small percentage of people. Today, only 
100,000 to 400,000 take the maximum leave of 12 weeks, out of the 12 million woo take the, 
leave. 	 ' 

• 	 These Jptions will not help those people who cannot afford to take leave. According to the 
Depart~ent of Labor, 65% of those who wanted to take leave to care for their newborn, 

6 



foster. or adopted child did not do so for economic reasons, 
I 	 . 

B, Prol'idJ paid parental leave coverage for a limited amount of time for working parents 
below a set inc'ome level. For example, a new paid leave plan could provide $200 a week for 6 
weeks of paid leave to all new parents who have been in the workforce either pan~time or full~time 
for one year an~ whose family income is below $50,000, at a cost ofS] billion per year. This pian 
would use the unemployment insurance system to provide the leave payments, but would be paid 
for by the federal government. Employers not currently covered by FMLA would not be required to 
allow their employees to take this leave. :1:,,,-,,,, I. ,,~......-I<J. " "L 

I 	 2. S~"-I-~~ 1.01\. 9"" ....... • ....<:r<,., 

£mJi: I 

• 	 Paid leAve \vould allo\\'<' more parents to spend time with their newborn babies at a crucial 
time in 'their children's deVelopment. 

• 	 This prbposnl is likely to modify behavior. According to the Department or Labor, 65% of 
those who wanted to take leave to care for their newborn. foster. or adopted child did not do, . 
so for economic reasons. 

I
l:&rui: 
• 	 There arc small substitution effects. Two to three percent of all employees receive paid 

leave from their employers, but many of these employees would not mcct the income 
thrcsho)d for this benefit. However, many employees receive paid vacation leave (88% to 
97%) and paid sick leave (50 to 65%), and they do use these benefits to take leave for the 
birth of a child. 

• 	 Parents who have not been in the workforce would not receive any benefit. 

• 	 There may be some business backlash because the cost of hiring will increase us more 
people ulke leave. 

C. j)emal1~"r'tlti()n Project 1o Support Slay-aI-Home Parents. Establish a demonstration project 
for innovulive approaches by states to enable parents to stay at home during their children's first 
years of life. W ........ U ... -\. ~~W 

~ 
• 	 This proposal would target benefits to parents who stay at home during a crucial time in 

their children's development. 

l:&rui: 
• 	 This option is likely to affect a small number of people. 

D. wmmd (he chiW fax credfl;tfJr Wmilies with children. Q(a certain m:e, Build on THE $500 
per child tax credit. F(.)r example.. families with children 0 to 3 years of agc could rcceive an 

7 



, 
additional $250, at a cost of roughly $6.5 billion over 5 years, or families with children 0 to 1 year 
of age could re~eive an additional $500, at a cost of roughly $4.67 billion over 5 years, 

I, 
£m:;: I ,
• 	 Provid~s a benefit to both stay~at·home parents and working parents targeted to the carliest 

years of their children's lives, a time at which couples llsua1Jy have lower incomes. 

~: 
• 	 This option will provide small benefits to a large group of people and is unlikely to modify 

behavior. 

• 	 The tax code already favors stay·at~homc parents through marriage bonuses, while the 
Socia] Security system favors this group by providing them benefits without requiring that 
they work. in addition, the Administration already has supported policies bcncf1ting stay-at~ 
home parents. such as the per child tax credit and cased access to the home o1l1cc deduction. 

8 
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APPENDIX: IlACKGROUND ON FEDERAL CHILD CARE INVESTMENTS 

The federal goternment invests in child care in a variety of ways. The two principal mechanisms 
designed to help parents pay for child care are the Child and Dependent Care Tax Credit (COeTC) 
and the Child Care and Development Block Grant (CCDBG). . 

I 

Child and Dependent Care Tax Credit. The CDeTe provides tax relief to taxpayers who pay for 
the care of a child under 13 or a disabled dependent or spouse in order to work. The non-refundable 
credit is equal to a percentage of the taxpayer's employment-related expenditures for child or 
dependent care, with the amount of the credit rate depending on the taxpayer's adjusted gross 
income (AGI). Currently, the credit rate is phased down from 30% (for taxpayers with AGI of 
$10,000 or less) to 20% (for taxpayers with adjusted gross income above $28,000). The maximum 
amounts of qualifying expenses for which credits may be claimed are $2,400 for one qualifying 
individual and $4,800 for two or more qualifying individuals. Thus, the maximum credit ranges 
from $480 to $720 for a taxpayer with one qualifying individual and $960 to $1,440 for a taxpayer 
with two or more qualifying individuals. 

Child Care and Development Block Grant. The CCDBG is the primary federal subsidy program 
devoted to child care, enabling low-income parents and parents receiving Temporary Assistance for 
Needy Familie.s (TAN F) to work or participate in the educational or training programs they need in 
order to work. Welfare reform increased federal funding for child care by approximately $4 billion 
over five years' (FY 1997 - FY 2002), and it consolidated four child care subsidy programs into the 
CCDBG. The'funds arc distributed primarily by formula to the states to operate direct child care . 
subsidy prograims and improve the quality and availability·of care. By law, states may serve families 
below 85% of~tate median income, and must spend 4% of their funds on efforts to improve child . ,
care quality. I 

; CCDBG CDCTCI , 
$2.9 billion (FY 1997) $2.6 billion (FY 1998) Current federal funding level 

Eligibility critbria Families (TANF and non- Taxpayers who pay for at least 
TANF) with children under 13 50% of the care ofa child under I 
who need child care and earn 

I 
13 and/or a disabled dependent 

less than 85% of state median 
I 

or spouse in order to work. 
income 

[9% 
going to families with AGI 
below 200% of poverty 

% of overall d~l1ars in program Approximately 96% 

% offamilies with AGI below 12% (of potentially eligible 13% 
200% of poverty and children families) 
under 13 who receive l.lssistance 
under program 

$2,200 (average, annual federal $4 [9 (average tax relief per 
subsidy per-child) 

Amount of federal assistance 
family with AGI below 200% of' 
poverty) 

9 




In addition. the $500 pcr-child tax credit in the Balanced Budget Act can provide significant 
additional s.up~ort to help parents meet child care costs. 

In addition to these programs, the federal government runs a food program for child and adult cluy 
care centers through the USDA and invests in after~school programs for school~agc chiJdrcn. The 
Child and Adult Care Food Program (CACFP) provided meals to approximately 2.5 million 
children in approximately 35,000 child care centers (including after-school centers) in 1997. The 
General Accounting Office identified thc CACFP as one of the most effective vehicles for reaching 
family child cdre providers und enhancing cure in home-based settings. Alter-schoo) programs are 
supported throhgh a variety of initiatives, including the Department of Education's 2 J st Century 
Learning Centbrs, funded at 540 million for FY 1998, which will provide after-school progmm 
opportunities ih public schools for a million children. 

I 

I 


to 



Child Care Initiative 

, 
Spcndinl:: Options 

I 
I. 	 Stl~sidy; (Child Care and Development Block Grant) 


;':J 

II. Quality F.und \) 

I 
Ill. Targeted Investment for Quality/t\\'ailability 


A_ Scholarships/Apprenticeships 

C(.d/<..-~ Il_ Consumer Education. Research. and Technology 
00,1'; ;1<1 e Enloreelnen! _ - ,U" ~ ~ "-'t" ~t- - I'k 
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Tax Options 

I. Child at~d Dcpcndcnt Care Tax Cn:dit (CDCTC) 

A. Rcrundabk? 
B. Funding Lcvcl? 

[I. Tax Crl!dits for Businesses that 13uild/Opcrall: Child Care Cl:ntcrs (Sell. Kohl Proposal) 

I 
SLay-at-['[o1llC P;:ll"I.:nts Strategies 

I. Family :Il\d Medical Lcavo (FMLA) Exp:msil>n - ~4 \- ~S I f(j .(:,- u~).) C,.~ 

II. 3/4 Suhsidy 

Ill. Child and Dependent Care Tax Cn.:dii (CDele) Modification 
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~F..MORANOUM FO~ THE P:Rp,..sIDEN'r AND THE l"l.RS'l.' LA,D'l \...)f'AiW'> 
On the morning of the firat-over White House. conference em Child 

Car.e, you reminded the Nation that no parent should ever have to 

choose batween work and family or between earning a decent wage 

'and oaring for a child. The qrowinq number of WOMan with 

Children.in,toe labor force is one of ~h~ biqqest social changes 

0% the 20th century; coming to terms Wi~l tbat chAngo ~Q one of . 

our biggest cha11enges of the 21st cont~. As Secretary Rubin 

pointed out at tho Child CarQ Conferenoe, our now ~conomy cannot 

pontinuG into: the 21st century unle9s we as a Nation can en$u~e 

safe and affordable ehi'ld care. As we know from both tho: conuuon 

'sense experie"nce of parents and, a range of emerging research, our

Ichildren cannot grow and thrive un1eBS those ohild care 30ttings 

'protect their health and sarety and provide an environment in 

!whiOh they c~n 10a1:0. , 

Together, you have lead an extraordinary national dialogue on 

cl.'t11d care•. -Over the pact" five years your Administration hac 

takon important· steps to'increase funding for child care, 

particularly for ,faMili.~ 't~ansition1nq tram welfare to work. 

"lQt, as your,White HOUse Conferenoo d9mOn$ltratad~ we still hi.:lve a 

long way to go.


'" . , 

We need a bo1d new 21st century Child Care Initiative to draw on 

the enerqy the Child Care Conferonce unleaShed from all 

Amer:tcans --; federal state and local lee.ders; employers; the
i 

faith community; child care proviuers; and families themselves, 

both rich and poor. This initiative munt build on what we know 

about what dhi1.dren·neod to he' safe and healthy, about what works 

in communities, and about what parents and' employers need to 

assure a strong and ~ffQctive labOr force. 


I 
-We cannot settle'for-·..~ddr~~ging ;fu5t one or theBe needs or just 

one part ofjthe,prOblem; because the stakes are too hiQh tor us 

as a Nation. We cannot mOQt the 21st century challenge of <:\ 


thriving ecpnomy and growing children if we settle· only for 

making child ca.re more affordable for struggl'in<;J families while 

leaving- chi'1dren J s safety at risk -- or if we aettla only for 

improving s'olne children's c.ar;e l'Ihilc ~oaving the cost of ,child 

care out of range ·for ~ar too many wo~kin9 famili~a. h piGceme~l 

npproa,ch will' u.ndarcut both our ahort-run and long7run, SQcceSS by 

failing toiresponQ·to the deeply·felt needs of parents; by

pl.aying difforent fam.ilies off against each other, rather than 


I 
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pu.i~ding" a shared. committttcnt tQ America's futuraj and by fai ling 
to provide the real lQaders\lip that comnmnities, !'>tates, 

. employers, and families need to move forward.,I ' 
-Let me say mQ~e about what we know noW about each of these needs: 

I 
-~cross the country we hear fro~ wQrkin9 fami1ies that they are 
strugq1ing to afford ~afe care tor their children. Low-incomeI
I

i",ork~n9 .fa'mil!ies are spendinq, on av;arage a quarter of their . 

-incoma on chi~d care. Although some 10 million ohildren from 

work1nQ families are eligible for direct child care.assistance, 

federal subsidias serve a little more than Qne million ohildrQn~ 


i The Dependent Care Tax Credit rcachcc only a fraction of these 

'families sinCe it is not refundable and provides on1y minimal, 

support. Your new pIan must address thesG hardworking, low-I

i income rami1ies.. They get up each day, work hal."d and play by the'ru1eG and ye~ stilI cannot a~ford quality health care or child 
care. 1I 
The Chil.drenl of these working parente;' too often spend thEur days' in ssttin9 G that do not promote .healt.hy child deve10pment and may 
even oomprom~se their safety~ With million5 of infants andI 

, todd1ers noW in care~ children can spend yeQr~ in po~~ carG' betore they jenter schoQl" dil:"ectly,atfnci:ing' school readiness. 
The recent Nat.ional Institute or Child Health and HumanI Oevelopment'stu<ly Cl.ear1y'demonst-rated that high quality care for 

I 

I 
very young ch~ldren is consistently related to high levels of 
cognitive and language development. . 

, I 

I Onoe children enter sohool l we do not take advantage of the 

I valua'b~e. J.earning: ti1lle after school and throughout the su::rtmer. 
months. Learniru;1 doc.s not stop at 3:00 p.m.• and it ~s certa:inly 
not seasonal.. We no 'longer need our ohildron to tend ·our f1eld.s 
during the. ~~G.r. J'urthermore. numerous stu>lies now'indic<),te 
that the lack ot care and attention put our youth at risk· forI greater al.c'ohol, tobacco~ drug use, teen pregnancy! and 

1 involvement' in crime ..

i o$spite thJse needs; very few cOF~unities have resources to 
1 create so1utions to the quality, af£ordabiJity, and availability 

issues that you outlined at the White House Conferenoe. The vast

I ruajority of assistance qoes directly to parents to:pay for care. 
A very ,small amount, about four. percent of direct subsidy I ,goes 

I 
',". ,I·, "to qual'it,yi··<,\ctivitles; which are u8ua..lly planned at the statl;t 

level~ Some oommunitie~, like those that Governor Hunt d~~cribed 
in North Carolina, are combining d variet.y of rosources. to' 

1 stimulate innovation and capitalize 'on the commitment. of their 
neighborhood ~choo~s~ employeJ7s, and parcnto. AG you pointed out:.

I at ·the -Con'ferencc(··wc,need- to take: the 1l'.odel,s that are working---in 
one cOl1lmunity and gjve other 'com..'1lunities an opportunity to adClpt 

1 them to meet their.· ~peciftc needs. ' 

I I 

I 
, 
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G.l.VCIl whi:1t. we, know about cnild ca.re both from emerqinq research 
:and from whRt' pnl:'c:mts havG tol.d us, X havo rocommondod to CMU o.nd 
;White House Sta~f a series of investmentu to seriously address 
the. health, safety, and d~velopmental needs of our youn~est 

,ichildren·nnd our school-age chi14ren, tor whom care is most often 
of poor quality and in short supply. 

In y?ur.state of the Union address and fiscal year 1999 budget 

GUbm1SG10n. I Gtrong1y urqe you to put forward a comprehensivQ 

plan that wouLd include six critical child care invest~ent 

stratggies to hGlp families and communitiGo. 


Por £ ...i..1iQ",. 

o 	 Inorease the 'nu~bQr of children from 1ow-income working 
families that receive child care assistance by 250,000 in 
1999 by exPanding direct assi.stanoe by 700 million 'dollars. 
This would be an lmportant first step, toward the goal of I 
doub1inq the number of children now ~$aeiving direct child vi' 
care assistance. . 

o 	 Reach 'm11~ions of workin9 familios by modifying the 
Oeuendent Care Tax credit (OOTe) in two ways, making it 
rofundable and expanding the oredit to provide greater
assistance to low-income working families. At a minimum we 
cho~~d update the DCTe; it-haa not beon inqQxed for 
intlation since 1982~ Tne time tor chanqe in this critical 
fami1y ~upport' is long <>v$rdue~ 

communit.ies: 

o Enable lp to 1,000 communities to craft innovative solutions 
t.o prot'ect:. the health and safety of infants anu toddler:::> in 
care. :This will demonstrate your commitment to school 
l';'oad1ness in 1999, the tenth annivct:aary"oi: the educO,t.ion 
goals~ Investment: 800 million dollars. ' 
. ,i, . 	 ' 

a 	 Enable :up to 500 communiti,es to find local solutinns to 
5chool,age child core need.s~ Link Buch an e£.cort with an 
expansion of your Schools of the 21st Century pr.ogram to 
enaure:thnt we maximi~e the use of schools as part or this 
ovsra11"community 'mobilization effort. 'A particular 
emphasis needs to bc put on after school alternatives for 
adolescents. Investment: 300 million dollars., 

............ I'·' , ... ' ....... , ......................... 

o 	 Provide training and education to -at least 150,000 

providers, affocting the. care of about L 5 mD j ion ch i idr@n. 
This would build on the National Qlild C~re Provider 
SchoJJtrship Fllnd thAt yr,ll annrmrH"!;!Hi Fit: thA Wh i,tp H(ll1$R 

. cc>uf!!.rrence..I Inve$tmcllt. 150,"--millioll - dollars. ..--,,,",,""... .......
'., 	 , ' '. "". '. d 
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I 0 	 Put in place a system of consumer education and supports for 
research: and data collection as wall as the ucc of 

, t~chnol09Y for training providers. This. effort would 
include a national consumer education oampaign. a training 
strat~gy' to reach home providers and caregivers in rural 
communities and a National Center on Child Ca~e statistics 
that 	will finally give us the critioal information we need 
to plan future policy d1.r.ectlon i.n this a1':'Ga. Tnvestment: 50 
million dollars6 

Together, you have set the stage for an unprecedented national 
'discussion and investment in child care and after schOOl , 
'programs. The American 'people 'know we have: a child care system 
that ...does not work aff~ctiv()ly tor fami"lies or fo~ children. 

Building on the momentum that you bogan with the White House 
conferences, your FY 1999'budget and the State of the Union 
shQ\l14 present a concrete and powerful strategy to build a 
2l.st 	century child care sY,st.om. 

I believe: that with your inspiring leadership, we can add another 
building b~ock to your er!'ort to redetine the future u! wUL-k,iug' 
~amilies in Am&rica. This will P0 another historic l~9acy of 
yO}lr Presidency. 

~ Donna E. Shalala 
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