- Child Care and Development Fund
Anmml Income Eligibility Levels

_ (Family of 3)

1997

DRAFT

~ Maximum tncome

Actual Eligibility

“Tennessee

\&rgm;a = :
Washmgbn

West\ﬁrgmlav

.~ Wisconsin
" Wyoming .
‘Puerto Rico. .

NA Not avallable

#$31,149

$34,968
. $35,832

- $15,348 .

-income priority level set by count:es

"Not applmble since WS will serve all children under ihe act:al cutoﬁ level . o B

" .$32,040
- $27,696 . .
535.292,,;.‘
$21,240 -

‘. $15576

s $1‘§,348" :

S $233287 0
S $18744 T
$21,906

Levels (85% of Cutoff (if below ‘Low-income
State Name SMI) 85% of SMI) Prionty Level )
Alabama $29,796 $14,484 $14,472 ;
Alaska $38,244 $38,244 $16,224 .
Arizona $31,800 ' $18.000 $13,332 ;
Arkansas $26,068 $18.401 $12,267 ‘
California $34,044 $30,036 $20,028

. Colorado $36,000 © $24,648 $17,328
" Connecticut $44,376 $39,168 $13,056
District of Columbia - $25,068 $25,068 $11,988
Delaware $30,492 $20,124' $4,056

. Florida . NA $12,984 NA ;
Georgia $32,196 $24,278 $22,728 :

- Hawaii - $39,084 $34,488 $15,336
Idaho $25,056 $19,476 $13,332
lllinois $37,002 $21,816 $13,092
Indiana $33,708 . $12,984 $13,332
lowa $33,780 $20,664 $16,668 i
Kansas- $46,608 | $25,404 $20,592

~ "Kentucky $27.120 $17,724 $5,328

- Louisiana $29,580 $29,580 $13320 .

" Maine ' $32,492 © $32,492 S $13210 .
Maryland $$41,376 $22,440 $9,204 :
Massachusetts $42,264 $33,252 $23,172 ;
Michigan $37,812 $26,064 .$9,708 =
Minnesota $38,844 | $34,272 $10,992 ‘
Mississippi $21,996- $21,996 $12,996 '.
Missouri $34,836 $17,784 $8,088 :
Montara $28,008 $24,660 $5,256 }
Nebraska | $30,180 '$23.202 $13,848

. Nevada $35,748 $31,536 $13,332
New Hampshire '$36,768 - - $21,408 $18,672 E
New Jersey $43846 $43,846 $33325
New Mexico . $26,544 $23.412 $17,580
New York $34,902 $26964 B
North Carolina $31,836 . '$28,002 $28,002
North Dakota’ -'$29,340° . $29,340 - $3,456
Ohic . $33,444 - $20,004 $8,400
_Oklahoma - $27,696 $18,000 $18,000
Oregon $33.012 $33,012 $12,756
Pennsyivania $35,904 . $31,320 $13,332
.Rhode Island’ . $35,856 .. $24,660 $13,320 .

South Carofina .  $31,104 . . $12984 $12,984
South Dakota < - $301180 . . '$20004 . .. $13332
$30,084. ) : ‘

S §13332
- s9.864
.$9,996 -

$14,280
. $9,036



Child Care and D‘evéiopmer{t Fund
Sliding Fee Scales (Parent Co-Payments)

DRAFT

* Where Lead A@ency provzded lnfomatxon on an annual income, income was dmded by 12 and reported as "monthly.” -
**In some cases, Lead Agency has different oo—payment scal&s based on type of prowder used. ln these cases, rates - " ‘

reported are for ltcensed full-day centers. -

1997
Monthly Fee is Waived for
Income {All, None, Some)
Cutoff: Families At or ‘ . - .
State " Family of 3* Below Poverty?. . Minimum Family Fee (full-time rate} =~ Maximum Family Fee {full-time rate} =
Alabama -, $1,858 Some $5.00 (weekly) $72.50 (weekly)
Alaska $3,187 Some 3% of cost of é;ire 75% of cost of care
Arizona $1,500 Some $0.50 (dauly) - $3.00 (daily) ;
Arkansas $1,533 All $0 80% of cost of care
California $2,148 - All $2.00 (daily) $10.00 (daily)
Colorado $2,000 Some $5.00 (monthiy) " $200.00 (monthly)
Connecticut $3,263 Some $0 $326.33 (monthly)
District of Columbia $1,827 None $7.00 per week’ 70% of fee plus $1.00 per.child per week
Delaware $1.677 All 1% of cost of care 46% of cost of care’ .
Florida $1,082 None $0.80 (daily) $9.60 (daily) - ‘
Georgia $2,023 Some $5.00 per week +$3.00 each addltlonal child $40.00 per week + $20.00 each additional child
 Hawaii $2,874 All $0 20% of fee up to $280
Idaho - $1,623 Some 2% of cost of care 90% of the cost of care
Hinois . $1,818 None =~ $2.00 (weekly)- $57.00 (weekly) !
indiana $2,056 Al $0 - $10.00 (daily)
lowa $2,025 All $0 $6.00 (half-day fee)
Kansas $2,055 Some $24.00 (monthly) $223.00 (monthly)
" Kentucky - $1,477 Some © - $0 oo $8.75 (daily) -
- Louisiana $2,465 Al . $0 - 70% of cost of care .
Maine $2,708 Some 2% of gross income 10% of gross mcome
Maryland $1,534 Some’ $3.00 $209.00 .
Massachusetts $2,771 - Some - $1.00 (weekly) $114.00 {(weekly)
Michigan $2172 Some 5% of max. rate for care -70% of max, rate fdr care
Minnesota $2,856 Some $22.00 (monthly) $451.00 (monthly) |
Mississippi . $1.833 Some $10.00 . $158.00 ,
Missouri .- - $1,482 Some $1.00per year - $4.00 (daily) - ,3' :
Montana $2,055 Some $5.00 {monthly) . $308.00 (monthly)
Nebraska $1,333 Al $12.00 (monthly) $132.00 (monthly)
Nevada $2517 ) Some © 10% of cost of care 85% of cost of care :
New Hampshire $1,889 Some "0 $0.50 per week per child plus 34% of daily cost of
New Jersey $2,777 " None $9.10 (month!y) $294.90 (monthly) .
New Mexico $1,951 Some ‘$0- $116.00 plus 19% ¢f income over $1 150 .
New York $2,247 Some $184 (monthiy) $360.00 (monthly)
North Carolina $2,341 Some 9% of cost of care 9% of cost of care -
North Dakota $2,445 © Some 10%.of cost of care 70% of cost of care
Ohio $2,055 Some $15 . 10% of family’'s ad;usted monthly income
Oklahoma $1,500 Some $2.00 (monthly) $201.00 (monthly) .
Oregon $2,088 Some $25.00 (monthly) . $632.00 (monthly) :
Pennsyivania $2,610 Some - $5.00.(weekly) - $65.00 (weekly) -
Rhode Island $2,055 Some  -$5.00 (weekly) $23.00 (weekly)
South Carolina ©$1,893 None - $3.00 (weekly) $11.00 (weekly)
South Dakota $2,055 All 5% of cost of care 85% of cost of care -
Tennessee $2111 Some $5.00 (weekly) . $32.00 (weekly)
Texas $3,000 Some . $33.00 (monthly) $330.00 (monthiy) *
Utah = $1,759 Some $10. 00 (monthly) - $255.00 (monthly)
Vermont - %180 80% of cost of care, -
- Virginia .. . 7.$1,889 - *12% of gross income
: r,Washxngton 81,944 - 392.00 (monthly)
"West\ﬁrgtma . %1562 8. ‘$800(dasly) :
‘Wisconsin 0 0. $2,348 None -~ '$9.00 (weekly) . *$91.00 (weekly) * ©:
- ‘Wyoming ..$1,208 None. - . .}$005perhourperchxld . 'a$085perhourperch|ld,:~
Puerto Rlco - $1, 279 Al - $8.00 (momhly) i ‘$45 00 (monthly)
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FAMILIES WITH CHILDREN ELIGIBLE FOR CHILD CARE ASSISTANCE

camssa—

- —

Family
Income by .
Poverty

Level
{cummulative)

Non-Welfare
Working
Families w/
Children <13

- years!
(families, in million)

Welfare Familes w/
Children <13 years
who are Required
_to Work Under
" PRWORA Work

Requirements?
(families, in mitlions)

Less than
100% of

poverty

1.54

Total Number of
Families with
Children
Eligible for
Child Care

(families, in millions)

80% Utilization

(families, in millions)

60% Utilization
(families, in millions)

|11

2.64

2.11

40% Utilization
(families, in millions)

1.58

Lessthan
150% of
poverty

3.23

1.1

4.33

3.46

260

1.73

l

Less than
185% of

povet’ty‘

4.61

1.1

157

4.57

343

2.28

Less than-
200% of .
poverty

e e e e

-5:19

1.1

6.29

5.03

3.77

2.52

1. Non-welfare working families are defined as single parent families in which the parent is working at least part timé,or two-parent

families in which both parents are working at least part time. Source: March 1996 CPS, with CY 1995 income data.

2. Under PRWORA, 25% of the approximately 4.38 million welfare families are required to go to work in 1997. Assuming a full
25% work participation rate, an additional 1.1 million families may be in need of child care. Historically welfare families have
income levels of less than 100% of poverty. ' '

DHHS/ASPE/HSP ~-éctober 8, 1997 (9:27am)
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5%
)f"SMI

- Family -

FAMILIES WITH CHILDREN POTENTIALLY IN NEED OF CHILD CARE

Welfare Familes w/

poverty

, " Non-Welfare Total Number of 80% Utilization | 60% Utilization | 40% Utilization
Income by - Working ‘Children <13 years | = Familiées | (fmilies, in millions) | (families, in millions). | (families, in millions)
_ ’Po\v,erty . . Families w/ who are Required | Potentially in ‘ R
I Level .| Ch;ldren‘<13v .to Work Under | -Need of Child
| (cummulative) |. - . years! - PRWORA Work Care
‘ Co "‘(familigs, inmillion) | Reqixirements2 (families, in millions)
R | (families, in millions) | = ‘ _
Lessthan -~ | 1542 |11 2.64 2.11 1.58 1.06
100%of | |
poverty o .
Less than " | 3.2 1.1 |4.33 3.46 2.60 1.73
150%of
g ’pove'r’tyf: _ , ‘
- || Less than - L AERE 571 457 3.43 1228
| 185% of el ' | |
poverty _ | _ |
|| Less than*";.‘-' e 11 Do 6.29 - 1503 - 3.77 1252
'200% Of .““.,,‘ | B - ~> ﬁMch,]o{ rery-1 - L T _
, . o e S Pt L('é/.f

1. Non-welfare workmg farmhes are definied as smgle parent families i in whxch the parent is working at least part time, or two- -parent -

famxhes in w}ué ' both pa;rents are worklng at 1east part tlme Source March 1996 CPS w1th CY 1995 income data.

2. Under PRWORA 25% of the approx1mately 4.38 million welfare fammes are requnred to go to work in 1997 Assummg a full”’
" 25% work parnclpatlon rate, an addmonal 1.1 mxlhon families may be in need of child care. All welfare families have income levels

- of less than 100% of poverty.

Sép;embér. 29, ‘199;7 (5.-17p}n)
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- $18,000 and $45, 000 (compared to' $10,000 and $28 000 under current law). - In the yyear. 2000 the startmg

Effect of Options to Modify tyhe Dependent Care Credit
Calendar»Year 1999 Effect; Assumes no Behavioral Response
{Number of returns in thousands; $. m:thons)

.
Returns with One or o , '
More Children Under Slx N - All Returns
Number of Number of :
: Returns . Total ~ Average - ~ - Returns Total Average
A AGI : With Tax Tax  per . With Tax - Tax per
From: To: Change Change Return = - -~ - Change Change Return

Option 1: Igcrease Phaseoute and Index Credit \1

- <0 20,000 ‘ 43 (2) . (47) o 110 5;5(4), 0 (36)

20,000 30,000 452 . " (46) (102 - - 726 71y (98)
30,000 40,000 . 522 (42) (80) 841 “(66). (78)
. 40,000 50,000 - . 206 N (34 .. © 375 ooy (29)
150,000 75,000 o 0 . 0. © 0 ’
75,000: : 0 0 : 0 0

Total - A B ~1‘22§ A97) “(79):' : . 2052 - (152) , {74)

O t:on 2: Increase redit Rate to 50 erce Ius Option 1 2

<0 20,000 e m e 110" (15) (136)

120,000 . 30,000 . 452 . (141) (312) 726 (225) (310)
30,000 40,000 522 S(134)  (257). | 841 - (212). 0 (252
40,000 50,000 329 (26) (79) ' 543 (42) n
50,000 75,000 0 0 - | S0
75000 . ottt 00 0 . N 0. .0 :
V Total T 1346 (306) (227 = - 2,220 (494) - (223)

Option 3: Icrease Expense Limit for Children under 6, plus Option 1.13 -

<0 20000 . 43 @ . un 110 " @) (36)

20,000 * 30,000 452 ©  (92) - (204) . 726 . (116) (160)
30,000 40,000 522. . (96) . (184)- 841 (119) (141)
40,000 50,000 - 280 (39) - (139 449 ‘(44) .(98)
50,000 75000 . 438 S (96) (219 . 438, "(95) - (A7)
75,000 e - 503 _(137) (272) 500  (140) (280)
Total 2238 (.462), __(206) 3,064 ____(518) _(169)
ﬁepattmentofthe ireasury CT “-’; S no '§E §ep—§7 -

~.-

1/ Under Optlon 1, startmg in 1999 the credit rate would begln to phase-down from 30% to 20% hetween i

" point of the phase-out range is indexed for inflation, as is the' amount of qualifying expenses’ and the ma)amum AT
amount that employers can exclude for dependent care benef ts (thls |s 35000 under current law) RO '

21 Option 2 modmes ophon 1 to increase the mmal cred:t rate to 50% of quahfymg expenses the phase-down
from 50% to 20% is from $18 000 to $47 000. - : o ’ - o S

) Optlon 3 modifies optlon 1' to allow a maxumﬂm of $4 200 in qualifying experises for children under 6,
starting in 1999 and indexed thereafter. The family maximum is modified accordingly ($8,400 with two children
under 6; $6 600 with one chlld under 6 and one chald 6 and over; $4, 800 with two ch!ldren 6 and over)



Option 1:

Option 2:

- Option 3¢

Effects of Optmns to Modify Child and Dependent Care Tax Credlt on

Hypothetxcal Taxpayers

In 1999, child and dependent care tax credit rate would be increased to 30
percent for taxpayers with adjusted gross income (AGI) below. $18,000. The
credit rate would be reduced by one percentage point for each additional $3,000
of AGI. The credit rate would be 20 percent for taxpayers thh AGI above
$45,000. A

In 1999, child and dependent care tax credit rate would be increased to 50

percent for taxpayers with AGI below $18,000. The credit rate would be

reduced by one percentage point for each additional $1,000 of AGI The credit
rate would be 20 percent for taxpayers with AGI above $47,000. " '

Same as Option 1, but maximum qualifying expenses would be increased to
$4,200 if taxpayer had one-child under the age of six, $6,600 if the taxpayer has
two children and one is under the age of six, and $8, 400 if taxpayer has two
children and both are under the age of six. |

. Taxpayers will not beneﬁt from either an increase.in the credit rate or the maximum
‘ allowable expenses if they currently do not have a positive income tax liability.

' '-_; . - For many moderate income. taxpayers, opttons to mcrease the credit’ rate w111 generally e '
O CES be more beneﬁc1a1 than Opuons to mcrease the maxrmum amount of expenses ‘

A single taxpayer with one child, and income 'of $15, 000 has a pre-credit
income tax liability of $450. . Under current law, she is eligible for a $500 child
credit. If her child care expenses are $1,900, she would also be ehg1ble fora
child and dependent care tax credit of $513. In combination, -the current law

credits are more than enough to offset her tax 11ab111ty She will not benefit
from opt1ons that increase the child and dependent care tax credit rate or the
maximum amount of allowable expenses

b

A mamed couple with two children, income of $25,000, and child care

expenses of $3,750 would also not benefit from an increase in the credit rate or
_the maximum allowable expenses. Their. pre-credit income tax llablhty of $975

is completely offset by the current law child and dependent care tax credit

($825) and the child credit ($1, 000) Modlﬁcatlons in the child and dependent

care tax credit rate or the maximum amount of allowable expenses w111 not

o beneﬁt the couple

v
Bl

,‘ A mamed couple wrth two chﬂdren ages 5 and 10 and 1neome of $35 000
.. -spends about $4,050 on child care during 1999. Under current law, their net
- income tax’ habxhty is $665. Under optmn 1, the child and dependent care tax
T ,credxt rate will increase frorn 20 percent to 24 percent As a consequence thelr
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2

tax liability will decline by $162 to $503. Under option 2, the credit rate will

'~ increase to 33 percent, causing their tax liability to fall by $527 to $139. Under

option 3, they can apply a 24 percent credit rate to a higher expense limitation,
but do not benefit because their child care costs are less than the current
limitation. Their income tax liability will declme by the same amount as under -
option 1 (%162 to $503) /

Taxpayers with large child care expenses may beneﬁt from elther an mcrease in the
maximum amount of expenses or the credit rate.

.A single parent with one child and $35, OOO of income will receive the same

benefits under options 1 and 2, regardless of whether she spends $2,700 or
$5,400 on child care. With child care expenses of $2,700, she would benefit

' more from a 51gn1ﬁcant increase in the credlt rate (as under option 2) than from

an increase in the maximum amount of ¢ expenses and a smaller increase in the

* credit rate (as under optlon 3). Thus, an increase in the credit rate from 20

percent to 33 percent (option. 2) will result in a tax cut of $312, while an
increase in the expense limit to $4,200 and a credit rate of 24 percent (option 3)
will cause her taxes to fall by $168. - If, on.the other hand, her expenses were
$5,400, option 2 would still only result in a tax reduction of $312,, whxle option
3 would reduce her taxes’ by $528

Under option 3, the i mcrease in the qualifying expensés is apphcable to all taxpayers. -
Thus, a taxpayer with income over $50,000 could beneﬁt fmm an increase in the
maximum amount of allowable expenses ¢

‘ optlon 3,if her expenses exceeded $2, 400.

A single parent with $55 000 of income > and one Chlld would beneﬁt from




: = Effects of Modifications to Child and Dependent Care Tax Credit:
Snng!e Head of. Household One Child Under 6, $15,000 of Income, and $1,900 of Child Care Expenses

1999 Dollars ,
‘ Modifi catnons to Current Law

IR . Current Law o Option1  Option 2 Option 3 -

‘Eammgs ——— . 15000 15,000 15,000 15,000

__ Other Forms of Income R o -0 ‘ = 0 o - 0

: Chlld Care Expenses ',: : S 1,900 : 1,900 1,900 1,900

Adjusted Gross Income — 15000 . - 15000 15000 15,000

- Standard Deductron S -6,400 - 6,400 - 6,400 -6,400

- Exemptrons ; [T ., -5600 - --5,600 -5600  -5,600

Taxable lncome ‘ »3,000 S . 3000 3,000 ° 3,000

| Pre-Credrt lncome Tax Lrabmty 450 . .- 450 450 450

-~ Child and Depenident Care Credrt 513 - =570 -950. . -570

- -~ $500 Child Credit™:." S -500 - - -500 ~ -500 -500

-- Eamed |ncome Tax Crednt S Aesr ‘ 1,951 -1,951 -1,951

" Post- Credit Income Tax Llabihty | :.* o981 4,951 1,951 1,951

: Change in Tax Llablhty From Current Law - - 0 -0 0
‘Depar,t_ment of the_ Treasury s September 29, 1997 " |

- Officeof TaxAnalysis . ..o -

Option1: Child and d‘e'eendent care tax credit rate would. be 30% for taxpayers with AG| below, $18,000.
~ Credit rate would be reduced by 1 percentage point for each additional $3 000 of AGL.
Credit rate would be 20% for AG| above $45, OOO

) "Optton 20 Chlld and dependent care tax credit rate would be 50% for taxpayers wuth AG! betow $1 8, 000

- Credit rate would be reduced by 1 percentage point for each addmonal $1,000 of AGI.
' Cred;t rate would be 20% for AGI above $47 000.

'Optlon 3 Same as Optnon 1 ‘but maximum quahfylng expenses would increase to $4,200 if taxpayer has
" one child only and the child is under six, $6,600 if the taxpayer has two children and one
child is under six, and $8,400 if taxpayer has two children and both are under six.
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.Effects of Modifi catrons to Child and Dependent Care Tax Credut

' Mamed Couple Two Chrtdren (Ages 5 and 10), $25,000 of Income, and $3, 750 of Child Care Expenses

1999 Dollars
: Modzt’ cations to Current Law :
Current Law ~Option1 - Option2 . Option 3
' Combmed Eammgs (Both Employed) 1/ 25,000 25,000 25,000 -~ 25,000
Other Forms of Income o -0 .0 0 0"
‘Child Care Expensea ;o - 3,750 3,750 - 3,750 - 3,750
Adjusted Gross.Income - - - 25,000 25,000 25,000 25,000 -
. -- Standard Deductxon g A ) -7,300 -7,300  -7,300 . -7,300
. -- Exemptions, L: j-i L o -+ -11,200 -11,200 -11,200 -11,200
t Taxab!e Income- S T 6,500 6,500 6,500 6,500
E Pre-Credrt tncome Tax Llabrhty ' 975 975 975 975
- --Child and Dependent Care Cred:t o -825 - 1,013 -1,613 -1,013
. --'$500 Child Credit*: : . 1,000 ~.-1,000 -1,000 -1,000
- Eamed Income Tax Credlt ‘ - -1,246 -1,246 -1,246 . -1,246
_Post-Credlt Income Tax Liability - = 1,246 -1,246 - -1,246  -1,246
' ’ 0 -0

: Change in Tax Luablhty From Current Law

O .

: Department of the Treasury |
' Oft’ ce of Tax Anatysas “

1/ Eammgs of lower eamer are greater than Chlld care expenses

September 29, 1997

/‘Optron 1: Chrld and dependent care tax credit rate wou|d be 30% for taxpayers wrth AGI betow $18 000.
" Credit rate would be reduced by 1 percentage point for each addmona $3 000 of AG!

Credlt rate woutd be 20% for AGI above $45,000.

res Optton 2 Chlld and dependent care tax credit rate would be 50% for taxpayers with AGI below $18 000,

i

Credtt rate would be reduced by 1 percentage point for each additional $1 000 of AGI.

Credtt rate would be 20% for AG| above $47, 000

: Optron 3 Same as Optuon 1 but maximum qualifying expenses would increase to $4,200 if taxpayer has
. ~dne-child only and the child is under six, $6,600 if the taxpayer has two children and one
chrld is’ under six, and $8,400 if taxpayer has two children and both are under six.




- Effects of Modifications to Child and Dependent Care Tax Credit
Mamed Coupte Two Chlldren (Ages 5 and 10), $35,000 of Income, and $4,050 of Child Care Expenses

1999 Dollars
o ~ Modif cations to Current Law
- ' . Current Law : Option1 Option2  Option 3
Combined Eammgs (Both Employed) 1/ - 35,000 . 35,000 35,000 . 35,000
- Other Forms of Income . . 0. : o 0 0
.Child Care Expenses o . ‘ 4,050 4,050 4050 4,050
" Adjusted Gross Income * ~ - 35,000 35000 35000 35000
-- Standard Deductton , 7,300, - -7,300 .-7,300 -7,300
-- Exemptions .- = - -11,200 . -11,200 - -11,200 -11,200
Taxable Income - 4 o 16,500 . ‘ 16,500 16,500 16,500
Pre-Credit Income Tax Liability - 2475 - 2475 2475 2475
= Child and Dependent Care Credit - 8100 . - 972 -1,337 972
© -- $500 Child Credit : -1,000 ' -1,000 -1,000 -1,000
.- Eamed Income Tax Credrt L : 0 .0 0 0
‘Post-Credrt ncome Tax,Ltabmty , 665 S 503 - 139 503
. Change in: Tax Ltabmty From Current Law - S -162 - 527 -162
Department ofthe Treasury - . ~ September 29, 1997

o Ofﬁce of Tax Analysns

o 1/ Eammgs of lower eamer are greater than Chlld care expenses

Optlon 1 Chltd and dependent care tax credit rate would be 30% for taxpayers with AGI below $18, 000 :
- Credit rate would be reduced by 1 percentage point for each addmonal $3, 000 of AG!
Credrt rate would be 20% for. AGI above $45,000.

T Optnon 2 Chlld and dependent care tax credit rate would be 50% for taxpayers with AGI below $1 8, 000.
: ' - Credit rate would be reduced by 1 percentage point for-each’ additional $1 000 of AGI
Crednt rate would be'20% for AG| above $47,000.

”Optton 3 Same as Optlon 1, but maximum qualifying expenses would increase to $4, 200 if taxpayer has
: one child only and the child is under six, $6,600 if the taxpayer has two children and one
o Chtld is under six, and $8,400 if taxpayer has two children and both are under six.




' . Effects of Modifications to Child and Dependent Care Tax Credit
Ssngle Head of Household One Child Under 6, $35,000 of Income, and $2,700 of Child Care Expenses

1999 Do|lars
. ~ Modifi catrons to_Current Law
: . L L - Current Law p . Option 1 Option 2 Option3
Earnlngs L ) - 35,000 - 35,000 35,000 35,000
-Other Forms of Income A 0 -~ .0 . 0 - 0
- Child Care Expenses " - - 2,700 2,700 - 2,700 2,700
Adjusted Gross Income - .+ 35000 35000 35000 35000
-~ Standard Deduction. - . . -6400 6,400 . -6,400 = -6,400
S e Exemptuons -' e -5,600 . - - -5,600 -5,600 - -5,600
« Taxable lncome _ . 23,000 . 23000 23,000 - 23,000
PreGredit Income Tax Liabilty .~ 3450 3450 - 3450 3450
. --Child and Dependent Care Credlt 480 . - .. =b786 -792 648
. --$500 Child Credit - o g - -500 - 500  -500 = -500
- Eamed Income Tax Credut . 0 0 .0 - 0
- Post-Credlt Income Tax Liabiity 2470 2,374 2,158 2,;30‘2.' :
" Changein Tax Llabrlsty From Current Law ' - . -96 -312 . -168
-"'_Department of the Treasury T R R T September 29 1997

o - Office of Tax Analysrs o

B Optron 1: Chlld and dependent care tax credit rate would be 30% for taxpayers with AGI below $18,000.
. Credit fate would be reduced by 1 percentage point for each additional $3,000 of AGI
Credtt rate would be 20% for AG! above $45,000.
o ,"_“Optlon 2 Chrld and dependent care tax credit rate woulld be 50% for taxpayers with AGI below $18,000. ©
o _Credit rate would be reduced by 1 percentage point for each addltlonal $1,000 of AGI.

Credlt rate would be 20% for AGI above $47 000.

Optton 3 Same as Optlon 1 but maxrmum quahfymg expenses would increase to $4, 200 if taXpayer has
one chtld on!y and the child is under six, $6,600 if the taxpayer has two chrldren and one

~res



Effects of Modifications to Child and Dependent Care Tax Credst o
Single Head of Household One Child Under 6, $35,000 of Income, and $5,400 of Child Care Benefi ts

- 1999 Dollars
, - Modifications to Current Law
L . Current Law. - Option1 . Option2 - Option 3
Eamings o S 35,000 35,000 . 3,5,000_ - 35,000
“Other Forms of !ncome e 0 .0 0 0
Chlld Care Expenses S 5 400. o 5400 5400 - 5400
Adjusted Gross Income ‘ 435 000 - 35000 35000 35,000
-+ -- Standard Deductron N 6,400 © - 6,400 ° . -6,400 -6,400
U Exemptrons R o -5,600 © , .. ~--5600 . -5600  -5600 .
Taxable income’. ‘:ﬁf;'}:'ff- .. 23,000 . 23,000 23,000 23,000
" Pre-Credit Income Tax Liabilty -~ - 3450 3450 3450 3450
- Child and Dependent Care Credit .- -480 -576 -792 -1,008
-- $500 Child Credit.. . =~ o .-500 ’ - -500 -500 -500
. -- Eamed Income Tax Credrt L SR A -0 “ 0 -0
: TPost-Credlt Income Tax Llabthty - *"2!,4701 o 2,374 2,158“ - 1,942
- Change'in Tax. i_rabmty From Current Law .98 312 -528
iDepartment of the Treasury IR T o -";September 29,1997

. _ Office of Tax. Analy3|s - B —e

Option 1 Chlld and dependent care tax credit rate would be 30% for taxpayers with AGI below $18,000.
: - Credit rate would be reduced by 1 percentage point for each additional $3,000 of AGI.
Credlt rate would be 20% for AGI above $45,000. . . ,

: ‘Optlon 2 Ch||d and dependent care tax credlt rate would be 50% or taxpayers wnth AGI below $18 000.
' ~ Credit rate would be reduced by 1 percentage point for each additional $1, 000 of AGI.
Credtt rate would be 20% for AGI above $47 000.

: Optlon 3 Same as Optton 1, but maximum qua ufymg expenses would increase to $4, 200 if taxpayer has
: - "one child only and the child is under six, $6,600 if the taxpayer has two children and one
chlld is under srx and $8,400 if taxpayer has two children and both are under six.



: Effects of Modifi catlons to Child and Dependent Care Tax Credit -
Slngle Head of Household One Chrld Under 6, $55,000 of Income, and $2, 700 of Child Care Expenses

1999 Dollars
: Modifications to Current Law

‘ L I ,Curren,t Law . Option1 Option2  Option 3.
Eamings - . 55,000 55,000 55,000 55,000
Other Formsoflncome SR : 0 - o 0. 0
Chﬂd Care Expenses R S 2,700 B 2,700 . 2,700 12,700

© * Adjusted Gross Income - © 55000 55,000 - 55000 55,000
' -- Standard Deductlon L 6,400 ' 6,400 . 6,400 -6,400
-- Exemptions’ - . -5,600 - 5600  -5600  -5600
.Taxable Income .- . -~ - S 43,000 . 43,000 43,00‘0 43,000

- Pre-Credit Income Tax Liabilty . 7503 7503 7503 7,503
i Child and Dependent Care Credit - - 480 -480 -480 -540
~~--$500 Child Credit . - = 8000 : -500 - -500 -500
- Eamed lncome Tax Crednt I 0 0. 0 0
" .Post~Cred|t lncome Tax Liabilty - ’6',523.' S 76,623 - 6523 . 6,463
‘ Change in Tax Llablhty From Current Law | 0 0 60 -
- Department ofthe Treasury T SRR ” T SeptémbérZS, 1997

~ Office of Tax Analysis - - ==+~ ==« o wee s

. Optron 1: Child and dependent care tax credit rate would be 30% for taxpayers with AGI below $18, 000
o " Credit rate wouild be reduced by 1 percentage point for each additional $3 000 of AG!
Credlt rate would be 20% for AG! above $45 000
’ ‘Optlon 2 Chlld and dependent care tax credlt rate would be 50% for taxpayers with AGI below $18 000.
‘ ‘Credit rate would bé reduced by 1- percentage péint for each addntsonal $1,000 of AGl ‘
Credrt rate would be 20% for AGI above $47,000. v

' :Optlon 3 Same as Option 1, but maximum qualifying expenses would increase to $4 200 |f taxpayer has
’ ' one child only and the child is under six, $6,600 if the taxpayer has two children and one
: ‘chxld is under six, and $8 /400 if taxpayer has two children and both are under six. .
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Preliminary Rough Draft ‘
- September 23, 1997 -

MEMORANDUM FOR DISTRIBUTION

SUBJECT: Child Care Subsidies

Much of.our work over the last few weeks has been to get a better sense of the seemingly
simple question: who benefits from existing public subsidies for child care. The work has had
mixed success. It is strikingly difficult to calculate the number of families “eligible” for existing
subsidies (put loosely, this typically requires that all parents are in the paid labor market and pay
for child care from a tax-compliant provider). Problems are exacerbated by disparate data sources
providing information on the primary sources of assistance: direct expenditures, the child and .
dependent care tax credit (CDCTC) and the employer exclusion for child care.

What income groups beneﬁt from child care subsldnes?

o ' In one sense this is an éasy question. Direct expenditufes appear to 'be well targeted.v
Most benefits go to families at or below the poverty level and almost all benefits go to
families go to families with incomes less than 200 percent of poverty.

o Because low-income families pay little (or no) individual income taxes, tax benefits
through the CDCTC and the employer exclusion go to higher-income families.

- - The August 27 table provides spec1ﬁc mformatlon The table shows the income
‘ thresholds at which families become taxable, both before (the top panel of the table)
and after (the bottom panel of the table) TRA97. :
-- The column labeled ‘Category 1" shows that no families with incomes below the
poverty line will benefit from the CDCTC

- Increasing the CDCTC will primarily benefit famllles in “Category 3." Hence,’
increases in the CDCTC will accrue mostly to families th incomes exceeding’
170 percent of poverty. :

- Itis clear, simply from the structure of the CDCTC that its ablhty to a551st low- and
moderate-income families is limited.

o This assessment is confirmed by the September 23 table shownng the dxstmbutnon of the
CDCTC by family money income decxles

-
b

- The first column shows the number of families where all parents earned at least
$1,000 per year, have children under 13 and receive the CDCTC. In aggregate, 5.8



million families receive the CDCTC. The average credit is $443 resultmg from an
average of $2,346 of qualified expenses.

The second column is an attempt to calculate a number we would be very mterested
in seeing: namely, the percentage of people with child care expenses who receive
the CDCTC. We are unable to calculate accurately the denominator of this
percentage — the number of families with children under 13 where all parents work

“and who have paid child care expenses. To the extent biases in the proxy for this.

measure are constant across income deciles, the figures suggest the pammpatlon rate
may be fa1rly uniform across income dec11es ; ~ s

The sixth column shows the fraction of total child care expenditures sﬁbsidized by
the CDCTC is fairly uniform, and varies between 13 and 18 percent across income
deciles. ~ I . s
-~ The average CDCTC ($443) is much smaller than the average expenditdre
- subsidy which, in the preliminary HHS calculatlons varies from $58 to $66 per
week. ,

o One might be puzzled by the fact that “average total ehjld care expenditures” (column 7)
do not increase sharply with income. The explanation is (probably) given by the
September 23 table showing the distribution of employer provided dependent care
benefit. : . :

This table shows that more than 80 percent of the benefit of the employer exclusion
for child care expenses accrues to the top two deciles of the income distribution.
Families in the top income decile are nearly twice as likely to have their child care

- expenditures subsidized by the enipl‘oyer exclusion than the CDCTC.

Update on tax provisions to subsidize child care

foi
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Concerns have been expressed about proposing tax initiatives in the FY98 ;Budget. L

b S

With two caveats: it is not clear that we will support any tax incentives, and any tax
incentives that are proposed will not benefit poor families and will have relatively modest
benefits for near-poor families, we have made prehmmary,
annual cost of several changes to the CDCTC.

#3000
Use the same phaseout range for the credit as above, but raise the top credxt to 50
percent (and phaseout to 20 percent). 4' f ﬁ S00 - 55 o mi

qualifying expenses covered by the CDCTC to $4,200 for children under 6.

‘:(

r fh calculatloas of the | f

Move the phaseout ran §e of the CDCTC credit to $18,000 to $47, OOO £aso - ,{5 g mi

paeh

2003

Move the phaseout range of the CDCTC credlt to. 518, OOO to $47, OOO and raise the U%J

781%«6”’% mﬁw




Beneficiaries of Different Types of Modifications to the Child and Dependent Care Tax Credit

. 1999 Dollars ' .
Type of Poverty Pre-Credits Category 1. Category 2: A Category 3.
Taxpayer Threshold income Tax Income Tax Liability = $0 Income Tax Liability < Maximum income Tax Liability > Maximum

Threshold

With $500 Child Credit

Child and Dependent Care Credit

Child and Dependent Care Credit

Head of Household; 1 Child

%/ Not Eligible for $500 Child Credit

&

Head of Household; 2 Children
Head of Household; 3 Children

Married, filing Joint; 1 Chiid
Married, filing Joint; 2 Children
Married, filing Joint; 3 Children

~  Eligible for $500 Child Credit

48

Head of Household; 1 Child
Head of Household; 2 Children

Head of Household; 3 Children

Married, filing Joint; 1 Child
Married, filing Joint, 2 Children
Married, filing Joint; 3 Children

11,435
13,552
17,354

13,552

17,354
20,518

11,435

13,552

17,354

13,652
17,354
20,518

12,000
14,800
17,600

15,700
- 18,500
21,300

12,000
14,800
17,600

15,700
18,500
21,300

AG| below $12,000

AGI below $14,800

AGI belo_w $17.600

AGI below $15,700
AGI below $18,500
AGI below $21,300

AG| below $15,333
AGI below $21,467
AGI below $27,600

"AGI below $19,033
AG below $25,167
_AGI below $31,300

AGI between $12,000 and $16,160

AGI between $14,800 and $22,160

AGI between $17,600 and $24,640

AGI! between $15,700 and $19,700
AGI between $18,500 and $25,540
AG! between $21,300 and $28,000

AGI between $15,333 and $19,333
AGI between $21,467 and $28,000
AGI between $27,600 and $34,000

AGI between $19,033 and $22,713
AGI| between $25,167 and $31,567
AGI between $31,300 and $37,700

AGI above $16,160
AGI above $22,160
AGI above $24,640

" AGI above $19,700
AGI above $25 540
. AGIl above $28,000

- AGI above $19,333
AGl above $28,000
AGI above $34,000

AGI above $22,713
AGI| above $31,567 -
AGI above $37,700

Department of the Treasury
Office of Tax Analysis

Notes:

(bt Foeont

Ap ol

W7y credof

Category 1. Taxpayers would benefit from expansion of child and dependent care tax credit only if credit was made refundable.

Category 2: Taxpayers would benefit from an increase in the credit rate if tax liability is greater than the product of expenses and current credit rate.

August 27, 1997

g

Category 3. Taxpayers would benefit from an increase in the credit rate and possibly an incréase in the maximum armount of allowable expenses.

. Taxpayers (both spouses, if married) are assumed to be workers, to have earnings in excess of qualifying expenses, and to use the standard deduction. )
FY 1998 winter budget assumptions used to project income levels.

Current credit rate structure;

AGI less than or equal to $10,000
AGI less than or equal to $12,000
AGlI less than or equal to $14,000

AGl less than' or equal to $16,000

- AGI less than or equal to $18,000

AGl less than or equal to $20,000 .

30%
29%
28%

27%

26%
25%

- AGI less than or equal to $22,000

AGI fess than or equal to $24,000
AGl less than or equal to $26,000
AGI less than or equal to $28,000

- AGI greater than $28,000

24%

23%

22%
21%
20%



- o |  PRELIMINARY
Dtstnbuhon of Child and. Dependent Care Tax Credit by Family Money income (Plus Food Stamps) 8

1998 - ~ & Q‘"
_ Family Number of Eligiblé’ Pei’cent of Eligible - V Credit as - (ﬁwﬁﬂ ,
Money Income Families with - Families with Total . Qualifying . Credit  Percentof Average  Average  Average
Deciles Child <13 & Credit Child <13 Expenses Expenses Amount Total Exp. : Total Exp. Qual. Exp..  Credit
) (000) - ) (%) ($ Mil.) ($ Mi) ($ Mil.) (%) o $) % . %
First =~ . S v * . - A o n.a. n.a, n.a.
Second 110 = 5 203 185-° 34 17 - 1,843 1,683 - - 305 -
- Third . ' 413 L 15 . 9200 . 807 162 18 | 2,229 1,955 394
Fourth - 585 S 22 1,473 1,297 - 263 S 18 : W . 2516 =~ 2216 449
Fifth - 68t 30 - 1,896 1,637 308 16 T 2,784 2395 " 452
- Sixth ’ 628 2 1,711 1,382 260 15 - ' 2,723 2,199 . 414
Seventh 794 30 2,090 1,827 - 341 16 an" 2630 2300 . | 429
Eighth : 856 o - 30 2,316 - 2,003 377 16 h 2,705 = 2,340 441
. Ninth = 1010 S 32 2,876 2,504 466 6 2947 = 2479 462
. Tenth. 718 o . 28 2,653 1,960 357 13 ' H Vv 3,693 2,728 . 497 '
Total ‘ 5,796 L 24 . 16,237 13,597 . 2,568 16 - . 2,801 2346 | ‘443 V% _
Department of the Treasury ‘ o ' . S o ' " . September 23 199]____,_‘; :
Office of Tax,Analysis : o : s o . o - V. 12adj ; .
Notes: ’ ' ' ' ' )
The end points of the income deciles are: ﬁrst $9 570; second $15 470 third, $21,150; fourth, $27,323; ﬁﬂh $34 091; elxth $42, 19? . g 1 ﬁ“é o wk
seventh, $52,570; eighth, $67,714; ninth, $93,039. Taxpayers with negative i income are not shown in the decile ciasses but are included in total. /
Deciles derived from income distribution for all families. 4 . Y” s

%To be eligible for the child and dependent care tax credrt a taxpayer must be employed or looking for work If mamed both spouses
~must generally be"employed; however, an "employed taxpayer with a spouse who is either disabled or a fuill-time student may qualify.
In tabulations, taxpayer is assumed-to be eligible if employed and eaming over $1,000 per annum. If married, both spouses met this test. o rr-ﬁw -
Taxpayers must also-incur expenses for child care to receive the credt; this criteria is not taken into account in measure of "eligible families™ above.- ‘ - PW

Total expenses as would be reported on line 2 of the form 2441. This would include all expenses for child and dependent care - %ﬂ’“ _
reported paid to a provider in 1998. Expenses incurred» in another year, but paid in 1998, would be included in this total. - « ’ Co

Constramed expenses as would be reported on line 4 of the form 2441. This would include expenses for child and dependent care, up to
the statutory maximums ($2,400 for one child, $4,800 for two or more children) both incurred and paid in 1998. . O

Credit amount to extent that it offset income tax liability (before other personal credits).
%’7(/ *Hl//ﬁ\ /kué;w«»@w /’W (nmi’ a,\,@,..,/ﬁ@(\# -
; 0’0"’)@9’10’”6*\ Wwoqnf WMM t‘W %ha‘rnn/)



" PRELIMINARY
and Dependent Care Tax Credlt by Famlly Money Income

-~ Distribution of bn i
L e (Plus Food Stamps) - -

| S 1998 o ' .
. Family - - e Child and Dependent Care Tax Cred\t
Money Income ~ -~~~ .. 'Numberof Total" ' Qualifying. ~ ‘Credit
- Deciles o Families Expenses Expenses Amount .
| | R (%) %) (%) (k)
First - - 0 ... 0 0. 0
‘Second - - . . -2 1 1 1
Third . S A 6. .6 i
Fourth L | 10 9 . 10" 10
Fith S 12 12 12 12
- Sixth - e ! 11 10 . 10
Seventh Lo 14 13 13 . 13
Eighth : - 15 - 14 15 15
Ninth e 17 - 18, 18 18
Tenth o 12 - 18] 14 14
Total : . 100 1‘o‘o | 100 100
Department of the Treasury RR — - . September 23, 1997

Office of Tax Analysis ' - o ‘v 12adj

- Notes: :

_The end points of the income deciles are: fi rst $9,570; second $15 470; thlrd $21,150;
fourth, $27,323; fifth, $34,091; sixth, $42,197; seventh $52,570; eighth, $67,714; =
ninth, $93,039. Taxpayers with negative income are not shown in the decile classes' but
are mcluded in the totals Decnes derived from mcome dustrlbutlon of all famnhes

To be ehglble for the child and dependent care tax credlt a taxpayer must be ‘
employed or looking for work. If married, both spouses must generally be employed;
however, an employed taxpayer with a spouse who is either disabled or a full-time -
student may qualify. In tabulations, taxpayer is assumed to be eligible if employed
and eaming over $1,000 per annum. If married, both spéuses met this test. o
Taxpayers must also incur expenses for child care to receive the credit; thus criteria is
not taken into account in measure of "eligible families" above

" Total expenses as would be reported on Iine 2 of the form 2441, This wouldvinclude
all expenses for child and dependent care reported paid to a provider in 1998. '
Expenses incurred in another year, but paid in 1998, would be included in this total.

Constrained expenses as would be reported on line 4 of the form 2441. This would
include expenses for child and dependent care, up to the statutory maximums o
the statutory maximums ($2,400 for one chdd $4 800 for two or more chlldren) both L
~ incurred and pard in 1998. , . .

Credit amount to extent that it offset income tax liability (before o’_ther personal credfts).


http:distributi.on

i PREL!MINARY
Distnbutlon of Emp|oyer Provnded

. Dependent Care Benefts o " D :,m P
S 1995 S “‘f %Mﬂn “26

Adjusted - - Total - Capped
Gross .~ - Benefits Benefits

~ Income o W2 W2
Decile (%) (%)

- First 0
Second 0
Third - 0
~ Fourth .0
Fifth o 1
Sixth C 2
Seventh 3
Eighth ‘ . 10 N
Ninth o 24 24
Tenth L ‘ 60 59 -

Total ‘ 100 100

Department of the Treasury‘ : 9/23/97
Office of Tax Analysis
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Fammes Recelvmg Child Care by lncome Level

o — o e i s .01

1

RS AR N

f Between
| Poverty |

and
150% of
Poverty

Between
-150%
and

-200% of

‘Pove

Above
200%. of
Poverty

Total
Families

CCDBG (N=50) Baz| 906 502 r) .

Transitional Child Care (N=50) 50.9 19.7 10.8 : 1.1 82.5

At-Risk Child Care (N=41) - 829 321 | 178 | - 1.7 134.5

AFDC/JOBS Child Care (N=46) 143.7 | - L - - 143.7
: . o ' " (Thousands)

‘Notes: ‘ :
1. The 50 States, District of Columbla and Puertoc Rlco are included in thls report. -
2. CCDBG families are reported on an annual aggregate (undupl;cated) basis (ACF-?OO)
-3. Transitional, At-Risk, and AFDC/AJOBS families are reported on an average monthly basis. !

4. Transitional and At-Risk families are not reported by income levels; CCDBG percentages were epplted

to these two groups since they are more likely to participate in a similar manner.

5. AFDC/JOBS families are not reported by Income levels. We have assumed all these fammes are balow

poverty since they are more likely to work part tame

Average Child Care Subs:dy Payments oy

1995
‘ CCDBG ‘ ch ‘ AFDC/JOBS
, . : (N=50) (N=51) At-Risk (N=44)
. Average Subsidy for Full-Time Care per S o .
58 R I S8

Week perChild“r - R 66 $

* Data not available

**CCDBG average weekly care calculated by multlplying the average houriy rate ($1 64) reported
on the ACF-700 by 40 hours. Average TCC and AFDC/JOBS weekly care calculated by
dividing the average paxd for full-time care (31-50 hours) by 4.3 (average number of weeks
per month). ‘

Ratlo of Children to Fammes, 1995 :
: AFDC

- CCDBG TCC .- At-Risk .
: : (N=50) (N=48) - (N=41) - (N=45)
* Ratio of Children to Families ~

1.78 j~_'1.69‘_.‘. 1.48

1.85.
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~ Survey Question: Is the Stock Market Too Risky?
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Durrng the 1990s, and especially in the past few yeafs a dechnrng'propémon of
Americans has thought the stock market is too risky a place to put its money. More than

that the stock market is too.risky for them has continued to fall Responses for women
show a srmrlar pattem Cova . P : !

!

‘ , l \ - :I" o
1982 1985 1988 1991 | 1994 - 1997 -

Dpied

‘three-quarters of the married men surveyed thought the stock market was too rrsky for o
most families through most of the 1980s, but that proportion fell to 70 percent by 1993. o
The survey question was changed in 1994, but the number of married men responding
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SPECIAL ANALYSIS
Welfare Reform and the Market for Child Care

As more mothers move off welfare into work, the demand for child care services will -
‘increase. Although the supply of child care services is likely to expand to meet this
demand without .much of a price increase, the cost of: ‘child care, even at current
prices, represents.a large burden for low-income famlhes ‘ v

The supply response Two strands of evidence suggest that increased demand can
be met without a substantial increase in the price of child care. FWt
20 years, the number of children in paid child care has approximately doubled while
the real price of care has not changed. Second, a recent study indicates that c_@ges'
in the price of child care induce large supply responses. Of course, an initial surge
mn upward pressure on prices. The cost of -
entering the child care provider market is relatively low hcwever and supply should
respond relatwely quickly. :

The burden of -current prices. The current cost of child care can be a significant
burden for those without access to subsidized care and may discourage some mothers
from working. Among families' who pay for child care, poor families with employed
mothers-spend_aboiit 20 percent of thexr mcnme on Chlld care whlle non-poor
families spend only 7. percep .

10 percent reduction in the gnce of ctuld care increases the probablhtz that a mother

will work by 2 to 8 percent, Given that the miother has a job, however the price of
“child care does not appear to mﬂuence the number of hours worked

~ What kind of care" Abom_halfrzf_mrkmg_mmher_sr_dxpnmanmw '

<hild care provided by a relative. Studies show that a reduction in the price of child
care is associated with an increase in the probability that a working mother will
purchase paid care. This may be because those mothers who choose to work when .
the price of care decreases ‘are more likely to use paid care; .also, those already
working may choose to substitute paid care for non- market care. Once the decision
is made to use paid child care, however, reduictions.in the pnce of care orin the price
of hlgher quahty care do not appear to induce parents to purchase higher quahty care,

'

Implications. Increased demand for child care w11:1- mos_t-'hkel_y be met by
commensurate increases in supply at roughly current prices. However, if they must
pay the market price for child care, many low-income parents find child care costs
a barrier to employment and a substantial financial burden if they do take a job.
Policies that decrease the price of care reduce this burden and encourage more
mothers to work; they may also lead working mothers to switch from unsub81dlzed
to subsidized care. - :

Weekly Economic Briefing 4 . . September5, 1997
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Meeting on Child 'Cane'Tax/Subs‘;idy Issues . I
' Friday, August 8,1997 3:00pm -
AGENDA "~ ‘

Dependent Care Tax Credit

Child Care Subsidies

Tax Credits to Employers that C0nstruct/Expand/:Rerilovate/Operatc Chil

IRS Code Section 129 Plan ('Depéndent Care Assistajnce Plan)

Other

)
o
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.
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Child Care Cost/Benefit Analysis and Survey of Litérature

d Car'e. Facilities

1



Refundable Child and Dependent Care Tax Credit

A refundable tax credit allows a taxpayer to receive the full benefits of a subsidy through
the tax system, even if the subsidy exceeds his or her tax liability. The earned income tax
credit is an example of a refundable tax credit. Low-income working taxpayers are able to
receive the full EITC to which they are entitled, even if they have little or no individual
income tax liability. Taxpayers can claim the refundable credit on their tax return filed at the
end of the year and receive the value of the credit as elther a reductlon in their outstandmg tax
liability or as a refund. : :

Pros

»  Making the credlt refundable will increase the share of federally-a551sted Chlld care -
benefits accruing to low- income famlhes

Cons

»  Families need funds for child care assistance in “real time.” But most recnplents will not
be able to obtain the credit until they file a tax return at the end of the year, long after the
child care bills have come due. To address this concern, advance payments of the credit
could be made available, but experience with the EITC suggest that most taxpayers will
not take advantage of this option. Eligibility for advance payments may be difficult to

- verify, unless a government office or employer is required to monitor claims.

»  The IRS cannot verify child care expenditures prior to the payment of the credit to the

' taxpayer, but will not find it cost-effective to recapture erroneous payments to lower--
income taxpayers with small tax liabilities. A social service office may be better able to
check the authenticity of child care expenditures prior to paying out a voucher.

*  Efforts to create new refundable credits have led to intensified scrutiny of the EITC and
its compliance problems. The EITC provides a credit of $3,656 to famllles with two or
more qualifying children with incomes between $9,140 and $11,930. The credlt for
families with one child and income between $6,500 and $11,930 is $2,210. The credit
has been sharply attacked by Congressional critics in recent years (and w111 be attacked
again this Fall).

--'In the income range where making the child credit refundable matters, the EITC -
exceeds substantially the sum of income and payroll'taxes. Hence, critics of a
refundable child credit will be quick to label these payments "welfare" and vigorously
flght this proposal. - ‘ -

Office of Tax Analysis
August 7, 1997



Child and Depéndent Care Tax Credit
Current Law

A taxpayer who incurs expenses for the care of a qualifying individual in order to work
is eligible for a nonrefundable tax credit. A nonrefundable tax credit offsets income tax
liability only. Taxpayers with little or no income tax liability will not be eligible for the full
- amount of the credit. Generally, taxpayers with incomes below the poverty level do not have
an income tax liability and thus would not qualify for the child and dependent care tax credit.

In general, a qualifying individual is (1) a dependent of the taxpayer who is under the
age of 13'; (2) a dependent of the taxpayer who is physically or mentally incapable of taking
care of himself or herself; or (3) the spouse of the taxpayer if the spouse is physically or
mentally incapable of taking care of himself or herself. To qualify for the credit, a taxpayer
- must provide over half the costs of maintaining the household in which the taxpayer and the -
qualifying individual reside. In order to qualify for a dependency exemption and thus the
credit, the taxpayer must also provide over half the support of the qualifying individuals. The
~ taxpayer may not count public assistance (e.g.; TANF benefits) as counting toward his or her
contribution for the support of the dependent or the maintenance of the household.

For purposes of the nonrefundable credit, employment-related expenses are limited to
$2,400 for one qualifying individual and $4,800 for two or more qualifying individuals.
Taxpayers with adjusted gross income of $10,000 or less are allowed a credit equal to 30
percent of eligible employment-related expenses. For taxpayers with adjusted gross incomes
of $10,000 to $28,000, the credit rate is reduced by one percentage point for each $2,000 or
fraction thereof above $10,000. The credit is limited to 20 percent of employment-related
child and dependent care expenses for taxpayers with adjusted gross incomes above $28,000.
(These dollar amounts are not indexed and have not been adjusted for inflation since 1982.)

'As a consequence of the Family Suppbrt Act of 1988, taxpayers are required to report
the taxpayer 1dent1flcat10n number (e.g., the social security number) of their child care
provider. : : '

Related Proposals

In April, the Treasury Department announced various tax simplification.proposals,
including provisions to eliminate the household maintenance test for the child and dependerit
care tax credit and to allow taxpayers to more easﬂy claim custodial chlldren as dependents
w1thout meeting the support test.

' Qualifying individuals may include children who could have been claimed by the
taxpayer, but the taxpayer waived the dependent exemptlon in order to allow the non-custodial
parent to claim the children. : :



Facts-about the Credit

e In calendar year 1994, 6 million taxpayers c laimed 3;2 5 billion of child and dependent |
care tax credits. - The average credit claimed was $420. In FY 1998 the cost of the
credlt is estimated to rise to $2.8 billion. -

. Of the 6 million taxpayers claiming the credit in 1994, 4.2 n&iliion filed jeint returﬁs
- ($1.7 billion, average credit of $407), and 1.7 rnllhon filed as heads of households
($800 million; average credit of $453). ‘ ‘

¢« About one-third of claimants in 1994 had adjusted gross income less than $30,000,
' _ while 15 percent had adjusted gross income in excess of $100,000.

e Less than 10,000 clalmants had adjusted gross income less than $10 000 and qualified
for the maximum credit rate of 30 percent

. In 1988, 9 million taxpayers claimed the credit. Some have attributed the decline in
participation to the requirement in the Family Support Act that taxpayers provide the
~ taxpayer identification number of their child care provider when claiming the credit;
however, itis not known the extent to which this provision, as opposed to other
. eligibility changes in the 1988 Act, contributed to the decliné in participation. Beécause
the IRS has not conducted a comprehensive cornphance study since 1988, the effects of
the TIN reporting requirement are not known. ‘

. Information is not readily available from tax returns regarding the extent}ﬁo which the
credit is used for the care of children, disabled dependents, or disabled spouses.

i

Office of Tax Analysis’
August 7, 1997



‘ Err'clnsion of Employer Contributions for C,llild' Care Expenseé o S@c 4 \'7/ 0)
Current Law l |

Employers are allowed to exclude the provision of child and dependent care benefits
from employees' taxable income and social security earnings. Child and dependent care
assistance is defined as an employer's payment of, or provision for, the employment-related
dependent care expenses of its employees and mcludes employer contrlbutrons through
cafeterla plans. :

The exclusion is limited to $5,000 of child care expenses and does not vary with the
number of qualifying dependents. The amount of the expenses eligible for the child and
dependent care credit is reduced dollar for’ dollar by the amount of expenses excludable from
that taxpayer's income under the child and dependent care exclusion. The benefit of the

+ exclusion to the taxpayer depends on both the amount of qualrfymg expenses and hlS or her

income and payroll tax rate.

Various rules prevent highly compensated employees or part-owners from receiving a
disproportionate amount of tax-preferred employer provided child care assistance. First, no
more than 25 percent of the amounts paid by the employer for dependent care assistance may
be provided for a group of shareholders who each own more than 5 percent of the capital or
stock of the company. In addition; non-discrimination rules prevent highly compensated
employees from receiving benefits which are far more generous than those received by lower-
_paid workers. A firm cannot provide dependent care benefits to non-highly compensated
employees-which, on average, are worth less than 55 percent of the average benefits provided
to highly-compensated employees. Further, employers are not permitted to discriminate with
respect to eligibility or benefits when providing benefits, including child and dependent care
assistance, to employees through a cafeteria plan. { ‘

1

'Facts about the Exclusion

. In FY 1998, the tax expenditure for the exclusion of employer prov1ded Chlld and
dependent care is est1mated to be $890 mllllon .

 Office of Tax Analysis
August 7, 1997



- Other Tax Provisions Affecting Children

Dependent Exemption

A taxpayer may elarm another. mdmdual asa dependent if the following five tests are
met: (i) the dependent is within a specified relationship with the taxpayer (e.g., a child) or is
any other individual who has resided with the taxpayer a full year; (ii) the dependent’s gross
income is less than the exemption amount, except that children are exempted from this test if
they are under the age of 19 (or 24 if a full time- student) (iii) the taxpayer provides over half
of the dependent’s total support; (iv) the dependent does not file a joint return; and (v) the
dependent is either a U.S. citizen or a resident of the U.S., Canada, or Mexico. ' For purposes
of determining whether a taxpayer provides over half of an individual’s support, pubhe
assistance payments are taken mto account as support payments made by a governmental
authority.. : : o

In the event of divorce or separation, the custodial parent is generally entitled to the
dependent exemption if both parents provide over half the support of the child. ‘To qualify as
the custodial parent, the taxpayer must reside with his or her child for over half the year. The
custodial parent may waive the exemption to the noncustod1a1 parent by providing the
_noncustodial parent with a written waiver. : ‘

In 1997, the value of the exernptron is $2, 650 The beneflt to the taxpayer depends on
his or her margmal tax rate.

Earned Income Tax Credlt K

Low-income workers may be eligible for the refundable earned income tax credit
(EITC). The amount of the EITC depends on whether the worker has one, more than.one, or
no children. The credit initially increases with earned income, then remains constant as earned
income rises, and finally decreases with adjusted gross income (or earned mcome if greater)
until it is fully phased out. : ;

For purposes of the earned i income tax credit (EITC) achild is a qualrfymg child if the
following three requirements are met: (i) the child must be the son, daughter, grandchild, or
. foster child of the taxpayer; (i) the child must generally reside with the taxpayer in the U.S.
for over half the year (or a full year in the case of a foster chrld) and (iii) the chrld must be
under the age of 19 (or 24 if a full-time student). In addition, if more than one faxpayer
satisfies the age, relationship, and residence tests with respect to the same child, enly the
taxpayer with the hrghest adjusted gross income can claim the child.

The parameters of the credit depend on the number of quallfymg chlldren clarmed by
~ the taxpayer -For 1997, the parameters are as follows: -,



Credit Parameters |  Two or More One Qu'allifying - | No Qualifying Child
, - | Qualifying Children ~ Child e »

Credit rate _ . 40 percent R V! .peroent - ' 7i.65 percent
Earnings at which -$9,140 - $6,500 . $4,340
maximum credit - - 1o |

reached’ , “_ ,

Maximum credit $3,656 . $2210 | $332
Phase-out begins $11,930 L 811,930 785,430
'Phase-out rate = - . 21.06 percent |  '15.98 percent 7.65 percent
Income cut-off - | $29,290 $25,760 L $9,770
Child Credlt

, Under H.R. 2014, taxpayers will become ehglble for a $500 child credit ($400 for tax
year 1998) for each qualifying child under the age of 17. A quallfymg child is defined as an
‘individual for whom the taxpayer can claim a dependency exemptlon and who is the son
daughter, grandchlld or foster child of the taxpayer : : *

N The credit is gradually phased-out for taxpayers w1th adjusied gross mcome over
_ "$1 10,000 ($75,000 if single or head of household) - ,< o

|

The child credit generally cannot exceed income tax liability (prior to the earned
income tax credit). However, taxpayers with three or more children may qualify for a
refundable credit amount, equal to the amount by which the child credit exceeds thelr payroll
taxes (employee contributions only) net of the earned income tax- credit.

- Office of Tax,vAnzjxlySis :
August 7, 1997 .
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'Current Law _ o U 1;

VERY PRELIMINARY OPTIONS TO MODIFY
* CHILD AND DEPENDENT CARE TAX CREDIT "

1
l

Chi d apd epende nt Care Tax glredtt = A taxpayer who incurs expenses for the care of a

qualifying individual -- a dependent child under 13 or an mcapamtated adult dependent or spouse -

- in order to work is eltgrhle for a-nonfefindable tax credrt Taxpayers wrth adjusted gross
- income of $10,000 or less are allowed a credit equal o, 30 percent of eligible employment -related
~ expenses. - For taxpayers with adjusted gross-iricomes' of :$10,000 to $28,000/ the credit rate is
- reduced by ofie percentage point for each $2,000 or fractron thereof above $l€) 000. The credit

is limited to 20 percent of employment- related child: and dependent care expenses for taxpayers :
with adjusted gross incomes above $28,000. Employment related expenses are limited ‘to $2,400

“for one qualifying individual and $4, 800 for two or more quallfymg mdmduals The maximum - =
value of the credit ranges from $480 to $720 for a taxpayer with one.child and $960 to $l 440 for o

a taxpayer wrth two or more ehrldren (The dolla.r amounts are-not: mdexed )

To qualtfy for the credrt a taxpayer must prov1de over half the- costs’ of mamtamrng the
household in which'the taxpayer and the- -qualifying rndtvrdual reside.. In order’ to qualify for a

- dependency exemption and thus the credit, the taxpayer must also provide over half the support S
- of the quahfymg individuals. ‘The taxpayer may not count public assistance (e.g., TAN F benefits)

as counting toward his or- her contrtbutron for the support of the dependent or the mamtenance of O

‘A,‘thehousehold o A o o , L

“ e - Employers

. -are allowedto exclude the provrsron of chrld and dependent care benef1ts fom employees taxable

-+ income and’ $ocial secunty earnings. . “Child and dependent care -assistance ' is defined as an

| " employer's payment of .or provision for, the employment- related dependent care expenses of its

- employees and 1ncludes employer contributions through' eafeterra plans. ‘The exclusion is limited
"to $5,000 of child care expenses and does not vary with. the number of qualrfymg dependents. .

The amount of the expenses eligible for the child and dependent care credit is reduced dollar for

- - dollar by the amount of expenses excludable from that taxpayer' s. ‘income under the child and

- ,amount of qualtfymg expenses and hlS or her 1neorne and payroll tax rate

'l)_escrrptton of Optlons

dependent care exclusion. The. benefit of the exclusion to the taxpayer depends on both the

I o
. 4 “r L

'
1
- d

""Optionl AT S S SR R

J
N St i

Taxpayers generally would no longer be requrred to prov1de over half the costs of malntalmng

'_ the home in which the taxpayer -and the qualifying child resrde fo claim the child and dependent‘ ‘-
. care tax credit. They would. still be required to demonstrate that they reside in the- same household” - -
“as the-child, A mamed taxpayer who files a separate return would stili, have to. meet the current - . .

o .law household rnamtenance test in order to qualtfy for the credrt (Thts optton was rncluded rn‘.

‘.-l


http:creditequal,to.30

2

the Treasury Department;s “Tax.Sirnplification Proposals,” released in Aprilé, 1997.)

OP‘“’W i bl 006

g&w Beginning in 1998, the credit rate would be 30 percent of qualifying child care expenses for
taxpayers with adjusted gross income of $17,000 or less. For taxpayers with adjusted gross
income between $17,000 and $44,000, the credit rate would be reduced by one percentage point - .

for each $3,000 or fraction thereof above $17,000. The credit rate would be limited to 20 percent

of employment—related child and dependent care expenses for taxpayers with adjusted gross

incomes above $44,000. The amount of qualifying child and dependent care expenses would be
increased from $2,400 to $2,500 for one child and from $4,800 to $5, 000 for two or more
children. Both the begmmng point of the phase-down range and the maximum amount of
quahfymg child and dependent care expenses would be indexed in subsequent years. .,\' ‘

110¢ ey o £5 000 aflovy. coadift £l 99 - 03

Option 3 . —_—

Option 2 w1th the following modification. Taxpayers could clalm up to $4 000 of child care
expenses with respect to a qualifying child under the age of six (38,000 if they have two or more
qualifying children under the age of six). The maximum amount for- quallfymg child care

- expenses for preschool chlldren would be mdexed in subsequent years - /}%of(’}\a\/ f" [-< é1

m
Optlon 4

i

The thild and dependent care tax credit would be made refundable beginning in 1998.
However, the credit rate and the amount of allowable expenses would not be changed.

Option 5

-

The credlt rate, appllcable to quahfymg child and dependent care expenses would bek
mcreased to 30 percent for all eligible taxpayers. In addition, qualifying child care expenditures
would be increased to $2,500 for one child and $5,000 for two or more children.

‘Very Preliminary Revenue Estimates |
" FY 1999 to FY 2003 -

-~ optionl: ~ -$300 million = -

. Option2: .~ ' -$2.5 billion :.
~ Option3: - R -$4 billion |
Option 4: ’ -$4.5 billion

Option5: . =~ . - -$6 billion ™



Effects or‘ Options

Optwn 1 -- Treasury Srmphficatmn Proposal (Released Aprll 1997)

.

A workrng parent could be eligible for the credit for child care expenses even 1f he or she
resided in their parents’ home. The child and dependent care tax credit is an adjustment for
employment-related child care expenses and should not also be based on a taxpayer s ability
to marntarn a home. :

Under this proposal, taxpayers would no 1onger need to demonstrate that they maintained a
household in order to claim the child and dependent care tax credit. As'a consequence, a
single parent or married couple, who reside in another taxpayer's home, would be able to
claim these tax benefits if they incur child care costs in order to work. In combination with
a Treasury. proposal to simplify dependency definitions (also included in the April 1997
package), some welfare recipients would also be able to claim the credrt rf they werked

‘Under current law, single taxpayers are required to meet two separate household maintenance

tests for head of household filing status and for the child and dependent care tax credit.
Married couples are generally not required to meet a household maintenance test, except to
claim the child and dependent care tax credit. By eliminating the household maintenance test
for the child and dependent care tax credit, the proposal would reduce record keepmg for ‘
both single and marrred workers with chrldren .

The proposal eliminates 6 lines from the instructions to the form 2441 and about half a page
(or 81 lines) from publication 503 ( Child and Dependent Care Expenses ). ‘

Single working parents, who cannot afford to live on their own and who may be making the
transition from welfare to work, would be the primary beneficiaries of the proposal.

A

Options 2 and 3 -- Increase Child and Deupen‘dent Care Tax Credit Dollar Parameters

Pros:

The child and dependent care tax credit parameters have not been adjusted for mfiatron since

';.1982 Asa result very few taxpayers are eligible for the maxrrnum credrt rate of 30 percent.

About half of those clarmmg the child and: dependent care. credit have expenses above the
maximum limits and would benefit if the maximum amount of qualrfymg expenses was

“increased above $2,400 ($4,800 for two children).

Increasing the amount of qualrfymg expenses to$4,000 for parents with preschoolers would -



4 -
adjust the limitation for inflation since 1982 and provide parents with a reasonable. adjustment

for'the costs of child care provided through centers. According to HHS, child care provided
through centers costs about $3,700 in 1996. ' : SR « '

Optxon 2 targets assistance to lower and moderate- income famlhes who would beneﬁt from
. an increase in the credit rate. "

By increasing the credit rate for families with incomes below $44,000, this option particularly
benefits single parents. Single parents may face special problems finding child care, because
they may not be able to share child care responsibilities with the noncustodial parent.
. . . i b
-- In 1994, over 90 percent of single parents claiming the child and dependent care tax credit
had adjusted gross income under $50,000. In contrast, about 46 percent of married couples
claiming the child and dependent caré tax credlt had adjusted - gross income under
$50,000. . ~ o '

The welfare reform act increases mandatory spendmg on ch1ld care for'very low-income

families. An expanded child and dependent care tax credit will assist those families who

no longer qualify for block grant funds (the near- poor, in pamcular) because the1r incomes
~ have increased as they gam work experxence

Cons:

”

Families need funds for child care assistance in * real time.” But most recipients will not
be able to obtain the credit until they file a tax return at the end of the year, lonig after the
child care bills have come due. ~ »

' Th_e IRS will generally be unable to verify child care expenditures prior to the payment of
the credit to the taxpayer, but will not find it cost-effective to recapture erroneous payments

to taxpayers. A social service offlce may be better able to check the authenumty of chlld
care expendltures

Given the costs of quality child care, low-income workers are more likely than higher-
income taxpayers to rély on informal (non-cash) child care arrangements. A small tax

.. credit is not likely to change low-income. mothers reliance on thelr relatlves and friends to e

care for their children in their absence:.’ ;

Ralslng the credit rate only ‘for taxpayers with incomes below $44, OOO may be viewed as
an increase in the marriage penalty. -



Pros:

Cons:

_ Option 4 -- Make Child and Dependent Care Tax Credit Refundable

o
P

i

Making the credit re'fUndab.le will increase the share of federally—assisted child care benefits
accruing to low-income families, particularly those with income below the poverty level.

!

‘Among working mothers who pay for child care, low-income workir_lgimdthers typically

spend a greater share of their income for child care than those with higher incomes. In
1991, working mothers with child care expenditurés and income below. the poverty level
spent 27 percent of their famlly income on child, whﬂe those with hlgher income spent 7
percent. .

Families need funds for child care assistance in “real time.” But most recipients will not
be able to obtain the credit until they file a tax return at the end of the year, long after the
child care bills have come due. Low-income families may find it difficult (if not

- - impossible) to rearrange theu' ‘finances or borrow agamst the receipt of a tax credit at the
" end of the year : : ’

- To address this concern, advance payments of -the credit could be made available,
- but experience with the EITC suggest that most taxpayers will not take advantage
-of this option. Eligibility for advance payments may be dlfflCUlt to verify, unless
a government ofﬁce or employer is requlred to monltor clalms
The IRS cannot verlfy child care expenditures prior to the payment offthe credit to the
taxpayer, but will not find it cost-effective to recapture erroneous payments to lower-

- income taxpayers with small tax liabilities. . A social service office may:be better able to

check the authenticity of child care expenditures. prior to paying out a voucher.

Efforts to create new refundable credits have led to intensified scrutiny of ihe‘EIT C and its -

- compliance problems. The EITC provides a credit of $3,656 to families with two or more

quahfymg children with incomes between $9,140 and $11,930. The credit for families with

~ one child and income between $6,500 and $11,930 is $2,210. The credit has been sharply

attacl;ed by Congressional critics in recent years (and will be attacked again this fall).-

- Inthe income range where making the child credit refundable méttérs, the‘EITC

exceeds substantially the sum of income and payroll taxes. Hence, critics of a
. refundable child credit will be - qunck to label these payments "welfare” and
‘ v1gorously fight this proposal



6

Option 5 -- ‘Increase Maximum Credit Rate to 30#Percent '

Pros:

. A uniform credit rate for the child and dependent care tax credit would reduce some of the

© marriage penaltles in the tax code. = C *

8

. The current tax treatment of child and dependent care expenses creates some inequities
among taxpayers and adds complexity in the tax code.. A higher, uniform rate for the child
and dependent care tax credit may reduce these inequities and simplify tax administration.

Under current law, the exclusion is applicable to both income:and payroll taxes.

Many families may fare better with the exclusion than ‘under the credit, because

their combined income and payroll tax rates exceed the value of the credit rate.
Some families (including some low-income taxpayers) may fare better under the
credit because the credit rate is higher than thelr combined income and payroll tax

rates.

As a consequence, the exclusion raises both equity and simplification concerns.

“Taxpayers can only benefit from the exclusion if they work for an'employer who

provides child care assistance. Taxpayers who have a choice must compute and

- compare the value of the tax preference under both the exclusion and the chrld and.

dependent care tax credlt in order to- determlne Whlch is more beneficial.

The option would make the child and dependent care tax eredlt more benefreral for
many low and ‘moderate-income workers than the exclusnon In many cases, it
would be easier for taxpayers to understand that the child and dependent care tax

~credit was more beneficial, without havmg to compute and compare their tax
- liability under both provisions. Further, the more beneficial child and dependent

care tax credit would be available to.all working taxpayers, regardless of whether
or not they worked for an employer who provrded child.care beneflts

. Taxpayers would no longer have to use a look-up table Wthh was rrrelevant to most, to
determine the appltcahle credit rate. T ) :

Cons:

!

. This option does not target assistance to low-income families. Taxpayers with incomes
‘below or at the poverty level would not benefit from this option. Even. workmg families -
“with incomes slightly above the poverty level would receive a smaller tax cut than those
w1th hlgher incomes. ' -

, Office. of Tax Analysrs
) August. 19, 1997
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OPTIONS . &
" INCREASING SBBSIDY 0 SER\?E MORE CHILDREN . =~

In FY 95 the four federal child .care programs were funded :
at $2 16 bllllon. Below is the most recent data from that year on
‘the number of children served in each; program°

Program e ‘,Children served

AFDC/JOBS © 233,029 average,per.month
AFDC/non-JOBS SO 209,020 average per :month
TCC o 141,017 average per 'month
ARCC I ' - 189,891 average per month
CCDBG © S ‘ 662,735 per year o o

- An exact total number of children served with these four
- programs is not available since numbers from each program cannot -
be combined due to differences in data collection methodology and
-lack of information about duplication across data sets.

. : ' . o .

No current data is yet available on the number of children
served by the new unified CCDF program funded at $2.9 billion in.
FY 97. Since states have a great deal of flexibility in critical-
policy areas, we do not yet know how many children will be :
served. Numbers of children served will depend on state decisions
regarding: reimbursement rates, parent co-payments, age of
children served, how much is spent on quality and amount of state
investment. Rough estimates are that these funds provide a little
more than one million slots. Each slot could serve more than one
child a year, since children may move in and out of the system.

— Do stocka, bne fo seprt- Aoomany Aoty Sore D

1. Increase the number of children served with current policies -

Under this option, states would be allowed to continue to set all
policies with regard to eligibility, reimbursement rates, co-
payments, targeting, etc. A specific amount of funds would be
added to reach a targeted number of chlldren.' :

R . o -
For example, one goal could be to double the number of children
over the next five years, reaching approximately 2 million
children by the year 20092._ — .

U
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Advantages:

o Maintains flexibility provmded in ex1st1ng statute for
States to tailor program to meet specific State or
local needs.

o Avoids addltlonai regulatory and administrative
: requlrements, e.g. tracking additional "pots" of , ‘
‘funding in flnanc1a1 management reportlng, program~ | i
-design. : o I o Vs@xf
Dlsadvantage3° - o 1-; _ S sl

o Forfelts opportunlty to target use of funds to foster
natlonal goals. , C

2. Increase number of chlldren served_ and target sgec1f1c
ages of chlldren « : S

A. Provide additional fundlng targeted to care for infants
.and toddlers. : ‘ . o .

Advantages:

o

o]

The care 1nfants receive will influenceltheir:”'
later lives. -
Available infant care w111 also ensure that young

- . families are served, e.g., teen parents wlth very
© young children.

Targeting infants partlcularly could help bolster
the supply of providers in this area of' shortage.
Given that, under Temporary Assistance for Needy
Families (TANF), States will require parents with
very young children to work, the demand for care

- for very young children may increase dramatically.

Under new welfare requirements, parents are

required to go to work or 'attend training when
" their child is 3 months old. States may choose to

exempt parents of children under age 1 from these
work requlrements. However, many states have

are requiring families to work w1th ‘children
under age 1. :

A recent GAO study found that oommunltles are
generally not meeting current demand for infant

care. The study found that the percentage of
current demand for infant care that is met by. the
" known supply ranges from 16% to 67%, with the gap
being partlcularly great 1n poor communltles.‘



Disadvantages:.>

o

' Since infants require more specialized care and

more individual attentlon, child care for infants

. typlcally is more expensive.

There. are fewer prov1ders of infant care. There
would be a need to assure supply of slots as well
the availability of infant child care subsidies.

B. Target additional fundlng to school~age chlld care,

There is a prevalllng lack of school-age Chlld care,

espec1ally in low-income area.

-

Advantages.

o

School-age care w1ll prov1de adult superv131on s0

‘that children will not be alone, keep them off the
streets, and ideally, prov1de them with a range of
‘positive and enrlchlng experiences durlng out- of-

school tlme.

School-age child care costs less than pre-school.

o
.care, and therefore more chlldren could be served

Disadvantages:

o If onlY'school-aée child care is targeﬁed,'infant

and toddler child care, which is expensive and
critical to young chlldren s development might
not expand. ' :

' Increase number of children served and target non-welfare

famllles.

H
i
i

S

Under this option, all new funds could be directed' at non-
welfare families. Funds could also be targeted to promote other
policy goals such as affordable co-payments and ‘higher

vrelmbursement rates. : N , 1

I

, AdvantageS°

o

wOuld provide a greater degree of assurance that

child care assistance is available for non-welfare .

working families and not dlsproportlonately
targeted to TANF famllles.

i
¢

3



‘Disadvantages',

o . Depending upon the program design could 1mpede
State flexibility by making artificial
distinctions between categories of families.

There is little practical distinction between low~
income working families (non-welfare families) and
worklng families who also receive assistance. Low
‘income non-welfare families frequently cycle on
and off of assistance (the "one paycheck away from
welfare" dilemma of the minimum wage worker) so
this artificial categorlzatlon is not useful.

o} Targeting low-income working families 1s= ‘7
unnecessary as there are adequate provisions in
the current law to ensure:that they are served.

-
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BACKGROUND

THE CHILD CARE AND DEVELOPMENT BLOCK GRANT

The child Care and Development Block Grant (CCDBG) is the primary
Federal subsidy program specifically devoted to child care. It
enables low income parents and parents receiving Temporary
Assistance for Needy Families (TANF) to work or to participate in
the educational or training programs they need in order .to work.
Funds may also be used to serve children in protective services.

PRWORA consolidated four child care subsidy programs: AFDC/JOBS
Child cCare, Transitional Child Care, At-Risk Chlld Care

and the Child Care Development Block Grant. Funds are now.
available to states in three parts: mandatory funds (based on
historical levels of funding for the entitlement programs),
matching funds, and discretionary funds. A single lead agency

" must be identified at the state level to admlnlster the CCDBG

funds. . o . . s

The new CCDBG provides increased Federal funding for child care
over past programs--some $4 B additional over the life of the new
law (FY 97 - FY 2002) for a total of around $22 B. The ,
preponderance of the funds are distributed to States to operate
child care subsidy programs and improve the quality and. :
avallablllty of child care. .

Funding to the States =~ FY 1997

FY 9? fundlng for CCDBG is $2.9 billlon.

In FY 1997, States recexved close to $1 2 B in Mandatory Funds.

-0 These are 100% Federal funds. A State’s share of these

Funds is based on the Federal share of its funding for the
- now-repealed AFDC-linked child care programs (AFDC/JOBS
Child Care, Transitional Child care, At-Risk Child Care).
The share is based on Federal funds received in FY 1994, FY
1995, or an average of FY 1992~ 1994,;wh1chever is greater.

States also are eligible to recelve a 11ttle over §. 7 B in

Matching Funds in FY 1997.
o These funds are avallable using a proportional Chlld

population formula that was used in the former At—RlSk child
- Care Progran.

Aﬁ/qﬁ'\



o In order to recelve matchlng funds, a State nmust- malntaln
effort, i.e., expend its own funds at the level it '‘was
matching the former AFDC-linked child carevprograms in FY
1994 or FY 1995, whichever is greater. A States must also
provide matching funds at the Medicaid match rate. .

A little over $ 9 B in Discretionary Funds, approprlated in FY
1997, will be distributed to the States 1n FY 1998. ‘ A

statutory lelts and Regulrements on State Expenditures

States must spend at 1east 70% of their Mandatory and Hatchlng
Funds on families on TANF, transitioning from TANF, or at-risk of
becoming eligible for TANF. They are required to demonstrate how
they serve those populations in their CCDF Plan. States define
the term "at-risk". _ I

States must spend at least 4% of their CCDF funds (Discretionary,
Mandatory, and state and Federal share of the Matching Funds) on
‘activities to improve the quality and availability of child care.
Under the old AFDC-related programs, there was no quality
expenditure requirement. Under the original CCDBG, States were
required to spend 25% of their funds on quality act1v1t1es and
activities to increase the supply of before- and after-school
care and early childhood development programs. ,

States must spend no more than 5% of their CCDF funds
-(Discretionary, Mandatory, and State and Federal share of the
" Matching Funds) on admmnistratlon.

Eligible Famllles

BY statute, States can serve families whose parents are working
or in education or tralnlng, and families whose chlldren are
receiving protective services. . :

By statute, States can serve families whose income levél is up to
85% of the State median income (S8MI) for a family of the same
size.

o} Based on a preliminary analysis of plans submitted for the
FY 1998-1999 biennium: 10 States placed eligibility levels
at up to 85% of the SMI and some 30 additional States set
eligibility levels in the 50% through 80% range.

o} The most recent data indicates that the ma]orlty of
federal child care sub51dy serves children below 130
percent of poverty.
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Eligible Children
By statute, a State can serve children under age 13.

o - In Fy 1995, 64% of children. served through the CCDBG (now
the Dlscretlonary Fund of the CCDF) were age 5 and: ‘under, -
35% were age 6-12, and 1% were over age 13. , ‘

o By regulation, a State may serve children age 13 and over
who are under court supervision or are mentally or
- physically incapable of self care. 1In ACF’s preliminary
analysis of the current draft FY 1998-1999 CCDF Plans, we
found that 60% of States indicate they will serve children
- under court supervision. Some 90% w111 serve children who
are incapable of self care. ‘

o By statute, States must give prlorlty to children with

- special needs 'and to children from very low income families.

States have the flexibility to deflne "special needs" and ‘
“very low income." , :

Ke) States can also glve priority to other categories of
children. A preliminary analysis of State plans for the
upcoming biennium shows that States additionally have
chosen to give priority to such categories as teen parents,

families in protective services, and families receiving TANF.

How Famllles Receive Subsidies and Contrlbute to the Cost of Care

Families apply for child care subsidies through their local child
care resource and referral offices, local welfare offices, family

day care network offices or other agents of the Lead Agency.

The statute requires parental,choice‘of”pfovider,' Any iegally

operating child care provider may be chosen. The main categories
of child care are center-based care, family day care homes, group

- family day care homes, and in-home care. 'Sectarian care and

relative care are perm1531ble choices, as well as any other types -

of legal provider.

&

The statute requires that the family offered CCDBG-subsidized

care be given the choice to enroll the child with a provzder that
- has a grant or contract to prov1de services or to receive a child

care certificate. A certificate is defined in the statute as a
~check or other disbursement that is issued by a Sate or' local.

' government under the statute directly to-a parent who may use the
certificate only as payment for child care services. Some States

. run all-certificate programs. Others offer a mixture of
certificates and grants or contracts.
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By statute, a state's CCDBG Plan shall certlfy that payment rates
for the provision of child care services for which ass;sﬁance is
provided are sufficient to provide equal access for eligible
children to comparable child care services in the 8tate or
substate area that are provided to children whose parents are not
eligible to receive assistance. States must provide a summary of
the facts used to determine that the rates are sufficient to

provide equal access.

The statute requires that the family contribute to the cost of
care on a sliding fee basis. .The CCDBG Plan must include the
scale or scales used to determine the family’s contribution. The
statute requires that the scale be based on family size and
income. The State may add other factors, e.g., the number of
children in care, rules for counting income. By regulatlon,
States may exempt families below the poverty level from paylng
the co-payment. '

Recent reports by the Census Bureau indicate that families with
income below the poverty level pay a disproportionate share of .
their income--some 18%--for child care; whereas families above
the poverty level pay only 7% of their income for child care. 1In
the CCDBG proposed rules, ACF did not propose to limit the family
co-payment. As part of its guidance on the statutory concept of
"equal access," however, ACF has suggested in its preamble to the
CCDF proposed rule that, as a benchmark, a State design its ‘

.sliding fee scale(s) to require that a family‘spend no more than

10% of its income on child care, no matter how many children are
in care. : .

Quality of Care

By statute, a State must certify that it has in effect licensing
requirements applicable to child care services provided within
the state. The State must describe those requirements in its
CCDBG plan as well as how they areveffectively enforced.

By statute, a state must certify that there are in place
requirements designed to protect the health and safety of
children that are applicable to the providers that serve CCDF
children. The requirements shall include: .

o the prevention and control of infectious diseases (including
immunization); ‘

° bulldlng a physxcal premises safety; and .

© minimum health and safety standards.:



All providers of care to CCDF children, therefore, must meet the
basic health and safety standards--whether: through licensure or.
regulation or through requirements de81gned by the Lead Agency to
apply to unregulated care. providers serv1ng CCDF-subsidized

famllles.

States must spend 4 percent of CCDF funds on Quality. Activities
usually include efforts to expand and improve training, licensing
and resource and referral and outreach and support to new
providers. :

States additionally have flexibility w1th1n the CCDF to create

payment rates that reward higher quality care, such as

establishing higher payment rates for accredited centers or other

. child care facilities or rewarding in-home. prov1ders with
appropriate chlld care credentials..



- Ecbnnmic Effects of Cnild Ca're’ Policies

SUMMARY* '

Increasmg chlld care subsxdles can be expected to increase mothers labor force partxmpatlon and
the use of paid care, relative-to non-paid care. There is little evidence on the effects of subsidies
on child care quality. Subsndles have little effect on Chlld care prowder wages.

POSS[BLE GOALS OFA CHIL]) CARE POLICY
Before arriving at a child care pohcy, it is necessary to determine what the goal(s) of the policy i 1s.
(are). Different goals will require different approaches, and: will have different distributional

consequences Possible economic ratlonales fora chxld care pohcy are to:

. Offset hxgher margmal tax rates which may result from aggregatxon of income by ~
dual-income couples ; .

.« Provide for more “equal treattnent of equals”' in the tax code By_ allowiné somendjustment '
for the costs of erking. S .

. Provide income sunno'n for lower-income fénii{ies v;nere the parents usef child eere. |
I Provide an incentix?e for pafenis to use higﬁer-nualit;f child cerel :

. Pnovide infofmatjbn te narents that allows them to choose higher—qualityj care.

* - Increase the labor supplyef pa‘re‘nts, particularly these receiving public assistance.

. Increase the supplj‘z of child care services. . |

. Impfove the skills of child care providers.‘

BACKGROUND: n

- A number of economic studies have tried to estimate the effect of child care policies ‘on the labor

force participation of mothers, the use of various types of child care, and the quality of child care.

" The issue is a complicated one because many of the important underlying variables are

endogenous (such as wages and labor force participation) and observed for only:a subset of the
sample (particularly wages and child care expenses), introducing the possibility of selection bias.

Prepared by Office of Eoonomick Policy, Treasury Department and the Council of Economic Advisers; August 19, 1997.



Effects on | mbor Supply

. _ There is a large body of evidence that reductlons in the effective cost of chrld care thl
’ have a posrtwe eﬁ'ect on the employment of mothers a.lthough the magnitude is uncertaln

. 'However the reducnon in child care costs appears to have little effect on the actual
number of hours worked. ,
. There is some ewdence that the employment response is larger for poor women and smgle |

mothers than for the non-poor and mamed women. -
. Table 1 summarizes research on the effects of Chlld care costs on labor supply
Effects on the Type of Care

« ° The demand for market—based child care (as opposed to informal, low-cost child care) is
also responsive to reductions in formal child care costs. Government subsidization of
" formal child care encourages substltutxon of formal care for mformal care (“crowdout”)

. To the extent that subsrdrzatton results ina change in the method of care, rather than an
increase in the amount of care, this * ‘crowdout” is inefficient if the goal is to:increase the
labor supply of mothers. ~ ‘ ‘ '

'« However, if the goal of the policy is to increase the incomes of the working poor, the
“subsidy serves as an income transfer and “crowdout” is less of aconcern. -

. " There is also ewdence that as family i income increases, the demand for market based care
" increases (market- based care isa normal good) '

T

. ~ Table 2 summarizes research on the effects of child care costs on the type of care chosen.

" Effects on Quality of Care

e There is little good evidence on whether subsidies result'in an increase in the quality of

child care purchased; quality is difficult to measure ob)ecttvely and the few studies do not

present conclusive results ‘

e Although child'care subsidies result in the substitution of paid for unpaid care, there is

little evidence on the type of paid care purchased or the magmtude of the qualtty
difference between pald and unpald care: .

~ Prepared by Olﬁce oﬂEconomic Policy, Treasury Department and the Couneil of Economic Advisers; August 19, 1997.
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Supply of Chrld Care ‘

. “There i is little research on the supply of chlld care. Chrld care workers have lower
R B earmngs than women with similar characteristics in other occupations and. mdustrres and
expenence raprd jOb turnover. :

. . Wages for chrld care workers appear to be unresponsrve to govemment polrcues mcludmg
' - supply subsidies, demand subsidies, and chrld care regulations. :

e - 'The few small studres on chrld care workers have found that there are no econormc
returns to llcensmg, education, or experience. : A
e Given that the demand for ‘child care is sensitive to price, provider standards that reduce
- the number of low-cost providers may drive families to “underground” chrld care and/or
decrease female labor force parnmpatron at least in the short-run : '

Prepared by Office of Economic Pelicy, Treasury Department and the Council of Economic Ad\risers; August 19, 1997,



Study (year)

Berger and

: Low—mcome

Source of varlatlon m child
care costs

Those receiV'ing day care

Measure of labor

suppl

Whether mothér

Measure of cost of child

j care

Dummy for receipt of - Attribute an increase |

»plirchase

endogeneity issues, crednt
rate calculated assuming
mother works 40 hours
per week .

‘Black (1992) | survej | single subsidy in two Kentucky employed or not | subsidy (amt of subsidy | in employment of 12%
- L ‘mothers programs versus those on - varies with income) to program
S subsidy waiting list. C '
‘Gustafsson | Swedish, ‘| Familiesin | Exogenous variation dueto | Whether mother Locally-set price (per | Estimated mean
| and Stafford | plus telep | different local government setting works month) of public child . - | elasticity of -
(1992) - su Swedxsh subsidy rates for public child | ‘substantially” care ' employment with.
{sweden} o1 care. - (more than 30 respect to child care
' ‘ hours) , cost -1.88
Leibowitz et [ NL | First-time Variation among states and | Whether mother is | Subsidy available through | Greater tax credits
al. (1992) mothers over time in state and federal | employed when state and federal income | increased early return
B a8 | income tax credits for child child is 3 months | tax credits; to avoid to work (w/in 3 mos)
care ' old, and whether |.endogeneity issues,. but had little effect on
B | motheris assumes woman works . | employment of women
" employed when | full-time at her predicted | with older children
| child is 24 months | wage .- ' o
Michalop- -| Subsample of | Inter-state variation in child | Hours of work Subsidy rate calculated . | Median elasticity-of
oulosetal. ‘workmg care tax credits ' “using federal and state . hours worked with
(1992) - - mothers who | tax codes; to avoid ‘respect to child care

cost, conditional on
‘mother working and
purchasing child care,
estimated at .0018

(not significant)




* B. Studies that use an estimation of child-care costs

Estimated elasticity of

force participation and -

tobit of demand for paid
“and unpaid child care

services

Study Group Estimation procedure | Measure of Measure of cost
(year) - studied labor supply of child care employment with respect to
- . : child care costs
Blau and | Married | Multinomial logit | Mother does not | Average child- -0.38 (calculated at means)
Robbins = mothers . | work versus care ] ‘
(1988) B four - expenditures
A combinations of | among families
mother working | in the
. with purchased = | community who .
‘care or not, purchased care
other relatives o
: working or not | .
Connelly Married | Probit - Employed or not | Selectivity- =~ | -0.20 (calculated at means)
(1992) . mothers . o | corrected - -
‘ “ predicted hourly
] - - --| costs from~ - | ~
employed who
purchase care
Ribar ‘Married | Simultaneous maximum | ditto ditto -0.74 (calculated at means)
(1992) mothers | likelihood-probit of labor - ‘

K




" B. Continued

Study Group Estimation procedure Measure of Measure of cost | Estimated elasticity of
(year) studied - labor supply of child care employment with respect to
L | I B child care costs ' '
GAO Mothers | Probit ditto. ditto -0.5 for poor mothers, -0.34 for
(1995) in.. ‘ near-poor mothers, and -0.19
o | sample for non-poor mothers.
Kimmel . . Single Probit ditto ditto | -0.346. Also estimated elasticity
(1995) mothers - separately for white single
in mothers in poverty (-1.362) and
' poverty black smgle mothers in poverty
- (-.345; not statistically
mgmﬁcant) '
Cleveland - , Families | Probit Engaged in paid | ditto -0.388
| et a1(1996)‘ C with -~ | employment or |
{Canada} .| | young | not
B - | children ‘ A
Averett et | Married | Several different.- . ... | Employed-or not | ditto | Estimated elasticity varies with "
al. (1997) | mothers | estimation procedures : model specification but’
' ‘ ‘ : preferred method estimated
‘elasticity as -0.78




Table 2. The effect of child care cost on demand for market-based child care
(see above tables for additional information on studies)

Study (date)'i".' -

Est_imated "elasticity of demand for market child
care with respect to price of market care!

Comparison to estimated elasticity of employmént

Blau and Robbms . Conditional oh the mother working, elasticity - | -0.38
(1988) of purchased care is -0.34
Gustafsson and | -2.681s the_estimated V‘élasticit'y of the joint
Stafford (1992) decision to engage in market work and to
S | purchase public care, compared to an elasticity

- of just -1.88 to work more than 30 hours ,
Ribar (1992) -1.86. | | -0.74

Cleveland et al
(1996) ‘

| -1.056

‘Over three fimes as great as the estimated elasticity
with respect to employment (-.388)

} Q '._’
L
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DRAFT
FAMILIES WITH CHILDREN ELIGIBLE FOR CHILD CARE ASSISTANCE

Family Non-Welfare | Welfare Families w/ Families with 80% Utilization | 60% Utilization | 40% Utilization

Income by Working Children <13 years | Children Eligible (in milkions) (in millions) (inmillions) ||
Poverty Families w/ Required to Enter for Child Care ' o

Level Children <13 Work-Related Assistance A A

(cumulative): years! - Activities under - [Children - - -
(in millions) TANF? Eligible for Child
(in millions) Care Assistance’)
‘ (in miliions) .
Lessthan | 1.54 .60 2.14 1.71 128 86 A ]
{t 100% of [3.42] [2.74] [2.05] [1.38]

poverty ) A ' o
Less than 3.23 .60 3.83 3.06 2.30 1.53 !
150% of [6.13] [4.90] [3.68] [2.45]
poverty ‘ |
Less than 4.61 .60 5.21 4.17 3.13 2.08
185% of [8.34] 16.67]  [5.01] [3.33]
poverty '- ,
Less than 5.19 .60 579 4.63 347
200% of [9.27] [7.41] [5.55]
poverty I _ _ _

1. Non-welfare working families are defined as single parent families in which the parent is working at least part time, or two-parent

families in which both parents are working at least part time. Source March 1996 CPS, with CY 1995 income data.

2. Based upon a 25% work participation rate in 1997, it is estimated that an upper bound of 734,000 welfare families (w1th no
adjustments for caseload reduction) are required to enter work-related activities under TANF. It is estimated that 82% of these
families, or .60 million, have at least one child under 13. Historically, welfare farmhes bave income levels-of less than 100% of

poverty.

3. Numbers in brackets represent children eligible for child care assistance, assuming 1.6 children 'per family.
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