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TO: . John Hilley
Gene Sperling
Jack Lew - o

FROM: Bruce Reed ‘ o
Jennifer Klein o '

DATE: = 7/14/9T

RE: Child Care Tax Proposals

!

As you dlSCLlSS spendmg options for tobacco tax funds here are proposals to
expand tax subsidies for child care.

L Dependent Care Tax Credit

Currently, taxpayers may clalm non—refundable income tax credlts for ehglble
employment related expenses for dependent care. Eligible expenses 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 that those with i incomes over. -
$28,000 have a 20 percent rate. :

_ There are three optlons to expand the dependent care tax credit (DCTC)

(1) Make the DCTC refundable The existing DCTC 'is non-refundable; meaning
that taxpayers whose income tax liability is less than the credit-do not receive the -
‘full benefit. As with the Earned Income Tax Credit, making 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 their tax 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 thatiall cost estimates are from
previous dlscussmns of these 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.



-(3) Change the income rangég{rer which the 30 percent credit rate decfihes to 20 R
- -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 fam1hes 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 reduced 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 of building, 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
~ of the Kohl proposal is $2.6 billion over 1998-2002 (but note that the Kohl praposal 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), most llkely reducmg the revenue
- cost to well below §1 b11110n for 1998- 2002
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MEMORANDUM o T R @” o
TO: Elena Kagan oo k,J\a/ L
FROM: - . Nicole Rabner - -~ .- '~ ; S s
" CC: - Jennifer Klein o o

RE: . Child Care .

Our ﬁrst child care workmg group. meetmg is set up for Tuesday, July 28, w1th representatton
from the appropriate agencies (list attached). You 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
the attached 2-page document Wthh isa shortened version of the document that HHS sent to us

o earher

Also attached isa summary of the focus groups you chalred prepared by J oan and her staff for
internal use, as well as the final, released statement by the Pre51dent on the conference and the .
accomplishments document C

We also have a meetmg scheduled w1th the First Lady, Melanne, lDav1d Hamburg and Deborah
Phillips to discuss child care and get feedback from them on policy- and conference- development
d1rect10n :




o July24,1997 -

'MEMORANDUM FOR DISTRIBUTION SRR

" FROM:  Jennifer Klein, DPC/OFL .‘ Tk
o Nrcole Rabner DPC/QFL "~ =+ "o b

, RE . Background for Worklng Group Meetlng on Chlld Care , '
-Attached please ﬁnd a draft workmg paper.of pohcy optlons relatmg to child care for your . -
review in advance of the worklng group'meeting at the. White House, which will take place on
~ Tuesday, July 28 at 5:15pm, in room 180 OEOB. ‘The paper is meant for discussion purposes
~'only and does not represent an exhaustive list of ideas for consideration and discussion. Please

. bring reactions, as well as other suggestlons to the meeur_rg, and feel free to call either of us at
, 20’27456 6266 Thank you :

DISTRIBUTION:' |

Elena Kagan, DPC Qﬁmlww P o
Jennifer Klein, DPC/OFL . . =~~~ -~ 0 Sl
Nicole Rabner, DPC/OFL

Cynthia Rice, DPC -~ -~ . R .
" Olivia Golden, HHS = "% - o
‘Cherrie Carter, OPL ~ = <~ - - 0 e
Faith Wohl, NPR . B Dot T
Ann Rosewater HHS .

Joan Lombardi, HHS -

Mary Bourdette, HHS -

.. Keith Fontenot, OMB'

Jeff Farkas, OMB : T
Jennifer Friedman, OMB - Co T '
Mark Mazur, DPC/NEC/CEA o . e
Anne Lewis, NEC e S
- Kris Balderston, WH Cabinet Affalrs o ' )
" "Emily Bromberg, WHIGA ... © R R
Lynn Cutler, WHIGA - | T 0
Janet Murguia, WH Legislative Affalrs '
_Carolyn'Beecraft, DOD -~ ,
Linda Smith, DOD '
. Carrie Wofford, Labor
Martha JORSom, GSA |
Pauline Abernathy, DOE L .
- - Michael Barr, Iteasury - © . I U
CTBD; Labor . e e e g
TBD, SBA S LT o :
TBD, Commerce
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* FOR INTERNAL DISCUSSION PURPOSES ONLY

- Child Care Policy Options
Draft‘, W‘orking Paper: L

1 Make the Dep_endent Care Tax. Credrt Refundable for Child Care Expenses and/or. Increase th

Amount of Credit Avatlable on a Shdln Scale to Reach Low and Moderate Income Workm ;
-Farmhes IR S P Coe . . D

The Dependent Care Tax Credrt (DCTC) is an income tax credrt 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- -parent families in which both parents work. The maximum allowable -
credit, available on a sliding scale dependmg on incoime, ranges from $480 to $720 for families wnh

"_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 (approxrmately $24 000 fora farnﬂy of four)

2. Doublethe Number of Chﬂdrenfrom Workin Famthes Recemn Chrld Care Assrstance

To Reach2M1111on Children by 2002 L

Low-lncome farmhcs face major obstacles in ﬁndtng or affordmg child care services. While the

~ average family spends about 7 percent ¢ of their income on child care, low-income families spend

_ approximately a quarter of their income for child care services. - - An estimated 10 million children.

from working families will be eligible for federal child care assistance, yet only 1-1.4 million

children currcntly receive assistance. Among working families. earning 150% of poverty, 4 out of 5

~ do not receive federal child care assistance. Among worklng famlhes earnmg at or below the -
poverty line, 2 out of 3 do not recetve assrstance :

3. Estabhsh a Ouahtv Incentlve Grant F und 10 Provrde Grants to- States { Wrth Match from the
Private Sector)to Improve Child Care for Youn Chrldren Based on the Milita Chlld Care Model,

. Includmg Support for Achlevrng Accred1tat101

,Rescarch conﬁrms that the quahty of chrld care can 1mpact chrldren S language and cogmtwe
" development and can affect school-readiness. Yet study after study reveals a crisis in the quality of .
~¢hild care across the country. At the White House Conference on Early Childhood Development
" and Learning, the President pomted to-the military child care program as a model for the rest of the
country. Of particular note 1s the military’s focus on. establishing family child care networks,j N
achtevmg outs1de accredrtatron of its facrhtres and tylng professronal trammg to compensatlon )

4. Launch an Infant/Toddler Famtly Chrld Care. In1t1at1ve by Provrdmg ‘Additional Funds through

| Child Care Networks t

"As the number of infants and toddlers ini care mcrease many famlhes are turning to small famlly
child care homies to provide a more home-like setting for their children. One of the most effective
‘strategies for improving the quality of these settings isthe establishment of networks of support and
training speuﬁcally desrgned for farnrly chrld care provrders



and Scholarshlp Funds

‘Research confirms the 1mp0rtance of early chlldhood staff'to the quallty of chlld care services. Yet R
child care providers receive inadequate wages and there are hmlted resources to recruit and retain
staff. When scholarshlps are provided, the quallty of care 1mproves (as s seen in the TEACH

o scholarsh1p program in NC)

- 6 Double the Number of School A e Children Who Have Access to uallt Chlld Care By

Pr0v1d1ng Incentive Fundmg to Stimulate - Commumty Wide School Age Chlld Care Efforts, Wlth
Involvement of Schools and Commumty-Baged Organlzatlon

V The need for aﬁer-school care has grown dramatlcally in recent years Wlth the vast majorlty of
parents with: school-age children'in the workforce, millions of school- age children gohome 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 programs has grown over the last decade, there are still
dramatically few school-age programs for low-income working families, partlcularly for-children -
aged 10-13. Despite poor access to.quality programs, recent research documents the positive effects
~ that school- -age programs can have on academic achievement of low—mcome ch1ldren FBI studles '
' report that crime rates increase between 3- 6pm : :
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Welfare-To Work And Chlld Care
A Survey Of The Ten Big States

Margy Waller

L.ess than a year afler Washington launched an historic experiment in welfare reforim, state -
- decisions about child care-benefits are undermining one of the key principles of reform:
-that work must pay more than welfare. A PPl survey of the slales with the 10 largost
~ caseloads, comploted in early July, shows that some states are diverting child care funds
from the working, poor Lo welfare recipients, jeopardizing the. ability of the working poor
to stay off welfare rolls. This trend, if sustained, would represent a perverse wist to
‘welfare reform by penalizing the very families who are working hard to stay off welfare.’
A sound wellare policy should not only require work, but should also “make work
pay.” To reward work over welfarg, states must offer supports, including child care, health
care, and transportation subsidies, to enable the working poor to remain in the job market.
The 1isk for low-wage workers who lack ¢hild care for their children is obvious: Wxthout
someone. to waltch the children, a parent can'l go Lo work.

That is why the success of welfare reform depends on the ex1slence of accessible,
affordable, quality child care for all low wage workers: those on welfare, those moving
from Wc.lfarc to work, and those who were never on walfare. The best way to achieve this

is to creale a system Lhat does not make distinclions belween workers based on their

connections to the welfare system. But just the opposile is occurring in states like Georgia l '

and Ohio, which are focusing on services to welfare reci pn_nb, at the expense of other low-
wage workers. : .

Christine lexgucmm story is 111uetxahvc Icr;,uqcm a Wal-Mart casl'uu carning
$6.80 an hour in Union Township, Ohio, lost her child care subsidy when her county
welfare department ran out of state funds for the program and eliminated cligibility for
assistance to 110 familics like hers, those whose earnings are higher than 125 percent of
federal poverty guidelines, Like other states, Ohio has saved money as its welfare caselaad
has fallen. But Ohio has refused Lo reallocate these savings for child care Lo the working
poor and has reduced overall state funding for child care this year, even as it has pA%Qd
some of thosc savings on as lax cuts.

- Meanwhile, Fer guson's child care costs hm e increased from $65 a month (her
copayment with thc subshiy) to ‘5—106) a month. "I'm really glad [I’qudent} Clinton wants

fes ;']i‘l "1'\u voren I8 PO

identical to C‘hu:,tme ' o .
Lacking a federal modcl for wor k-baxed welfare reform, states are experimenting --

and the wsuits arc deudedly mixed. A fow states have moved a long way in the direction
L S T LN 9 B 0% QPR PP AN T Tnw-wacre workers: Hlinois has the best
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‘model. Two stales, and possibly a third, will reduce siate fundmt, for child care this year,
. while others have made a significanl new state investmenl as they atlempt to reach more
families. Many slatcs priorilize child care support Lo familics currently receiving welfarc
or transilioning from welfare to work. Most slales have creale d incentives to child care
providers who fill gaps in delivery lo infanls and workers with a nontraditional schedule.
This report is a part of PPI's continuing effort to monitor those experiments -- and

determine if slates are truly replacing wclfare with a system that supports pcople who

work. [tis critical for states to make that investment now, while caseloads are dropping,
‘the cconomy is strong, and states have new resources for investment in the bridge to work.
- Ttis all the more critical because as work requirements for welfare recipients increase
unc"lm the new federal law, the demand for child care assistance to working welfare
recipients will loo. Tf states mect the work requirements, and provide child care to those
working familics, it should not come at the expense of reducing or eliminating funding for
working poor families. It would be-unfortunate if states usc the flexibility provided by the
new law to maintain the inequitics of the old system when they have the opportunily lo
design a scamless cmploymc nt system for all entry-level workers.
* This paper examines the decisions about child care that have, or are, bemg madein

the 10 states with the largest welfare populations. 1t begins with a review of the:

circumstances thal states find themselves in'under the new'welfare law and the necd for
chifld carc as an integral part of the employment. system for.all low-wage workers. Then
it reviews some of the major findings of the survey. Finally, the paper makes flve
1ocommundat10ns for developing a (.hl]d care system for all luw-wage WOII\CN :

i
'

The Ba.c.kground'

New Welfare Law Requires Work  Last year, luslm ic lognclatlon climinated the guaranteed
system of cash assistance (o poor families and replaced it with block grants to slates. These
block grants are based on a formula thal requires the federal government to send stales the
amount of money they received at a time when caseloads were at an all-time high.
Although slates are permitled to -reduce state spending, a Ilouse Ways and Means
Committee report found that the states now have 34 percent mare federal resourges per
welfare family than they would have had under the old program ? |
States need to use these new resources Lo move a steadily increasing nimber of

welfare recipients into "work activitics" to meet new federal guidclines. In 1997, 25 percent |

of the welfare cascload must be working; 50 percent of the caseload must be working by
2002. Cascload reduction can help states meet.the goals. For example, if a state's cascload
this yoar is 10 percent less than it was in 1995, the statc can meet the work parhmpatnon rat(‘
by having just 15 pércent of the current Laseload in work aclivitics.

\

{

Cnir Clsld Care ‘Pmomnuzs Becowte One Flexible Block Grant  The new law combined four
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child care programs, targeted 1o different populations, into one flexible block granl. Fach
of these separate and calegorical funding streams was added to the existing Child Care and

- Development Block Grant, now called the Child Care and Development Fund (CCDF). The -

block grant provides states with $4 billion more in federal child care funds per year than
has cver been spenl befare. However, the Congressional Budget Office (CBO) estimates
that if slates continue to spend the same amount on the working poor, there will be a $1.4
billion funding shortfall for children of welfarc recipients. o

Bocausc of increased federal requirements for welfare recipients, states feel pressure
to targel new child care funds toward working welfarc recipients, in order to mcct
increasing work pacticipation rates. Over time, such a decision has great potential to
increase welfare rolls as working poor families lose jobs forlack of child care.
Infant Care and Child Care for Third Shift, Part-Time and Weekend Workers does not
Mect Deynand, and Demand is Increasing Communities are generally not meeting current
demand for infant.care. A report from the United States General Accounting Office (GAQO)
on‘the supply of infant care found thal the percentage of current demand that is mct by the
known supply (excluding informal aptions) ranges from 16 to 67 percent. The report notes
that the gap is greatest in poor communities.” The new federal law eliminates the

~exemplion from work requirements for parents with children under age three, and creates

an oplion for slales to exempt parents of children under age one. - Since the old rule
accounted for as much as 75 percent of the exempt population, the new law increascs the
need for infant care. o : . ' ‘ o

Most child care providers are available anly during traditional work hours, whilc

poor working mothers in eniry level positions often need odd-hours child carc because

their new jobs do not have 9-10-5 work day hours. A recent GAO survey of child care

© providers in four communities found thal the percenlage of providers offering care during

nontraditional hours ranged from 12 percent to 35 percent.! Most sites offering odd-hours
care are providers who operate child care homes (private homes with few slots), not child
care cenlers which have a higher capacily.®

The Child Care Crunch

Many studics cite the importance of accessible and affordable quality child care for
workplace success. A GAO reporl found that if welfare recipients received child care
subsidics, work participationrates would increase from 29 percent to 44 percenl, at a time
whan there were no time limils and more flexible work requirements.® Rescarchers report
that a primary barrier to work participation among welfara recipients is lack of child care
access,” A GAO study of participants in welfare-to-work programs in 38 states found 60
percent of respondents reported that a lack of child care is a barrier to work.?

. ~ Wellare recipients who leave welfarc for low-wage positions need the support of -
child carc assistance (o retain the new jobs. A GAO reporl on the impact of welfare reform

on child care néeds, says that a former welfare recipient may be unable to keep a job and

3-
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earn (.1101.1{,]‘1 Lo support her family without assistance, if her d‘uld care subsxdy ends before

- she has moved up the career ladder to self-sufficiency.” Two earlier reports for state
" welfare departments found that at lcast twenty percent of mothem in transition from
~welfare to work who lost child care assistance returned lo welfare." ‘

The cost of care is a significant factor limiting access forlow-wage workers. anly

~child care costs can be hard to estimate because they vary depending upon lype and

quality of care, geographic location, and number of children in care. A survey of the
Wisconsin welfare cascload [ound that for over two-thirds of the cazeload, the market cost
for child carc would be more than'half of minimum wage carnings.” A US. Census report
showed hat child care costs take an average of 18 percent of household income for families
below the [ederal povuty level, while non-poor familics used only 7 percent of household
income for care.”® The samc report says that the average cost is $3,856 per year."”
‘Mothers who wanl, but cannot afford, center or home-based carc must tum to
family or friends, and sometimes older children as care givers. Fifty-five percent.of poor

parents use informal care arrangements, whilc only 21 percent of nonpoor familics do so.™

These oplions can be less reliable and stable than center-baged carce. * Finally, new work
requirements may decrease the availability of informal care arrangements whm family
members who were able to provide care have work requirements lhemselves

Employers say child g(nc‘pwblems make employees unreliable when parenls arc-
forced to stay home, or take work time, to deal with care problems. The National .

Conference of Slate Legislatures reportsthat 80 pc'l"cénl of employers surveyed found child
care problems force parents to use work time." A report from the Colorado Business
Commission on Child Care Financing concludes that Josl work-time and reduction in.
produ:. tivity due to child care pmblemq results in.a:$3 billion annual loss nationwide.”?
Making work pay requires a comprehensive employment systom with” many

components: child care, health care, transportation, carned income tax credits, etc. This

survey reviewed only ‘the child carc aspecl of the employmutl systgms states are
developing,. g :

The PP Survey btatcs Have Not Taken Full Advantage of New Block Grant
Flexzbzhty

‘The l’mgn ssive Po]uy {nstitute (PI’I) conduded this suwcy in May, Jum and July of 1997
to gather information aboul the decisions made in the 10 states with the largesl welfare
cascload (California, Florida, Georgia, Ilinois, Michigan, New York, Ohio, Pennsylvania,
Texas, and Washington). These stales include almost (wo- thirds (65 pereent) of the

‘national cascload.” In late May, PPI sent a written survey to cachslale. A large group of

key informants from state administrations, state legislatures, and child care policy
organizations parlicipated in follow-up lelephone interviews as state legislatures debated

the passage of welfare reform-use laws. While the survey resulls provide information

available through the first week of ]uly several states had nol finished work, and others
anticipate changes or have left some issucs o the state agendy. Belore passage of the new

fedeml law, ‘many states urged that federal funding for child carc permit creation of ¢

- 13 < )
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seamlcss systems so that one set of rules - for eligibility and apphcatlon -- would apply to
all child carc applicants. State adminisirators were [rustrated by gaps in service and
artificial distinctions created by narrowly largeled and categorical funding.'® In fact, the -
'expressed intent of Congress in passing the law was to trcat all working familics the same.
A wclfare refarm guide for Members of Congress on welfare reform notes that the purpose
of the law is to “eliminate gaps, disruplions, and paperwork caused by the old child care
systém that established separate child care programs for each of these groups-of parents."®
‘ It scemed likely that given more flexibility, slales: would eliminate arlificial
distinctions and finally creale a system basing cligibility on income. All poor families
would be eligible for services, if they are working -- whether in‘an unsubsidized low wage
jok, a community scrvice job or workfare posiion. Unforlunalely, only a few states in the
PPI survey have donc whal was expecled. PPl found that states so far have largely
declined to take advantage of Lhe {lexibility in the new law, and arc focusing resources on
working welfare recipients to the detriment of other low-wage workers. ‘ '

Ohio plans to significantly JAd(’('I’('(lSE' state funding in the face of gaps in service to working
“poor; llinois plans to increase state fundiiig by 80 percent. Two states have reduced state
spending onchild care assistance overall: Ohio and Pennsylvania. Governor George Pataki.
of New York proposcs to decrcase spending by 5.4 percent, but the legislature proposes an
_increase of 13:6 percent. In Pennsylvania, the decreasc is relatively small, only 1 percent.
The decrease in Ohio amounts to nearly 11 percent of state funding for child care. Fvery
state surveyed plans to provide state matching funds for all available federa! dnll‘lr;s, '
thereby increasing overall child care spending. However, at a time when Lhere is an influx
of new federal resources relalive Lo welfare caseloads, it is difficult to understand why any
statc would reduce its general revenue funding for working families.
Two states plan to increase state funding by only 1 pcuent (_,eo'gm and
Washington, Other states have recognized-the value of an increased investment in child
~care., California and Michigan plan to increasc state spending on child care by 12 and 13
pcruent respectively.. Texas plans a 24 percent increase next ycar. President Clinton
recently recognized Florida for its slg,mhgant new state investment in child care -- 40
percent overall. Illinois is the bmg leader hcre mueasmg, statc fundmb by 80 percent over
last ycar. X . . :
Half of the states prioritize available funding to familics connected to thc zvclﬂm syslem;
three states guarantee funds for welfare familics and provide services to other low-wage
workers only if funding permits, Five of the 10 states surveyed intend Lo provide assistance
to welfare recipients and those in transition Lo work before assisting other low-wage
working familics. This is surprising, given the nunber of state administrators, geverncrs,
and others who have said that such a system is inhe rently anullable given the relative
similarities between these families, and the incentive il creatés to enter the welfare system
to ensure cligibility for child carc assislance.
PPI's survey asked whether slales intend to guarantee assistance for child care to
any groups. PPHdcefined a guarantee as a promise Lo all who met cligibility criteria that
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child care assx«mnu. would be available, no matter how many families apply during the
year. (We did not ask whether the guarantec is an ‘entitlement by state law.) Two states,
Ohio and Georgia, plan to guarantee child care to welfare recipients and those in transition
to work, while making assistance available 10 other working poor, "if {unding permits.”
Texas will guarantee assistance only to familics in transition from welfare lo work.

Three states say they will gunmnlee” ﬁmdmg for transitional assistance j‘or one Jear
after leaving welfare for work; four other states say transitional families are eligible for
assistance if funding permits within budget limits. The Georgia, Ohio and Texas child care
plans “guarantee” transitional child care support for onc ycar alter welfare recipients leave
wellare for work. However, if these former welfare recipients exceed newly created
income ceilings, they will losc assistance before the end of the year. '

Four states will provide such transitional assistance to as many families as possible
within state funding limits: California, Florida, New York, and Pennsylvania. In New
York, Governor Pataki and the Legislature have compeling proposals; the Governor would
allow local welfare administrators lo set an income ceiling for cligibility {up to the state
maximum), bul would nol require a lime limit. The Legislature would limit transitional
child care supporl Lo one year, with an income ceiling. Florida proposes a two-year time
limil {or transitioning wellare recipients. California has two transitional programs: one -
has o two-year time limit and no income ceiling, the other progmm limits assislance bacod
‘on income, but not time. ‘

Michigan, Iflinois, and Washmgton (beginning this tall) caver recipients in tr ansition
lo work as parl of their income-based programs. Transitional workers are trealéd just like

other low-wage workers - they ave eligible until they reach the income ceiling.

Only three states have moved to create a seamless system of child care support for all low- .
wage workers; seven of the largest states have so far chosen to keep the old system. Only’
three states surveyee . evelop a child care system with cligibility
based on income: [llinois, Mlcluban and Washing ouseholds with income below 50,
60, and 52 percent of The respective slate median income (SM1) are eligible for child care
services. In Michigan, working welfare vecipients will get priority, bul the state does not
annupalu a funding shortfall. Thmc is no lime limit on asmstam.(. in any of thuw slates.

Somc stutr: create expectalions of services for working poor, but mm/ 1ot be nblc to meel
thent, In order to compare the income levels that slates use to determine ehgublhty for
child care sapporl, PPl.converled the varying state standards o a percentage of stale:
median income. Some states choosc Lo use SMI as their yardslick for cligibility, others basc
eligibility ona percentage of federal poverty guidelines. PP1uses SMI to adjust for wide
cost of living differences, allowing for a more accurate cross-stale comparison of cligibility.”
Fedcral law limits the usc of the child care block granl to households with incomes

below 85 percent of stateé median income. Nevertheless, the PP survey found income
ceilings ranging from a high of 100 percent of SMIin one California program (using some
state fundm@_,) to a low of 50 pmu_nt ot SMIin inois. :
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Howwel wheri it comes to child care for the workmg poor (as in other categories
whe re suppoxt is not guaxantccd) it is critical to distinguish between ¢ hg,xbxhty for, and
acuess to, services. States with a high income ceiling may not provide services to many of
the familics below the ceiling. In the past, states often were forced to close intake for

‘services, and many stales maintained long wailing lists.' One state administrator
commented that children would be in college before they reached the top of a wailing list.
- Michigan (60 percent of SMI), Iilinois (50 percent of SMI), and Washington (52
- percent of SMT) have st eligibility relatively low compared (o other surveyed states -- but,
the state legislatures in those slates have allocated funding that they believe will cover all
eligible familics likely to apply. lllinois has increased state funding by a whopping 80
‘percent since last year. These states have moved closest to creating a seamless child care
- program with univegsal access for cligible families, determining eligibility by income rather
than making artiticial distinctions based on a recent connection to the wellare system.
‘Most states have created incentives for filling gaps in services to parents of infants -and
workers wilh nontraditional hours. Six of the 10 states sur vc.yed offer, or are ccumden g,
an incentive for child care providers who supply odd-hours care or infant care. Usually -
the incentive is a higher ratc of payment (recognizing the higher costs of such care). In
California, providers with nontraditional hours get contractual priority. Six states will
provide incentives for infant care: California, Florida, Michigan, New York, Ohio, and
Washinglon, Three slates will provide incentives for odd-hours care: California, Florida,
and Ohio. [llingis is considering various incentives and three states are not currently
planning 1o provide incentives targeled to ¢ reation of infant or odd-hours carve: Georgia,
Penmsylvania, and Texas. Permsylvania will ask for local mput on whether to use new
funds for infant care or nontraditional care.

“Slales arc also providing incentives to alleviate othu‘ bhortage< such as carc for
special needs and school-age childr en (before and after school hours). Finally, some states
are encouraging collaborative approaches for child care and Flcad Start centers. (While
there are-also many issues related Lo provider payment rates and licensing that will aflect

. qualily and availability of care, the PTI survey did nol address these issues, buyond'
enhanced rates paid as anincentive Lo create care for tay beled populations.)

Three sla*t'vs require pnruzf> to relurn to work when their infmrl‘ is Hzree months old; nine
states fail to take full advantage of the federal option to exempt parents of children under
age one. All stales surveyed have a newborn work exemption. [1inois provides up to one
year for each newborn -- the federal maximum. Georgia, Ohio, Pennsylvania, and
Washington. all create a (welve-month lifetime exemption. *Governor Paltaki’s proposal .
guarantees a three month exemption for the birth of each child, subject to twelve month
lifetime limit for the parent; focal welfare admmlstratou would have discretion to extend
the three month exemption. : -
Florida and the New York legislature provide a tluee month exemption for cach
child, with no lifctime limit. Michigan requires parents to work when an infant is thirleen
wacks old. Tn contrasl, Texas will retain ils current pmvmun, permitling an excmplion for

-7- o
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for parcnts of children under age five. At this writing; the. debatc over this issue is raging
in California. While the Democralic proposal credtes’a one year exemplion for new
parents; California Governor Tete Wilson has pr0pmcd a lWElVL week exemphon

States havc developed confu:mg j’mml y copa _/ment 1eqmremmt: All states requne some
familics 1o pay part of the cost of their child care; California, Georgia and Washington
have complicated formulas for calculating family child care copayments. Washington uscs

‘a complex set of rules that require a family earning less than 74 percent of the federal

poverty level to pay $10.00 a week. But once the household income exceeds 74 percent of
federal poverty, the weekly copayment will be the grealer-of $20.00 or 47 percent,of the

houschold income over 100 percent of the federal pover ty level. Georgia's formula has

three separate categorices for eligibility and two different copayments. From the worker's
perspeclive, it may not be casy o figure oul which of the three catcegories applies, or which

parents of cluld1en under age six, unhl Scptember 1997, when the exemption will be only

sources of income the state will count. In Calilornia, the copayment may vary depending

on the original source-of funds (federal or state), a fact the worker is not likely to-know.

States have sel reasonable copayments for families at the po“-uertn‘/ level. Copayment rates

are important to an assessment of access Lo care becausce if the family share of the cost of

* child carc is too high (as a percentage of household income), the family will not be able to

gel care even if they are cligible accarding o the statc eligibility rules. The Child Care

Burcau at the foederal Depmtmml of llcalth and Fluman Sexvmes rgcommendx a

copayment of no more than 10 pereent of the household income.

The state copayment formulas are complicated and difficult to evaluate for their
impacton familics. The best way Lo compare whal the family will be required to contribule
is 1o ask each stale about the cost of care for the same hypothctical family; we asked about

~a family with one parent and twa children.in child care with income at 100 percent.of the

federal poverty guidelines, $13,330. (PPT's survey did not ask about copayments for other
income levels or household sizes and makes no finding on the appropriateness of
copayment levels for these other family circumstances.) Only one slate reported a
copayment above the recommended level: Texas has a copayment formula that requires

the family (o pay 11 percent of househald income. All other states surveyed have set

. copayments for PPT's hypothLULal family of tluu below lhe xcmmmended level.

PrI's Five Action ‘Steps for Statcs

This survey lughhghls a pmbhm that we hope will be addtessLd quickly by a d(‘lumuu_d
effort of national and stale leaders. Ttis a vital principle of PPI thal welfare reform should

not disadvantage the working poor. Many slate legislalures are still in session or willbe

meeling again in the coming months; state legislators and Governor's should re-examine
the state child cave plans and eliminate any arlificial dislinclions that have been made

- between working poor familics. Success in these 10 large stales would lead the way for

smaller states md is critically 1mpoxlanl because tlu big states represent nearly two-thir ds

'
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of the national welfare caseload. Still it is important to note that some smaller states have
created systems of thld care basmg ehglbllxty on houwhold income. :

1) Create a seamless sy:tem of child care. As familics move f: om welfare, to work(are, ta

low- -wage, unsubsiclized pasitions -- they should nol have to change child care providers,
worry about reapplying, or deal with a new set of rules for assistance. A seamless system
lets families cross the bridge from welfare to work -withoul disruption in child care

services. Employers urge decision-makers to invest in child care because they know an

employce with child care difficulties will miss work. Children should be able lo count on
seeing the same carve-giver. and friends; parenls should focus on successfully making the
transition.

Child care assiéte‘ll-\ce_.systellls should be fair and easy to undersland. Inlllinois there
will be one scl of rules for all low-wage workers receiving child care assistance. Bul,
California proposes the kind of system that all states should avoid: depending upon the

ssource of the funds, and the slate depastment administering the program -- parents may

BRI LV N W TR
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have different eligibility criteria, income ceilings, time limits, and copayments. The state -

will have to treat families in identical situations differe nt]y, and il w111 be difficult {or

- parents {o anticipate the impact of program 1cgula110m

2) Base eligibility for child care on income, not on current or recent receipt of welfare. All

low wage warkers need the certainty of affordable, accessible child care. Again, Ulinois

has the right idea. Creating a system of care that bases cligibility on income level ensures -

that working welfare parents get assistance, bul nol al the expense of other low-wage:

workers -- especially those who have long managed to avoid asking far welfare. Those
families transitioning from welfare to work will get child care -- until their income reaches
the ceiling set by the state. Careful monitoring lo evaluate the impact of the loss of child

carc assislance when familics hit the “cliff* of the income cap will be eritical. 1f slates find

that the level is sct too low or teo high, they can adjust it. Michigan and Washington
propose a system that bases ehgd.ullty for child carc on houschold income, although
Michigan's plan has a priority for-service to welfare recipients. Decision-makers in these
three states belicve the allomtod fundmg will be sufficient to-assist all families below Lhe
income ceiling.

A syslem that determines eligibilily based on current or previous receipt of wellare
ignores the realily that low-wage workers are likely to return when informal child carc

arrangements fail. In the first years of block grants, pressure on available funds will be

less, because work requirements will be at the lowest levels. Tn the current economy, many
familics who would otherwise be forced to rely ow welfare are working in low wage jobs.
Helping these families now may enable them to stabilize and move up the career ladder

$0 that they do nat fall back into the syslem when the economy falters.

responsibility ot contributing to the cost of care. Bul, eligibility for child care that is not
affordable is deceptive. Itis an empty promisc to say that all low-wage working familics

9.

3) Make copayments aﬁo.rdablc' and understandable. All families should have the
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will be cligible, if the copayment is set so hxgh that families cannot afford to access the Chlld ‘
care. The Child Care Bureau at the Department of T lcalth and ‘Human Services
recommends a. (opaymml of no more than 10 percent of houschold i income. The nalional
average payment is 7.5 percent of household income for all families.”
Familics should be able to understand the copayment formula and caqlly budget for
child carc expenses. Enlry level workers often'have fluctuating schedules and paychecks,
S0 Lumhc.s may have tp calculale their share of the cost with somc frequency.

4) Lumtgapa in service by offcrmg mcenhvec to provzders and taking advantage of lhe
federal oplion to exempt parents of children under age one. States can enhance the capacity
of the child care system to meet the needs of parents of infanls, as well as third-shift,
weekend and part-time workers by pr oviding incentives to providers. :
Communities are generally not meeting current demand for infanl care. Demand
for infant carc will also increase, as the cxemption for parents of young children is”
narrowed significantly in most states. Another way to limit demand for infanlt care, reduce
costs and support families, is lo take advanlage Of the work exemption for parents of
children under age one. Since the national average buqudy rate for infant carc is almost.
$2,200 more per year than the subsidy for toddler care, offering a work exemption for
parents of infants is a fiscally prudent step to take in a time of limited resources:®  More
importantly, it is consistent with recent findings in the research on child development. At
a Congressional hearing on July 10, 1997, Dr. Edward Zigler, Sterling Professor of
Psychalogy at Yale Universily and Director of the Bush Center in Child Development and
Social Policy, stated, "Tarents and their new babics need time together to establish the
rhythms of life, to reach a level of sensitive attunement and to becomc\secu rely attached.”

5) Use block grant fzmds and savmgs from caselond redm tons to build the child care
system for all low-wage workers. Ina weekly radio address, President Clinton noted that
all states have ended the old welfare program, and that cascloads represent the lowest
_percentage of our population on welfare since 1970. President Clinton urged states to invest
~ the resources available from caseload reduction in a system that will enable welfare
“recipients Lo get and keep work -- specifically by providing child care.

The PPl survey asked states about their plans to increase overall funding for child
care. All of the stales indicaled an intention lo use the lotal available federal matching
dollars. Some slales are transferring funds from the Temporary Assistance for Needy'
Familics (TANF) block grant to the Child Care and Development Fund. As caseloads
continuie todrop and while the work participation rates are relatively low, stales can afford
to make transfers from the TANF block grant, Slates can transfer up to 30 percent of the
TANF block grant, and assistance provided by the uamfuxed dollars is not subject to the
federal five year lifetime limit.

Most states are increasing state funding (PPI's dohmtmn of stale funds docs not
include transfers (rom federal block grants) for child care. The only exceptions are Ohio
and Pennsylvania which will probably expericnce a decrease from the prior year's slate
spending. In Ohio, the state chose nol to continue spending $10 million from caseload

-10-
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reduction savings that was incorporated into the state’s budget for the prior year when
counties began to run oul of funds for the working poor. Given Ohia's "guaranlee” of
assistance lo families with a recent connection Lo the welfare system, workin;,‘ poor familics
will experience a reduction in available child care slots. In New York, Governor Palaki
proposes a 5.4 percent decroase, while the legislature propnseb a 13 6 percenl increasc.
Pennsylvanm s roduLllon is less than 1 percent of state fu ndmg

Conclusion :
The I'I'l survey on child care shows a trend for slates to overlook the flexibility available
to them and retain a child care system with gaps and inequitics as if the federal

government were still insisting on this flawed program design. Unimlunalely, this

tendency will punish working poor bcncml]y by failing to invest new resources in their

access to child care. Every new law has potential for unintended consequences; hurting
“low-wage workers would be an unfortunate outcome of the historic legislation passed last
year. States have the resources to follow the lead provided by Illinois: -create a seamless
child care system for entry level workers.and fund it adequately to ensure universal access
for all cligible families. Welfare reform requires many difficult decisions, and ithas only
been cight months since the federal law passed. Although states have filed their first child
care plan and many states have completed a legislative debate on this issue, legislators and
Governors have an ongoing opportunily and responsibility to improve the slate
employment system. We-think they will. 1n the meantime, Corigress should carefully
monitor slate actions and make changes in the federal law when necessary.

Margy Waller is seiior armlyst for social policy for the Progressive Policy Institute.
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