November 18, 1(997‘

MEMORANDUM FOR DISTRIBUTION

FROM: | ELENA KAGAN

DEPUTY ASSISTANT TO THE PRESIDENT’
FOR DOMESTIC POLICY
RE: V DEPUTIES MEETING ON CHILD CARE INITIATIVE |

H

As you know, the President announced that he will unveil a child care initiative in his
1998 State of the Union Address.. The Domestic Policy Council has been leading a policy
development process, with significant input from various federal agencies and White House .
offices, to develop policy options on child care for the President’s consideration.

The purpose of today’s Deputies-level fneeting is to discuss various policy options for the
child care initiative that have been developed over the past months. At the meeting, |
representatives from the Departments of the Treasury, Health and Human Services, and
Education will make brief presentatxons of several proposals, with the balance of the mectmg
reserved for discussion. '

" Attached for your review please find several documents: 1) an overview paper which
outlines current federal investment in child care, proposes goals for-a new child care initiative,
and summarizes the policy options for discussion at the Deputies meeting, and 2) the policy
proposals developed by various agencies (which are summarized in the overview paper).
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CHILD CARE INITIATIVE

Overview of Currenf Federal Investment in Child Care

The Federal government invests in child care in a {fariéty of v\}ays. 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 (CCDBG):

»" Child and Dependent Care Tax Credit (CDCTC). The CDCTC pr0v1des 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. The Federal government
spent approximately $2.6 billion on the CDCTC in 1997. '

« _ Child Care and Development Block Grant (CCDBG). The CCDBG is the primary

Federal subsidy program devoted to child care, enabling low-income parents and parents

-receiving Temporary Assistance for Needy Families (TANF) 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
are distributed primarily by formula to the States to operate direct child care subsidy
_programs and improve the quality and availability of care. The Federal government spent
$2.9 billion in direct child care subsidies in F Y 1997, servmg a little more than one
million children. :

In addition, the $500 per-child tax credxt in the Balanced Budget Act can prov1de 31gn1ﬁcant
additional support to help parents meet child care costs

In addition to these programs, the. federal government runs a food program for child and adult
day care centers through the USDA and 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 approximately 35,000 child care centers (including after-school centers)'in 1997. The
General Accounting Office identified the CACFP as one of the most effective vehicles for
reaching family child care providers and enhancing care in home-based settings. After-school
programs are supported through a variety of initiatives, including the Department of Education’s
21st Century Learning Centers, funded at $40 million for FY 1998, which will provnde after-
hool program opportunities in public schools for a million clnldxen
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Goals of New Child Care Initiative
The goals for the Child Care Initiative will drive decisions on how to invest limited additional
resources. Agency representatives generally have argued for a child care initiative addressmg

each of the following goals:

1 Hélping more parents afford child care

2. Assuring safety and quality in child care
3. Making child care more available

These goals and their prioritization of course remain open fof discussion and debate. A child
care.initiative could decide tofocus on one or two of these goals, rather than all three.

Policy Options

" The remainder of this memo outlines pohcy options relating to the goals of affordability, safety
and quality, and availability. Some of the options address more than one of these goals but are
placed in a smgle category for organizational purposes.

I .AFFORDABILITY, . o

In order to help more parents afford child care, the Administration could: 1) expand the Child
Care and Development Block Grant and/or 2) modify ‘the Child and Dependent Care Tax Credit.
The pros and cons of building on one or both of these mechanisms are discussed in the attached
papers prepared by the Departments of the Treasury and HHS. Information on the way the two
mechanisms assist low-income families appears below, followed by pohcy options relatmg to
each.

, CCDBG : - | CDCTC (
Current Federal funding level | $2.9 billion (FY 199‘7) $2.6 billion (FY lr99-8)
Eligibilﬁy criteria E Families (TANF anfd non- | Taxpayers who pay for at
K - ' TANF) with children under least 50% of the care of a

13 who need child care and | child under 13 and/or a
earn less than 8§5% of state disabled dependent or spouse
‘ median income - in order to work. -
% of overall dollars in 1 '100% ‘ 19%
program going to families ‘ :
with AGI below 200% of
poverty ‘

R ]



CCDBG

% of families with AGI -

children under 13 who
receive assistance under
program

below 200% of poverty and °

12% (of potentially éligible
families)

CDCTC -

13%

Amount of federal assistance

$2,200 (average, annual

federal subsidy per-child)

$494 (average taxfrelief per
family with AGI below 200%
of poverty) "

i

1. Increase Federal Inv‘estment' in the Child Care and Development Block Grant

, Grant:’

There are three OPUOHS for addmonal mvestment in the Chlld Care and Development Block:

OPTION ONE: Increasing,CCDBG:funding based Qn current formula.

OPTION TWO: Increaéing CCDBG funding and wdrking with states to set specified
benchmarks or performance: standards for use of additional funding (e.g. to expand eligibility,
make co-payments more affordable, improve reimbursement rates).

OPTION THREE Increasing CCDBG fundmg and requiring that funds are targeted to reach
families of a spemﬁed income level or to pay child care COsts for children of a specified age

level.

- For each of these options, using HHS estimates, for every $100 million of annual add1t10nal
" investment in the CCDBG, the child care costs of at least an additional 35,000 ch11dren from
families with incomes below 200% of poverty will be subsidized:

Increased Investment in
CCDBG

Nunibér of Additional
. Children Reached

$100 million/year or more
than $500 million/5 years

Approximately 35,000/year

| $300 million/year or more -
than $1.5 billion/5 years

Approximately 105,000/year

$500 million/year or more .
than $2.5 billion/5 years

Approximately 175,000/year :
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Increased Investment in - " Number of Additional S S
CCDBG - Children Reached |

| $700 million/year ormore | Approximately 250;000/year ,
than $3.5 billion/5 years ' y

$1 billion/year or more than App:oximately‘BS0,000/year
$5 billion/5 years R -

2. Modify the Child and Dependent Care Tax Credit - ;

The Child and Dependent Care Tax Credit is currently a non-refundable credit that may be
claimed by taxpayers who pay for the care of a quahfymg individual (children under 13 years old
and/or disabled dependents or spouses) in order to work. The credit is equal to a percentage of
the taxpayer’s employment-related expenditures for child or dependent care. The amiount of the
credit rate depends on the taxpayer’s adjusted gross income (AGI). 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.

Four options are proposed for discussion:

"OPTION ONE: Beginning in 1999, taxpayers would become eligible for the 30 percent credit
rate if their income is $18,000 or less.’ The credit rate would be phased down from 30% to 20%
for AGI between $18,000 and $45,000. In subsequent years, the starting point for the phase
down range would be indexed for inflation, as would the maximum amounts of quahfymg chlld
and dependent care expenses that could be claimed.

IMPACT AND COST: The Depart‘ment of the Treasury estimates that this option would

~ affect 2.1 million taxpayers with AGI below $45,000, providirig an average tax cut
increase of $74. It would cost approximately $2. 4 billion over ﬁve years (see Treasury
paper for fuller dlscusswn)

OPTION TWO: Beginning in 1999, taxpayers would become eligible for a 50% crédit rate if
their income is $18,000 or less. The credit raté would be phased-down from 50% to 20% for
AGI between $18,000 and $47,000. In subsequent years, the starting point for the phase down
range would be indexed for inflation, as would the maximum amounts of qualifying child and
dependent care expenses that can be claimed.



IMPACT AND COST: The Department of the Treasury estimates.that this option would
affect 2.2 million taxpayers w1th AGI below $47,000, providing an average tax cut. _
increase of $233. It would cost approx1mately $4.6 billion over five years (see Treasury
paper for fuller discussion).

OI’TION THREE: The CDCTC would be made refundable in 1999 thus allowing md1v1duals
who do not have an income tax liability: to claim the credit.

IMPACT AND COST: The Department of the Treasury estimates that this option
‘would affect 1.3 million families, mostly with AGI between 160-200% of poverty,
providing an annual tax cut increase or refund of $407. It would cost approximately $6.9
billion over five years (see Treasury paper for fuller discussion).

OPTION FOUR: In addition to making‘ the CDCTC refundable, the phasefdown would be
adjusted as described in Option One..

IMPACT AND COST: The Department of the Treasury estimates that this option
would affect 3.4 million families, providing an average tax cut increase or,refu:nd of

- $347. It would cost would cost approximately $11 billion over five years (see Treasury
paper for fuller discussion). :

II.° SAFETY AND QUALITY

Four proposals to ensure safety and quality in child care will be presented for discussion:
increasing federal funds targeted to quahty improvements, either by i increasing funding for the
CCDBG (with its set-aside for quality improvements) or by establishing a separate quality fund;

- increasing federal investment in education and training for child care providers; and establishing
anew fund for activities related to consumer education, technology development and utxhzatxon
and data and research.

1. Increase Federal Funds Targeted to Quality Improvements

OPTION ONE: Increase federal fundmg in the CCDBG and thereby increase requ1red 4% set-
aside for quality improvements. ‘

IMPACT AND COST: For every $100 million of annual, additional investment in the
CCDBG, States would receive an additional $4 mllhon in flexible fundmg for, quality
1mprovements



* Additional Annual | Inére:@s:’é in-Quality Set;Aside
Investment in CCDBG © Per Year
(4% of increase)
$100 million - | $4 million ‘
$300 million’ ~ .- | $12 million
$500 million $20 million
$700 million $28 million
$1 billion . 340 mi’mon

"

OPTION TWO: Establish a fund dlstnbuted to the States accordmg to the CCDBG formula to

provide grants to communities to 1mpr0ve safety, quality, and learning for young « children in

- child care (see HHS paper for fuller d1scussmn) This fund would differ from the 4% set-aside
for quality in the CCDBG because it would be designated for use by communities, 1ather than by

States, and because it would be targeted for to infants and toddlers. »

IMPACT AND COST: This fund would build on the North Carolina model of'
community grants known as “Smart Start.” HHS recommends a funding level of $800
million per year or $4 billion over 5 years to reach 1,000 communities; still needed is a
range of cost options and further impact analyses. :

2. Increase Federal In.vestmentkir: Provider Education and Training .
OPTION: Build on the Child Care Provider Scholarship Fund announced by the President at the
White House Conference on Child Care;, in which states provide scholarship funds to students
working toward a state or national credential, certificate.or Associate, B.A. or B.S. degree. Child
care workers, who must commit to remaining in the field for at least one year for each year of
assistance received, will earn increased compensation or bonuses when they complete their
course work, provided by some combination of the scholarship fund and the worker’s employer.

IMPACT AND COST: For every $50 million of annual federal investment in the Child
Care Provider Scholarship Fund (matched with one State or Community dollar for every
four federal dollars), up to 50,000 child care providers will receive scholarship assistance.

6



'
¥

~Federal [nvestment in Child |’ Number of Scholarships

Care Provider Fund " Available

| $50 million/year or A 50,000/year

$250 million/5 years ‘

$100 million/year or 100,000/year : o
| $500 million/5 years ' . ( ; !

$150 million/year or 1 150,000/year -

$750 million/5 years ' ; .

$200 million/year or 200,000/year

|81 billion/5 years . .

3. - Increase Federal Investment in Consumer Education, Research, and Technology -

The CCDBG currently contains a 4% set aside for quahty activities, under which consumer
education is an allowable, but not a required expense. HHS reports that although some States are
investing some of their quality set-aside in consumer education efforts, these efforts are limited
and scattershot. Further, HHS reports that no funds are presently targeted to child care data and
research. '

OPTION: Establish a new fund for activities related to consumer education, technology

" development and utilization, and data and research. Funds would support research and
demonstration projects, a National Center on Child Care Statistics, a national child care hotline,
and a consumer education campaign to help parents select safe and healthy care for thelr children
(see HHS paper for fuller dxscussmn)

IMPACT AND COST: HHS recommends federal investment of $50 mllllon per year;
still needed is a range of cost options and further impact analyses.

III. AVAILABILITY

!

Two options to make child care more available will be presented for consideration: 1) investing
in school-age care opportunities, and 2) providing incentives to businesses to create and/or run
child care programs.

1. Invest in School-Age Care Opportunities

Three options will be presented for consideration:

OPTION ONE: Expand the existing: 21st Century Community Learning Centers pﬁdgram to
provide start-up funds to school-¢ommunity partnerships to establish before- and after-school

, :



programs for school-age children at public schools. This expanded program would target
additional funding to high-need communities (using eligibility requirements for the President’s
Title V Teacher Recruitment proposal), further concentrate on providing enriching after-school

. programming for children, and require an increased local match to ensure that programs 'become
self-sustaining after recervmg start-up fundmg (see Department of Education paper for fuller
discussion).

IMPACT AND COST: The Depgrtment of Education recommends annual fedelral
funding of up to $400 million. Using the Department of Education assumption of a one- .
to-one local match and an average per-child cost of an after-school program as $800/year
the Department estimates that this level of funding would enable the program to serve up
to 1 million clnldren Usmg these estimates, other levels of federal investment would

yield:
‘Federal Investment | Approximate Number of
‘ ' Children Served

$100 million {250,000

$400 million | 1 million

$680 million 1.7 million (which would
double the current level of
participation in after-school
programs) ‘

$800 million 2 million ;

i

OPTION TWO: Establish a fund to suppért after-school program opportunities to be distributed
to the States according to the CCDBG formula, with matching and benchmark-setting .
requirements. Funds would go through States directly to communities, with 50% targéted to

areas with high concentrations of pover’ty These funds would enable communities to create new |

programs and link already-existing commumty resources such as schools, libraries, parks and -
recreation centers to build the supply of school-age care and improve quality. The proposal is
modeled after the Making the Most of Out of School Trme (MOST) projects (see HHS paper for
fuller discussion). : ,

[MPACT AND COST: HHS recommends an annual irWestnﬁent of $300 million; still
needed is per-child cost and a range of investment options and further impact analyses. -

OPTION THREE: Increase federal funding in the CCDBG and thereBy increase CCDBG
dollars targeted to support after-school opportunities. HHS estimates that approximately one-
third of children currently served by the CCDBG are school-age.



4

IMPACT AND COST: HHS estlmates a genelal increase in the CCDBG wm
plopomonatcly increase school- age slots by approxunately 30%. )

2. Proyide Tax Incentive to Busin'esses

OPTION: Senator Kohl has introduced Ieglslatlon to plowde a tax credit to busmesses that
incur costs related to providing child care services to their employees. Qualifying expenses
would 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 provxde
child care resource and referral services to employees. The credit would cover 50% of quahﬁed
costs incurred, but could not exceed $150,000 per year
IMPACT AND COST: The Department of the Treasury advises that low-wage workers
are generally less likely to receive employer-provided fringe benefits than middle- and
higher-wage workers and that the proposed credit is therefore likely to benefit -
disproportionately middle- and higher-wage workers. The Joint Committee on Taxatlon ‘
has esumated the Kohl proposal to cost $2.6 billion over five years. :
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 Affordability R |

Federal child care assistance in FY 1997, provides $2.9 billion in direct subsidies, serving a -
little more than one million children.. However, even with this substantial investment, only
10% of eligible children receive assistance. Due to the high demand for assistance, iStates
often set eligibility levels below the allowable i income level established in the Federal statute.
For cxample although a State can allow families up to 85% of State Median Income to
reccive assistance, many States cut off ellglblhty at 130% of the Federal poverty level.
Therefore, many working families are not eligible for direct assistance and are also unablc to
take advantage of thc Dependent Care Tax Credit.

i

OPTION 1: Increase CCDBG funding without benchmarking or targeting.
Interaction with Current Program: ’I‘h‘c proposal is simply an increase in the CijBG

Cost Estimate: The Sccretary has recommended a $700 million increase in the CCDB(: to
expand the number of children served with subsidies. These funds would be matched at the .
-FMAP (which averages around 56 %). :

Impact Analysis: An increase of $700 million in CCDBG would provide at least 250 000
child care slots in FY 99.

Pros:
. Gives States the ﬂemblllty 1o spend the funds as best fits its needs.
[ Enables the States to serve rnore working familjes thh subsidy through the CCDBG

Cons:

® May not be targeted enough to reach the workmg poor population in need of chxld ‘
' care assistance. «



< SENT BYAFROSPACE BLDG. ~ ~511-17-97 ; 1:15PM ; - ACF/SUITE 600~ - TP peeTip

LAl
!

! . i

. OI’TION 2: Increase the Child Care and Development Block Grant (CCDBG) ftimdmg
. and tnequare States to set benchmarks to make care more affordable and accwsxble for ;
low-mcome working t'amxl:es. ~ | . ‘» ;
Interactlon mth Current Program~ New fundmg will be provxdcd (hrough the’ CCDB(:
although in order to access additional dollars each Smte would have to set bcnchma.rks
based on the State’s individual situation. The benchmarks would describe how States will
expand eligibility to serve more workmg families, make copayments more affordablc. and
improve réimbursement rates. For instance, if a State currently sets eligibility at 130% of
~ the cheral poverty level, they may cxpand Cllglblll[y to 135 % of povcrty B

Cost Estunate. See Optmnlabove , f v‘ " o - i

Impact Analysis: An increase of $700 million in CC DBG would pr0v1de at least 250 000
‘child care slots in FY 99. Requiring Statﬁs 1o set bcnchmarks will ensure that funds are
targeted to low-income workmg famllles L A

Wt . . +

Pros: . 3

. Rctams State flexlbxlxty o use funds for the partlcular child care uccds of l;hclr
S popula,tlons !
'@ Targets low-income workmg fam:hes w:thout addmg regulatory or admmzstratwc o
© burden on the States. . | ,
‘& - Focuses on results by requlrmg States to set and rcport on bcnchmarks '
Cons: . . .
e - May havc to provide technical ‘assistance o States in order for them to set appropnatc
~ .and enforceable benchmarks : v
o May not be sufficiently targctcd to assurc that funds reach specific age groups or

specified income levels. Howcvct all funds would still reach low mcomc families
that are eligible for CCDBG D , .
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OPTION 3: Increase CCDBG funding, but require that the funds be targeted.

OPTION 3A: Target the CCDBG increase to reach familics of a certain income level.

Interaction with current program: Funding would be provided through the CCDBG. Every -
State would be required; regardless of its individual situation, to assure that the addmonal
money goes to families at a specified i income level. :

 Cost Estimate: See Option 1 above. | : . . - 1

Impact Analysis: This option would assure that additional funds are targeted to 'woricing
poor families, rather than those families who are moving from welfare to work.

Pros: : , - '
® . Provides 2 mechanism (o target funds to more working poor families.

Cous: . : ‘ '

. Limits the flexibility that States have under CCDBG to assess their own needs and
atlocate funds accordingly.

° Restricts States’ ability to use the funds to move families from welfare to work.

. Recreates the type of administrative complications that the reforms in the Pcrsondl
Responsibility Act were designed to eliminate.

° May not achieve its goal due to a substitution effect. For cxamplc States may move
the working families whom they already serve under this. targeted funding and use the
existing funding on other families, leading to no net increase in the number of
workmg families served.

OPTION 3B: Target the CCDBG increase to reach chddren of a certain age.

Interaction with Current Program: Fundmg would be prov:dcd through the CCDBG
Every State would be required, regardless of its individual situation, to assure that the
additional money goes 10 chxldren ina spcctfied age group.

Cost Estimate: See Optiou 1 abovc.

Impact Analysis: This option provides a mechanism to reach a specific targeted population
based on the age of the children in the family. - For instance, only a third of the children
currently served are school age. Therefore a general increase in CCDBG will |
proportionately only increase. school age slots by over 30%. Targeting could i mcrease the
number and proportion of school age chlldrcn affected.

Pros: ,
. Provides a mechanism to attempt to target funds to children in a cerain age group.
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Cons: ‘
L] May not achieve its goal due to a substxtuuon cffcct. For cxample States may move
. the children of a targeted age whom they already serve under this targeted fundmg

and use the existing funding on other children, leading to no net increase in the
number of children served from the specified age group.

o May restrict States’ ability to serve all children in families with children of dlrfcrcnt

- ages (one child may be ellglblc while a non-target age child may not be chglble. for

the subsidy).

o Takes away the flexibility that States have under CCDBG 10 assess lhe:r own needs
and allocate funds accordingly. :

®  Restricts States® ability to use the funds o move famnltcs from welfare to work by
constraining States™ priorities.

e  Recreates the type of administrative complications that the reforms in the Personal o
Responsibility Act were desxgned to eliminate.
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Mochtymg thc Chdd and Dependent Care Tax Crcdxt i

A waxpayer may be eligible for a nonrefundable tax credit if he or she pays for the care of
a qualifying individual in order w0 work.- Qualifying individuals include children undcr the age
of 13 and disabled dependents or spouses. The credit is equal (o a percentage of the: taxpayer s
kemployment-reldted expcndlturcs for Chlld or dcpcndent care. ]

The amount of the crcdn ratc dcpcnds on the tnxpayer s adjusted gross income. The credit
rate is phased-down from 30 percent (for taxpayers with adjusted gross income of $10,000 or
less) to 20 percent (for taxpayers with adjusted gross income above $28,000). The maximum
amounts of qualifying expenses for which credits can be claimed are limited to $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 onc qualifying individual and $960 to
$1,440 for a tazpayer with two or more quahfymg mdmduals u

!
, R i

Employces may exclude from taelr taxable income (and their earnings for social secunty
‘1ax purposes) amounts their eroployers provide as child and dependent care benefits, including
cafeteria plan contributions. The exclusion is limited to $5,000 of child care expenses per year
and does not vary with thc number of qualifying dependents. The amount of the expenses

eligible for the child and dependent care credit is rcduced dollar for dollar by the amount of
“excludable expenses. :

Extend Eligibili

Qption 1: Beginning in 1999, taxpayers would become eligible for the 30 percent credit
rate if their income is $18,000 or less. The credit rate would be phased-down from 30 percent -
‘to 20 percent for AGI between $18 000 and $45,000. 'In subsequent years, the starting point
for the phase-down range is indexed lor inflation, as are the maximum amounts of qualeymg

child and dependent care expcnscs that can bc clmmcd for the credit or thc cmpioycr
exclusion. : '

’ Omign 2: Beginning in 1999, taxpayers would become eligiblc for a 50 percent credit
rate if their incomce is $18,000 or less.  The credit rate would be phased-down from S0 percent
to 20 percent for AGT between $18,000 and $47,000. In subsequent years, the starting point
for the phase-down range is indexed for inflation, as are the maximum amouats of qualifying

child and dependent care expenscs that;can be ciaxmcd for the credit or thc employer
exctusmn : . ‘ - \ .

'
i

Qn_cijlz "‘The child and depeﬁdcﬁt care tax credit would be made refundable in 1999,
thus allowing individuals who do not have an income tax liability to claim the credit.

Option 4: [n addition to making the child and dependent care tax credit refundable, the:
phase-down range would be adjusted as described under option 1.
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act Analysis ost

Cost and Numbcr of Famthcs Affccted by Various Options B . B N ; 4
Cost in Fxscal Year (mdhous) . |'Number of - ?Averagc
Taxpayers | Tax Cut

1999 | 2000 | 2001 | :zof):i 2003 |1999- | 1999 | withCut | (1999) -
X o ‘{2003 | 2007 | @99 o,

I

) . . i ! -
|Option1- |39 | 192 | 204 | 239 | 238 | 673 | 2,446 | 2.1 million || $74
Option2 | 132 | 613 | 543 | 550 | 555 | 1,838 | 4,638 -| 2.2 million || |

Option3 | 150 | 698 | 636 | 683 | 747 |2,167 | 6,880 | 1.3 million |: $409

Option4 | 215 | 1,014 | 965 | 1,068 {1,205 |3.261| 11,078 |3.4 miltion |; $234

. The child and depeudent care tax crcdlt paramctcrs have not been adjusted for mﬂauon .

since 1982. Options 1 and 2 esscnuaﬂy adjust the child and dependent care crcdxt for
mﬂatmn sm(,e 1982. Lo : IR v . ‘

1 . . . . [T
[ . .
. In 1982, ncaﬂy 6 percem nf taxpaycrs who benmtcd from the child and dcpendeut
© care @x Crcdlt were chg:ble for the maximum credit rate of 30 pcrccnt |

I
1

o
-- Butin 1999 ‘very few mpayelrs will quahfy for the 30 percent ‘rate because the
income threshold ($10,000) has not been incrcased since 1982 Options 1 and 2

increase the threshold from $10 000 1o $18, 000 the level it would bc: in 1999 if the'

paramctcrs had been. mdcxcd in 1982 B o |

:
H

*  Through thc tax system asmtance can be prov1dcd darect\y to parcnts for theu' child care.,

needs with low admmxstrdtwe COSLS , . ]
+  Working pareuts can rcccivc the c;_edi’t by filing a tax return and avoid the hassles and
“stigma associated with applying for assistance through welfare offices. :

, - Lo

+  The child and dependent care tax'credit is not well targeted to.those with low idcome.
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--  Under current law, about 1 percent of the child and dependent care tax credit i 1s
received by families with money income in (he bottom quintile and children under 13.
About 32 percent of the credit is rcccxvcd by thosc thh income in the top qumule

-- Taxpayers who also claim the $500 child credit, wdl not benefit from an mcrease in -
the child and dependent care tax credit unless their income is at least bctwcen 130 and
160 percent of poverty.

The RS cannot Cd.bﬂ.y verify child cace expenditures. [n 1988 about one-third of thc
child and dependent care tax credit amounts were overclaimed on tax returns. While
compliance efforts since 1988 may Have reduced this error rate, these initiatives have not
-significantly improved [RS's ablhty to venfy expenditures.

Low-income taxpaycrs will oot benefit from an expa_nsmn of the child and dependent care
tax credit unless the credit is made refundable.

Cons

‘Many beneficiaries of a refundable child and dependent care tax credlt already are able to

use the EITC to fully offset their income and payroll taxes. Hence, critics of
rctundablmy will be quick to label a new refundable child and dependent care tax credit as |

“welfare” and vrgorously fight the proposal - -
in the past, cfforts to create new rcfundablc credits (including recent experience - lwith the

child credit) have led to increased scrutiny of the EITC and its compliance problems.
Unfortunately, the EITC will remain vulncrable to such attacks until the most recent set of
compliance initiatives can be fully implemented, and studies show an improvement in
compliance.

The child and dependent care tax cfedit will generally not be available to most taxpayers
until the cnd of the year. But Jow-income parents particularly those who are JHSt cntermg
the workforce, need assistance in “real-time.' :
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The Supply and Quallty of Care for Young chlldren

T e e e T

Currently, activities to improve safety, health, and learning in.
child care are funded by States under the required 4 percent
minimum set-aside for such activities in the Child Care and"
‘Development Block Grant (CCDBG). States fund a variety .of:
quality activities including tralnlng, licensing 1mprovements,
and resource and referral services. Since there is a tremendous
"need for direct assistance, most States spend only the mlnlmum
" set~aside on quality act1v1t1es.

OPTION 1: Increase CCDBG funding thereby increasing the amount of
money that is allocated to quality via the 4% minimum set-aside.

Interaction with the Current Proqram' This proposal is simply an

increase in the CCDBG. : : . ' ‘
-

Cost Estimate: , : :

The funds for quality activities would 'increase by 4% of the

total CCDBG increase. The Secretary proposes a $700 mllllon

subszdy 1ncrease. . :

Impact Analysis: A CCDBG increase would result in the States

having more money to direct toward quality activities. The |

Secretary's proposal would result in $28 million more for |

quality. However, the net increase in quality funds would be

offset by the fact that the increased subsidies would result in

more children in child care in need of quality enhancements:.

Pros: :

. Improves affordability -

. Potentially increases supply ’

. Devotes more fundlng to State-identified quality. and supply
issues. i ‘ .

cons:’ ' '

e © Is not primarily a quallty strategy, 96% of the new funds do

‘not target quality at all, but 100% of the funds are applied
to one of the three goals of quality, affordabllmty, and
supply. -

‘. Does not target young children, especially infants and’
toddlers, who have the most critical health and safety’
concerns in child care.

. Does not allow the Adminhistration to use its funds to .

. leverage additional publlc and private resources to’ anrease
the total investments in quality.

. Does not pomote de01510n making at the community level
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Cost Est1mate~ ~ . :
- The Secretary has’ recommended a 5800 mllllon dollar 1ncrease in

, Impact Analysis: . . - b ' oy
. The proposal recognlzes that ithe real issue in Chlld care 1S
‘whether each communzty has an adequate supply of quality care.

: 1 :

i
) » ! : 3

OPTION 2: Establish a- fund'dlstrlbuted to the states accordlng

to the child care .and Development Blook Grant formula to provide

grants to communities to- 1mprove safety, health, and 1earn1ng Tor -

young children in child care. The funds would speclflcally rtarget

‘young children, with a focus oh infants ‘and toddlers who are the-

most vulnerable children in care. States would be requlred to
match the Federal money and would have to set benchmarks to

‘measure their outcomes. At least 85% of funds would go dlrectly
to communities and 50% would' be targeted to areas with high

concentrations of . poverty.. This model is based on the Smart
Start program in North Carolina which has allowed many countles
to improve the supply and quality of care for young children.
With these funds communities might chcose to establish famlly
child care networks, promote'accreditation, help providers meet '
health and safety standards, and promote health and parent‘
educatlon in Chlld care. = .

Interaction with the Current , Program: The vast majorlty og the
CCDBG funding curréntly goes:toward affordablllty, most often-in .
the form of vouchers. The quality money is extremely llmlted .and
typically goes to’ general activities funded by the States. |
Little or no money is administered’ for. these . ‘purposes dlrectly by
communities. The new fundlng would not replace the quality set-
aside, but would give communltles a role ‘in bulldlnq 1ocal' '
SuPP]—Y . i :

N . : . 1
{ - !

the CCDBG to increase the health safety and 1earn1ng env1ronment‘
of child care programs. o n A S '

P
- i

These funds would improve the safety, health and learning of

‘'young children in child care by allowing up to 1000 communltles

to craft solutions that meet thelr spec1f1c needs.

)
l

‘ North Carollna s Smart Startiprogram demonstrates the 1mpact that

the communlty grants would havew One .Smart Start county hasj;
expanded supply by 3,578 spaces in llcensed programns. In ;

another, every child care center and 50 percent of the family
child care programs are part1c;pat1ng Smart Start programs to

'1mprove the quality of care, which affects 1,234 young .children

in the county. In North Carollna s most populous county, 7000

children were enrolled in programs- that . received enhancements

through the county's Smart Start grant.. In other North Carollna>'

communities,; 1400 children recelved health and developmental

E

screenlngs as a result of the Smart Start grants.

3
i

Pros. ‘ g

. Gives flex1b111ty to communltles to tailor funds. to thelr
spe01f1c needs.

- Focusas on results by requmrlng communltleo to meet

. [Aoon
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~benchmarks and report on outcomes. . ' ‘

e ' Targets young children, especially infants and toddlers ~ who
are the most vulnerable children in care.

. Allows communities to hulld supply and fill gaps in thelr
system of care.

. Meets the President's challenge to find a way to replicate
successful child care models across the country.

'y Uses Federal money to leverage State and local public iand

~ private sector funds.

cons: - ' ‘

¢ Limits. State. flexlhlllty to determlne the use of funds

. Targets only one age group
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Child Care Provider Education and Training

Child care provider training is one of a number of allowable
activities under the Child Care and Development Block Grant set-
aside for quallty activities, but only a small portion of the
set-aside is spent for that purpose. The funds that do goito .
training are often spread very thin and cover only basic
workshops which don't lead to credentials or degrees.

OPTION 1: Establish the Child Care Provider Scholarship Fund ‘
announced by the President at the White House Conference. States
will administer scholarship funds to providers for either pre-
service on in-service coursewvork as part of a degree or
credential program. The provider and the sponsoring child care
program must also bear a portion of the cost. The provxder, who
will receive increased compensatlon after the coursework is
complete, must commit to remaining in the field for at least one
year for each year of assistance received.

o

Interaction V1th the Current Program' These funds are targeted
specifically to providers who are enrolled in a degree or ! o
certificate program, unlike current expendltures for tralning. In
addition, these scholarships are tied to an increase in
conpensation. .

Cost Est1mate~ S '

The Secretary's proposal recommends an 1nvestment of 5150 mllllon

in scholarshlp funds to provxde training and support. 1

Impact ‘Analysis: -

The scholarships will reach approxxmately 150,000 providers and

increase the quality and supply of child care for about 1. 5 a

- million children. '

Pros: : - o o o ’ o Cot

. Targets training of providers, which is a proven effective
approach to build warm and responsive interactions between
the provider and the child. These interactions, while often
the most difficult aspect of quality to measure, have been
found in recent studies . to be one of the most powerful.
predictors of children's healthy development in child care.

. Requires an investment from several stakeholders lncludlng
the provxder and the sponsorlng child care program. !
. Impacts potentially scores of children with each

scholarship, because each provider reaches many childreén.

Cons: . ; ’ .

. Cannot guarantee that the recipient will stay in the field
beyond the one year commitment. However, child care workers
have an average turnover of over 30%, but progranms like
T.E.A.C.H. in North Carolina have shown that educatlon
reduces turnover. In North Carollna, staff, turnover is,only
10% for people who partlclpate in the program compared to
42% overall.
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National Leadership for Consumer Education, Research, and
Technology

The Child Care and DPevelopment Block Grant (CCDBG) currently
contains a 4% set-aside for quality activities, under which
consumer education is an allowable cost. However, quality set-
aside funds only meet a small portion of the need for consumer
education. In addition, thé law provides a small set-aside for
technical assistance, whlch ‘amounts to about $8 million per year,

OPTION 1: Establish a new fund for activities related to ccnsumer
education, technology development and utilization, and data and
research to help redefine the future of child care in America.
The fund would support a ‘national child care hotline and a
consumer education campaign -to help parents select safe and
healthy care for their children, a project to increase the use of
distance learning technologles for rural and home-based
providers, and a National Center on Child Care Statistics, along
with research and demonstration prOJects.

Interaction with the current Program: ,These funds will go to
initiatives which will lead the field of child care into the
twenty first century. Although some States are investing some of
their quallty set-aside in consumer education, these limited - ’
efforts are scattered around the country and provide inadequate
coverage even within States. No funds are targeted to child care
data and research on a national level. A few States and academic
institutions are undertaking research, which prlmarlly ConSlStS
of studies with small sample sizes. Currently there is no
framework to provide leadership to coordinate consumer education,
technology development and utilization, and research of a )
national scope. The fund for consumer education, research and
technology will £ill that gap.

Cost Estimate: The various components of this effort total $50
million.

Impact Analysis: The Secretary's proposal provides sufficient
funds for a consumer education initiative, which will reach
millions of households with information for parents on how to ’
find and select safe, healthy care. The quality of care for

- thousands of children, particularly rural children, will be
enhanced by the training of providers, made possible by dlstance
learning technologies. The National Center for- Child Care .
Statistics and competitive research and demonstration pr03ects
will help policymakers, communlty leaders, and program developers
find solutions to the lack of safe, healthy, affordable, arnd,
accessible care. ' ‘ ' :

Pros: ‘ ‘ 3 ]

- Targets funds directly to consumer education to assist
parents in choosing care that will protect the health and
safety of their children.

- Will potentlally bulld the supply of quallty care by



o s o e TR SC A RIS TpR s S S SRS R Y F U RO

“11/14/87 FRI 18: 51 FAX 202 205 2135 ¢ EXEC SECRETARIAT = ° ™ i 0 oo . @ois

]
'

creating demand for quality care

. Provides funds specifically for data and research to help
policy makers and community leaders better understand how to
build the supply of affordable, quallty care.

i

Cons: . :
° Does not directly increase the supply of care
° Does not directly make care more affordable
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Expandmg School-Age Care Through 21st Century Community Learning Centers.

P.273 -

‘Description of Policy Option

The Department of Education proposes to expand.-the existing 21st Century Community Leaming
Centers program to provide start-up funds to school-community partnerships to establish before-
and after-school programs for school-age children at public schools. The proposal responds to
surveys showing strong parental support for keeping schools open during non-school hours and
complements existing and proposed funding from HHS by enabling communities with under-
utilized school facilities to apply for 21st/Century funding and enabling other commumtxes to
apply for funding from HHS. The expandcd 21st Century funding would provxdc up to!l milfion

" school children per year with safe, dmg-frce, low-cost, and accessible prograrnmmo combmmg
learning, ensichment and recreational actmt!es :

Descriptién of Current Programs and Interaction of Proposal with Current Programs

This proposal would expand the existing'21st Century Community Leamning Centers program that
was sponsored by Senator Jeffords in 1994. The program has won strong bipartisan support in
Congress, which increased its funding from $1 million in FY97 to $40 million in FY98 with
particularly strong support from Rep. Nita Lowey. The program was dcs1gned to expand the use
of school facilities during non-school hours. )

_In expanding the curreat program, the Department proposes to better target funding to: high-need
communities, further focus it on enriching after-school programming for children, and require an
increasing local match to make sure programs become self-sustaining after receiving start-up
funding. As now, schools would be required to partner with communaty, business, or educational
orgamzauons and programmxng could be provided by these partners in the schools !

Schools can currently use T:tlc I, Safe. and Drug-Free Schools and other fcderai funding for after-
school programming, but these dollars are already committed and stretched thin. An expanded "
21st Century Schools program would enable high-need schools to start before- and after-school
programs linked to other federally funded activities, further benefit from federal school-based
nutrition programs, and provide a catalyst for the schools to partner thh commumty i
organizations and busmesses

The Education Department has also generated interest from a private foundation to supplement
the 21st Century Community Learning Centers by developing training, technical assistance and
networking capacity among participating sites. This private funding would further help the
education and child care communities work effectively together in providing after-school care.

Impact Analysis
A $400 million per year 21st Century program would reach up to 1 million school children per -

year. While the current law limits eligibility to “inner city and rural” schools, the Department

t
i
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proposes to retarget the program to Aigh-need urban, rural, and suburban communities using the
same eligibility as used for the President’s Title V Teacher Recruitment proposal. Thus, 4,300
high-nced communities serving approximately a third of the nation’s school children and 60
percent of the nation’s poor chlldren would be eligible for ﬂmdmg : ;

Pros of Expanding 21st Century Comm’unity Learning Centers

. ‘Increases the supply of aﬁer~—school programs in a cost-effective manner by cstabhs}ung or

expanding programs at underutilized school buildings. ~

«  Compliments HHS funding by allowing communities to choose between sc.hool—based and
non-school based options. , C

« - Responds to surveys showing strong parcntal and educator suppori for school-based after-

school programs. Parents often prefer school-based programs because they do not require
transportation from school to the after-school program and they trust their school officials
to care for their children and provide appropriate activities.

. Enables linkages between after-school activities and school-day activities and leammg
. Provides start-up funding not requiring on-going ﬁmdmo after five years. '

‘. 21st Century Schools has a proven record of support in-this Congress '
. Docs not require the creation of anew federal program.

Cons of Expanding 21st Century Commumty Learmng Centers

. Some schools oparate in an lsolatcd manner and do not broadly engage parents or
community organizations in their programs. However, schools are increasingly mtereStcd
in partnering with'comrnunity organizations and this funding would provide a catalyst for
~ them to do so. Schools would be required to partner with outside organizations.
. Some are concerned that any schgolwbascd after-school program could lead to a.divisive
* debate over vouchers. However, 21st Century Schools has won bipartisan supp’on‘ in this .
‘Congress and did not engender a debate over vouchers because it is premrsed on taking . -
advantace of underutilized school facilities. : :
i

Cost of Proposal

The Department of Education proposes to expand 21st Century funding from 340 million to $400
million per year, serving up to | million children per year, assuming a one-to-one local match and
an average cost of $800 per child. Each!program would set its hours to meet the community’s

needs but would operate for the equivalent of 3-4 hours each school day. ‘
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The supply and Quality of School-Age Care

Experts estimate that nearly 5 mllllon school~age children spend
time without adult supervision durlng a typical week. However,
only about 1.7 million children in kindergarten through. grade 8
were enrolled in formal before- and after-school 49,500 programs
in 1991, according to the National Study of Before and After
School Programs. School-age children are currently served by the .
Child Care and Development Block Grant (CCDBG) subsidy program.
Approximately one-third of the subsidies go to school-age

children (1 e. approx1mately $1 billion). :

OPTION 1: Establish a fund distributed to the States according to
the CCDBG formula to provide grants to. increase the supply and -
quality of school-age care. States would be required to match the
Federal money and to set benchmarks to measure their progress.

At least 85% of funds would go directly to communities, with 50%
targeted to areas with high concentrations of poverty. 'The new
noney would allow communities to create new programs and link
already-existing community resources such as schools, libraries,
parks, and recreation centers to bullﬁ the supply of school~age
care and improve quality.

Interaction with the Current Program: Money would be targeted to
school-age children, unlike the CCDBG funds. ' Rather than funding
slots through the subsidy program, the new money would build
supply and quality through partnershlps in communities. Decisions
would be made at the community level, rather than the State
level, to allow communities to fill thelr own local needs.

Cost Estimate: Thé‘Secretary has recommended a $300 millioh
~dollar increase in the CCDBG to improve the supply and quality of
care school-age chlldren
Impact analy31a. ' t
An increase in funding for this program would affect school-age
children from a variety of. economic backgrounds by allowing them
to have safe and productive ways to spend their before and after-
school time. The funds would provide up to 500 community grants
to expand current promlslng programs and create new,
comprehensive services. The proposal is modeled after the Maklng
the Most of Out of School Time (M.0.S.T.) projects, underway in
three American cities. The following are examples of what. the
Seattle M.0.S.T. project accompllshed in its first two years:
prov1ded tralnlng for 560 school-age caregivers, served 250 low-
income children in free summer programs, served an additional 500 .
low-income children by establishing three new programs and’
expanding seven existing ones, and created a database of school-
age programs that was used by 2000 families in a nlne—month
perlod . .

Pros:
. Targets school-age carc, which is lacking in many
communltles .
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Builds on exlstlng community resources to maximize the
impact of the investment.

Prevents children's exposure to violence and substance abuse
durlng the hours that studies show they are most. llkeiy to

. experience those risks.

. Enhances academic performance through academic enrlchment
and homework supervision and support.

Allows communities to f£ill the gaps that they 1dent1fy in
their school-age care systens. :

. Uses a community approach to reach a broader range of
families than CCDBG subsidy.

. ‘Meets the President's challenge to find a way to repllcate
successful child.care models across the country.

cons:

L Limits state flexibility.
e  Targets only one age group.

0
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' . Child Care lnﬁ astructure Act of 1997 (S 82) T
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Senator hohl has mtmduced a bxil (S 87) ttmt would prowde atax credn to busmesse:. lh;il incur
costs related Lo proyviding child care services to their employees. Qualifying expenses would include

' - those a businessiincurs 1o build or expand a child care facility, operate an existing facility, train child

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

} |
~ reterral services to employee«: The credzt would be for 50 percent of quahﬁcd cosls mcun‘ed but not ;
- 10 exceed SISO 000 pcr ycar ‘ ‘ o .

l
)
1
i
'
H
- |

The costs of chitd and dependcnt care scrvices: provzded by an employcr are currently deducuble
compensation. An employer that huilds 2 stmcture for use as a child care facility would normally o
depreciate the associaled capital costs. quer the preposal many taxpayers will see it to their.

* advantage to lake !hc tax credit for cxpemes that they would othcrmse have deducted ar depreczated

Imnarr Anaiwm . o Z : R V : 1

, } i R . . i

ln gcneral low-wagc workers are iess Ezkcly to receive employcr-provzdcd fringe. benefits than
middle- and highcr-wage workers, Thcr(,forc the pmpmed credlt is hkely to dmpropomcnately

benefit middle- and higher- wa“c workcrh

¥

i .

! : L \
[ ’ : , ; .

¢ The proposal could i mcrease the avm‘mbxhty of chtld care services by ¢ gmng busmessesf an mce:n.uve
o prowde those sermces 0 thelr employees T o s o :

!
1S
i h

+  The proposal addrcsses concems dbout the quality of chlld care bv reqmrmo that quahfymg
expenditures be taken with regard to a ficensed child care factlity and by allowing Irammg and -

continuing education costs f‘or child care employees to © qua lify for the proposed crcdlt'
|
«  The proposal will not necessarily increase the number of quality child care placements or improve
-the quality of cxisting facilities. Instead, it will prowde a subsidy to businesses that take the credit
for expenscs that they &bould have madc -- and deducted or depremated --1n the abse?ce ofthc
cu,dtt ‘ - o ~

i . .- ?

K Because the proposed credxt IS hkely lu dmpx npomnnately bcncﬂt middle- and h1gher—wagc

' CostofPropesal | ©

workers, it is not the most etﬁcwnt use of scarce Federal resources to 5upp0:£ clnldlcare
‘ ' 1 , '
. A lax c Ldﬂ for employers will pot bcneﬁt the ncarly 30 pcrccnt of the labor force whose
employers are non- mable (uovexmnmts n0n~pmﬁt or&,muzauons e:tc ) L

ot

i.
5 :
ICT has estimated the proposal  cost §2.6 billion over five years.
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