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TO: John Hilley 
Gene Sperling 
Jack Lew 

FROM: Bruce Reed 
Jennifer Klein 

DATE: 7114/97
RE: Child Care Tax Proposals 

As you discuss spending options for tobacco tax funds, here are proposals to 
expand tax subsidies for child care. ' 

1. Dependent Care Tax' Credit 

Currently, taxpayers may claim non-refundable income tax credits for eligible 
employment related expenses for dependent care. Eligible ~xpenses include those for the 
care of a child under 13 or a disabled dependent or spouse. Eligible expenses are limited 
to $2,400 for one dependent or $4,800 for two or more dependents. The credit rate.' 
depends on income, with a 30 percent credit rate for those with adjusted gross income 
below $10,000. The credit rate is reduced with income, so *at those with incomes over, 
$28,000 have a 20 percent rate. . . 

There are three options to expand,the dependent care tax credit (DCTC): 

(1) Make the DCTC refundable. The existing DCTC'is non-refundable; meaning 
thattaxpayers whose income tax liability is less than the credit do not receive the . 
full benefit. As with the Earned Income Tax Credit~ thaking the DCTC refundable' 
would allow taxpayers with low tax liabilities to receive a check from the IRS for 
the amount by which the credit claimed exceeds theirtax liability. 

Treasury estimates the revenue cost of this proposal at around $4 billion for 1998
2002.. The Joint Committee on Taxation last year estimated that it would cost 
about half of the Treasury estimate. (Please note that lall cost estimates are· from 
previous discussions ofthese proposals.) 

(2) Increase the maximum amount of eligible dependent care expenses to up to 
$4,000 for one dependent and up to $8,000 for two or more dependents. 
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(3) Change the income range over which the 30 percent credit rate declines to 20 
.percent. Under this option; families with incomes of$17,000 would receive a 30 
percent credit for eligible care expenses and the rate would phase down to .20 
percent for families with incomes at $45,000 or more .. 

Treasury estimates that this proposal would cost about $2 billion over 1998-2002. 
This revenue cost could be red:uced if the changes to the· phasedown occurred in 
steps. 

2. Kohl Business Tax Credit 

Senator Kohl proposed to allow firms to Claim a tax credit for up to 50 percent of 
. the cost ofbuilding, renovating, or operation child care centers,'with a credit limit of 
$150,000 per year. The Joint Committee on Taxation has estimated that the revenue cost 
ofthe Kohl proposal is $2;(ibillion over 199~-2002 (but not~ thatthe Kohl proposal is not 
available for years after 1999, reducing its overall revenue cost). The credit could also be . 
limited to construction,expansion, and renovation expenditures (since those are the 
capital costs that may be difficult for firms to finance), ~ost likely reducing the revenue 
cost to well below $1 billion for 1998-2002. 
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July 25, 1997 

MEMORANDUM 

TO: Elena Kagan J 
FROM: ...Nicole Rabner' .. 
CC: Jennifer Klein 
RE: : Child Care 

Our first child care working group meeting is set :up'for Tu~sday, July 28, with representation 
from "the appropriate agenctes (hst ·attached). YQU had asked Jen and me to distribute paper to 
the working group on possible policy options for discussion. With Olivia's blessing, we sent .out 
th~ attached 2-page document, which is a shortened version of the document that HHS sent to us 
eadier.. . .. . ...' . . " .. ' . . . . 

Also attached is a summary, of the focus groups you chaired, prepared by Joan and her staff for 
internal use, as well as the final, r~leased ,statement by the Presidept'onthe conference and the 
accomplishrnentsdocument. . - "J • ' 

We also have a mee~ing scheduled with the First Lady, Melanne,iDavid Hamburg and Deborah 'J.... ;
Phillips to discuss child care and get feedpack from them on policy- and conference-development 
direction. . . 
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, July 24, 1997 

, ' 

MEMORANDUM·FOR DISTRIBUTION " 
.; 

FROM: JenlIifer Klei~, DPCIOFL 

'Nicole Rabnei, DPCIOFL ' 


' .. >."... 


RE;. 13a~kground for Wor~ingQroup,Meeting on Child Care', 
, 

.. : . 	 .' !. . ~ 	 ",,'
, 

,	Atta~.hed please find a draft working paper, of policy 'options relaiingto child care for your , 

review in advance of the working group meeting at the, white House, which,will take place on 

Tuesday, July 28 at 5:15pm, in room 18.0 OEOB. The paper is meant for discussion purposes " 


, 'only and does not represent ,'an exhaustive list of ideas for consideration and discussion. 'Please 
brIng reaction~,as well as other suggestions, to the, meeting, and feel free, to ,call.either of us at 

'2027456-6266. Thank you.,..' . ' ' 
",' 
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,.,DISTRIBUTION: 	 "" 

I>£lena Kagan, iwc .~~ fiLl LVtAJ', 	
, I 

:. 
. " . . ~ 

., :':' 

Jennifer Klein, DPCIOFL ' 
Nicole Rabner, DPCIOFL , .," 

Cynthia Rice, DPC' 
, Olivia Golden', HHS 

I' 

", ,: 1. Cherrie Carter,OPL . '. 

Faith Wphl, NPR, " . 

Ann Rosewater, HHS , ' 

Joan Lombardi, HHS ' 


. 'Mary Bourdette, HHS . 	 " 
'. . . ~,Keith Fontenot, OMB' 	 , . 

." ',.' 

Jeff Farkas; OMB , 

Jennifer Friedman, 'OMB ',,' 

Mark Mazur, DPCINECICEA' " ' 

Anne Lewis, NEC ". ' 

','

Ki'is Balderston, WH Cabinet Affairs' .. 


Emily Bromberg, WH IGA', 
,j , 


Lynn Cutler, WH IGA 

Janet Mu'rguia, WH L.egislative Affatrs' 

.Carolyn Beecnift, DOD 

Linda Smith, DOD', _ 

Carrie Wofford,Labor - ',. " 
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, " , 'tv1artiia Joimson, GSA 	
; 

. 

, 
I 

,:. 

, Pauline Abernathy, bOE 

Mt'cfiae1 BruT, I reasury 

TBD; Labor, . 

TBD, SBA 
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FQRINTERNAL DISCUSS'iONPURPOSES ONLY 

Child, Care Policy Options 
Draft Working Paper, :.' 

LMake the Dependent Care Tax Credit Refundable [oI-Child Care Expenses andlorIncrease the 

Amount ofCredit Available on a Sli'ding Scale to Reach Low and Moderate IncomeWorking 


. Families ' , " , , ' 


,The Dependent Care Tax Ch::dit (DCTC)is an income tax credit: for taxpayers who incur 
employment related, expenses for child care or elder care. The credit is now available to single 
parents who work and to two..:parel1t families in which both parents ,Work. The maximum allowable 
credit, available on a sliding'scaledepending Qn income, ranges 'from $480 to $720 for families 'Yith 
one child and from $960 to $1440 for families with two or more:children. Since:the credit is not .. ' 

"refundable, it cannot be used by most low income working families'with incomes below the federal 

income tax threshold· (approximately $24,000 for a family of four). 


, " .. 

.2. Double the Number of Childrenfrom WorkingF.amiliesReceiving Child Care Assistance 

through theChifdCare Developmen{,Ftmd (CCDP) By'Increasing CCDF Funds Over Five Years 

To Reach 2 Million Children by 2002 : " . . " , " . 


Low-income families fac~ major obstacles in finding or affording child care services. While the 
, averagefarrJ.ily spends about7pet:cent 9ftheir incom~ on child~are, low-income families spend 


approximately a quartet of their income for child care services. ' An estimated 10 million children. 

from working fari:1ilies will be eligible for fe~eral child care assistance, yet only 1-1.4 million 

children currently receive assistance. Among working families earning 150%'of poverty, 40tit of 5 

do not receive federal child care ,assistance. Among working families earning at or below the' 

pov~i:1;y, line, 2 out of 3 do not receive assistance. ' '. " ' 


>, 1 l' " f' "': 

3. Establish' a,'Quality t~centive Grant Fund,to Provide Grants 'to:States (With M~tch from the 
Private Sector)to Improve Child Care for Y Dung Children Based on the Military Child Care Model. 
Including Support for Achieving Accreditatioi1--,' . . 

Research,confirms that the quality of child carecari irhp.act children'S languag~·and cognitive,' ," 
" development and'can affect school-readiness. Yetsttidy after study reveals a'crisis in the quality of' 

'child care across the country. At the White House Conference on Early Childhood Development 
. and Learning, the President pointed to.the ini~itary child care program as a model for the rest ofthe 
country. Of particular note fs the military's focus one$tablishing,~milychild bare networksJ ) 
achievingotttside. accreditatjpn 'of Its facilities, and ,tying professional training to' compensation. 

• !.. ". . " -' .~ ,q. J. , ,," . . ...... 

4. Launch art Infant/Toddler. Family Chlld'Care-Initiative by Pr~~iding-Additional Funds through 
CCDF or Another Funding Mectianismto Encourage Communities to Establish and Support Family 

;- '. , • I - • 

• • ' I - ... , 

"As the nu~ber of infants and toddlers in care i~crease,'li~a~y'falnilies are turning to small family 
child care honiesto provide a more hom'e":lik~ setting for their' children: One of the most effective 
strategies for improving the quality of these settings .is the establishment of networks of support and 
training specifically designed for family child .care providers. . ' 
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S. Establish a Scholarship Program for Child Care Professionais By Exploring Loan Forgiveness 

and Scholarship Funds'" ';" .' 

, . , , 

Researchconfirms the importance of early childhood staffto the;quality of child care services. Yet . 
child care providers receive inadequate wages and there are limited resources to recruit and retain ' ' 
staff.' When scholarships are proVided~ the quality of care improves (as'seen in the TEACH ' , 
scholarship program in NC). . 

',6. Doubiethe Number of School Age Children Who Have Access to Quality Child Care By' , 
Providing Incentive Funding to Stimulate Community-WideScnool-Age Child Care Efforts;'With 
Involvement of Schools and Community-Based O~ganizations ; 

The need for,after.,.school care , has grown dra.matically in recent years. With the vast majority:of 

parents with school-age children'in the workforce, millions of school-age children go home to an 

empty house after school. Yet most schools close at 3:00 pm and remain closed in the summer 

'months. While the number'of school-age progr~ms has grown over the last decade, there ate 'still' .' 
dramatically few school-age programs for low-income working families, particularly for children ' 
aged 10-13'. Despite poor access to, quality 'programs, recent research documents the poshiveeffects 
that schoo I-age programs can have on ac:;ademic. achievement oflow-income children. FBI studies' ' 
report that crime' rates increase between 3-6pm. ' .,..., ',' : ",' . 
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Policy Briefing 
" July 18, 1997 

W·elfare-To-WorkAnd Child Care 
A Survey Of ,The Ten Big $tates 

Margy Waller.' 

I.(·S$ them il y<:m after Washington launched i.ln hi!'itMk <.:xperimcnt in welfare reforin, st"'lte 
deci$ion::;' "l)('l'l:lt dlild (,,:<.lr<.~beTH.:fits (ll"C undermining one .of the key prindpl~'!s of rdonn: 

. thal work .must pny more thcl.r\ welfarc. A PPI survey of the slales with the 10 tugt:'!st ) 
. ca~(~l()ads, .compk"!t:ed in euly July, shows that some.stClt(;!S are. diverting chHd care funds . 

from tl1l' working poorlo welfare recipients, jeopa.l:dizing the :ability of the working poor . 
to :;tay off welfare roUs. This trend, if sustClinc~, would rcpresent a perv~r~e lwist to 
'welfare refonn by pena.,lizing the very familie!'i who are working hard to stay off wdfar(!.· 

A sound welI.:u:·e polky should not only require work, but ShClllld ,1150 "m,'kc work 
p<'lY." To h::ward w(lrk ovcr wc1 f(ll'(~, stcltes t11USt offer supports, includ.ing child care, healLh 
care, and transportation stlb!>idi~~.' tnenabletlw working poor;to remain in tlw job market. 
Tht'risk for low-wage workers who lack child care for their children i!'i obviou!';: without 
someOlK', to wa.tch the ~hlIdren, <i parent can'l go lo work. . 

That is why the succes~ ofwelfare reform depends on the existence of accessible, 
aff(")rdabk, qUillily' child care for all low wage worker:;: tho5~: on welfare, th05t) rnoving 
fmal wc1far(~ to w()J'k, and tlwS(! who wC!re 11l~ver tm Ii\l o]f'lI'(!. The best WHy to ClchieVl! thb 

. is t(;l crc;~Le asystem Lhat does not make distinclions between workers based -on their 
connl~ctkH1F; tv thl! wl!lf;~ro sysk'11l. nut .ju~llhl' OPPOSiLl' i!; occurring in st.1t<.'s like Ccorgii.1 /1 
and Ohio, which <1re fo\.~tI!'ilng on f:icrvic<.~::, to welfare reCipients at the expense of other 1(lw- . 
wage workers. . , 

. Christine Fcrgu!'on'$ !'itMy i::. iHu5tn.ltive. Ferguson, <.1 Wal-Marl' c.Cltihier earning' 
$6BO ,1n hour in Union Township, Ohio, lost he'r child care sub~idy when hCI' county 
welf..1re dl~pilrtmentr(lIl out of state funds for the program and eliminated cligib.ility for 
(lss.istance to 110 f.:nnilics likl~ hers, those whose earnings are higher than 125 pl~rCl:'11l of 
fed..::r",1 poverty f.ui.delines. Like other$h1t\:s, Ohio has s,wcd 1l10nl'Y ilsilswelfare ca~t:kii.ld 
has fallen. B,~lt Ohio h(isrdusl~d to reallocate these savingfi for child Cem! to lhc working 
poor and has reduced overall slate funding'for child care this year, even as it has passed 
some of lho~c ~<'lVings 011 as lax cuts.. . ' 

MC(tnwhllt~, f.'e rgu50n't; child C<ll"e costs have jncn~(lsed from $65 a month (her' 

copilyml''nl with the subsidy), to $400 amonlh. ''I'm r(!clllyglaCi [I'res}.denl] Clinlon W(ll1ts 


ut (\ 1-1 ('"" ..1" t ..- 1 .. ,.-.1 C.."" ...... _... _H ,..~ T 1....... . . ' 


jdcnti\.~."Il t(l Christint::~·S.· . . '. . , . '.' .. ' . 
L(!cking a federal mOttcl for work-based welfare reform, states {lre e~penme~nhn~-

and the results arC decldedly mixed. A fL~w states have mewed a long Wily ll: the dIreclion 
, .• , .....•__ : .• ~ __ ~T ~ •• " ••'._ .... ( ,.\.;},1 ,""'" f(·..... ::IlIlnw_""."HT(~ workers: 1lltnOls has the best 
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