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1)

2)

3)

4)

Child Care - Labor Conference Issues

Is the Head Start expansion of Title I a veto issue?
- it expands eligibility to 125% of poverty:;
- provides "wrap around" full day child care, and includes
summer child care
(12% of $9.25b 5 year total - $1.1b)

Is title II school-based care acceptable as a separate title?

- school-based care was an acceptable use under Stenholm-Shaw
Title XX block grant;

- a separate title was listed as a significant violation of
parental choice in SAP threatening veto of H.R. 3;

- in negotiations with Downey a separate title was briefly on
the table as acceptable;

- the separate title could be a problem because it provides
money to the states in a distribution formula based on Chapter
I -- which can't go directly to sectarian providers

(25% of $9.25b -- $2.3b)

a) If Title I is dropped, is Title II more acceptable?

Is a clean Labor Committee block grant an acceptable
alternative to a clean Title XX grant?

- the conference agreement should have acceptable voucher and
non-discrimination language; but

- it will still mandate a regulatory plan (standards) within
3 years;

- it will mandate state training requirements within 3 years
(60% of $9.25b -- $5.5b)

Should we try to fix the Labor Conference provisions before
they finish this week?
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. 6/14/90
QUTSTANDING CHILD CARE CONFERENCE [SSUES

Distribution of 'fFunds Among All Titles

o B LN

[ITLE Il —— SCHOOL-BASED

Contracting Out
Targeting Funds for Early Childhood Development Programs

TITLE i, IV —— DIRECT SERVICES/QUALITY

State Child Care Board as Lead Agency

State Advisory Committee and Subcommittee on Licensing

LLocal Advisory Councils

Sliding Fee Scale (services at no cost for families below poverty)
Distribution of Funds Within Title lll (quality, availability and
administration)

Local Pass-Through

TITLE V —— BUSINESS INCENTIVES

. Business Incentives as Separate Title
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, BUSINESS COUNCIL ON NATIONAL ISSUES
WASHINGTON PARTICIPANTS

o
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orn: ril 13, 19
Chairmanpand Chief Execut/v/e3/ =3
Officer

Wajax Limited

Montreal, Quebec

Edward Hamon Crawford
Born: August 14, 1925 5/)4/25
Chajrman of the Board and

Chief Executive Officer

The Canada Life Assurance
Company

Toronto, Ontario

Harold Purdy Crawford

Born: November 7, 1931 / 7/54
Chairman, President and

Chief Executive Officer

Imasco Limited

Montreal, Quebec

David Michgel Culver
Born: December 3, 1924 /:»/ S /4,74
Honorary Chairman

Business Council on National

Issues

Ottawa, Ontario

and Chairman

D. Culver & Co. Investments Ine,
Montreal, Quebec

Thomas Paul ¢’ Aquino

Born: November 3, 1940 / 3 / qo
President and Chief Executive/
Officer

Business Council on National

Issues

Ottawa, Ontario

Anthony Smithson Fell

Born: February 23, 1939
President and Chief Executive
Officer '
RBC-Dominion Securities Ine.
Toronto, Ontario

2/23/59

Charles Harold Hantho
Born: August 19, 1981 8/!9/31
President and Chief Executive

Officer

Dominion Textile Inc.

Montreal, Quebec

Kerry Lloyd Hawking

Borm: November 6, 1940
President and Chisf Executive
Officer

Cargill Limited

Winnipeg, Manitoba

u/g/%o

Richard John Lawrence

Borm:  April 23, 1934 ¥/ 23/3Y
Chairman and Chief Executive

Officer

Burns Fry Limited

Toronto, Ontaria

Patricia Anne Longino

Bom:. March 31,!%%1 5/ 3”/ (ﬂ
Associate: Finance, Membership and
Special Events

Business Council on National

Issues

Ottawa, Ontario
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Ronald Neil Mannix
ggm: February 25, 1948 _
an
Manalta Coal Ltd. ¢/7‘3/ 14

Calgary Alberta

Born: Januasy 55 o
orn: January 31, 1931
Chairman = I 2133
Redpath Industries Limited
Chatham, Ontario

Robert Waugh Murdoch
Born: Marchg!.‘;, 1943 3/3)gn
President and Chief Executive
Officer ' '

Lafarge Corporation

Reston, Virginia

James Edward Malcolm Newall
Born: August 20, 1935
Chairman

Business Council on National
Issues :

Ottawa, Ontario

and Chairman and Chief Executive
Officer

Du Pont Canada Inc.

Mississauga, Ontario
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Ronald Walter Osborne

Bom: May 11, 1946 57 /¢
President and Chief Executive

Officer

Maclean Hunter Limited

Toronto, Ontario

Thomas Hixon Savage
Bort: November 21, 1928
Chairman and Prasident

Canada Limited
Toronto, Ontario
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S ke S
orm: Ap y 1 / -

Senior Associate / 5/ 4

Business Council on National

Issues

Ottawa, Ontario

James Hamilton Smith

Born: July 14, 193]

Vice Chairman

Business Council on National
Issues

Ottawa, Ontario

and Chairman of the Board
President and Chief Bxecutive
Officer :
Domtar Inc.

Montreal, Quebec
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624/
PROPOSED STAFF AGREEMENTS ON H.R.3 '

- PROPOSED
ISSUE HOUSE POSITION SENATE"POSITION RESOLUTION

TITLE I

Expansion of Head Start 47% of funds earmarked for this purpose o comparable provision. However,

State required to use at least 10% of its
funds to provide extension of part-day
programs (includes Head Start, Chapter
I. education for handicapped and schools
and nonprofit child care providers

SeNiot OpFiciprs VeTo ©

including CBOs. . @3/‘0*’1 “‘c;“ Tt 2o —
W w LA B ox Conma:
G Wy rBtns 2F
TITLE ll CH- I I;’U I’A—udﬂlmd
s oF -
Early Childhood Education and 33% of funds earmarked for early Optional activity under 12% (supply)
School-Related Care childhood development and before- and making grants to States to enable States
after-school care to provide grants to school districts to
? establish or maintain extended day child
vers | care
DIRECT SERVICES
Short Title None Act For Better Child Care Child Care Block Grant
Eligible Age of Child Less than age 13 Less than age 13
Parents must be working or seeking Parents must be working or in
work or in education or training education or training
Family Income 100% of State median income 75% of State median income
Eligible Providers Includes grandparents and aunts and Senate recede on "siblings"

uncles and siblings over age 18



ISSUE

State Administration

State Match
Planning Grants

Planning Requirements

Training Requirements

Market Rate of Care

HOUSE POSITION

SENATE POSITION

8% of funds

20% nonfederal match can be in cash or
in-kind

During first year State can get planning
grant up to 1% of its allotment ..

Submit 3-year plan

After 3 years, States require providers
of licensed and regulated center-based
family and group home to complete
State-specified number of hours training
each year -

PAYMENTS—The plan shall provide
that for child care services for which
assistance is provided under this title, an
eligible child care provider shall have a_
right to g yment at the same rate
charged by providers in the State or
substate area for co Farable services to
children of comparable ages and special
needs whose parents are not eligible for
certificates under this title or for child
care assistance under any other Federal
or State program. '

3—yéar plan followed by 2-year plan

PROPOSED
RESOLUTION

5% tof funds

Senate recede

Senate recede

Accept Senate provision

House recede with amendment. The

plan shall provide that for child care
services for which assistance is - "
provided under this title, an eligible -
child care provider shall have a
right to payment at the same rate
charged ga providers in the State or
substate area for comparable
services to children of comparable
ages and special needs whose parents
are not eligible for assistance under
this title or for child care assistance

- under any other federal or State

program. Such payment will reflect
thﬂ additional cost t0a provider of’
§pec1a1 services or. 4 provider sefving
special populatinis of children,
including—



ISSUE

TITLE IV

Reporting Requirements

Incentive Grants

Sliding Fee Scale

President’s Award for Progressive
Management Policy

HOUSE POSITION SENATE POSITION

Requires States to submit reports to No provision

- Secretary on use of funds under child

care quality improvements title

Not later than 3 years after enactment,
Secretary establishes child care
standards improvement incentive grant

* program to assist States in improving
standards. Authorizes 10% of funds off
top for FY93 and FY94. Ceases to exist
after 8 years.

No provision on taking into account
handicapping condition of a famnly
member .

Established under regulations by DOL to
honor public and private sector
employers

No provision

-,

PROPOSED
RESOLUTION

(A) programs prov1dmg
comprehensive child care services
and family support services to
adolescent parents,

(B) the care of eligible children
who have a disability; and

(C) eligible children who are less
than 3 years of age.

Senate recede to include annual
reporting requirements by States to
Secretary on the quality funds and
availability funds

House recede with amendment which
-reserves $50 million for FY94 and
FY95

Senate recede

!

House recede with amendment to
include Presidential award in
Business Incentive. title. Prohibits
use of any funds under this Act for
awards activity.



LANGUAGE ON VOUCHERS AND SECTARIAN CHILD CARE

S.S (DODD)

DPomenici Floor Amendment on Mandatory Certificates (Vouchers)

Language: e e =
- \

"provide parents with choice.--...each State that receives
assistance under this Act shall provide each parent of an
eligible child who receives, or whose eligible child is cared for
by a child care provider that receives assistance under this Act
with the option of: -

(A) enrolling 'such child with an eligible child care provider
that receives assistance through grants or contracts... or
' (B) receiving a child care certificate.”

Comment:

o One possible Administration option would change "shall" in
the first sentence to "may" and add at the end of (B) "regardless
of affiliation.” '

o Downey has indicated to Shaw that he could accept
permissive voucher language, which this option would be. (Not
clear that Miller and others would concur.)

Non-Sectarian Provision as Modified by Foxdeurenberger'Lahiua e
on Use of Certificates and Jeffords Floor Amendment on Effect on
State Law ' ,

Language:'

"(a) Sectarian Purposes and Activities--No financial assistance
provided under this title shall be expended for any sectarian
purpose or activity, including sectarian worship and instruction,
except that this subsection shall not apply to funds received by
any eligible provider resulting from the distribution of a child 5
care certificate to a parent....Financial assistance provided .
under this title shall not be expended in a manner inconsistent
with the Constitution. ' o

(b) Subsection (a) shall not apply to funds received by
[relatives allowed to be paid providers under the program]

(c) Effect on State Law.-- Nothing in this title shall be
construed to supersede or modify any provision of a State
constitution or State law that prohibits the expenditure of
public funds in or by sectarian institutions."

Comment:

o Administration SAP opposing S.5 says that this provision
merely states a truism. :



o There was broad agreement during debate on
Durenberger-Ford that the use of certificates for sectarian care
would be tested in court.

o CRS repeatedly has indicated that properly designed
programs of indirect assistance, such as vouchers, are
constitutional because the provider is chosen by the parent, not
the government.

STENHOLM-SHAW

Language:

- "(3) Use of Funds With Providers With Sectarian Activities as
part of Child Care Program.-- It is the sense of the Congress
that, as is the case under current law, and unless prohibited by
State law or regulation, any parent who receives funds under this
section in the form of vouchers may use such vouchers with any
eligible child care provider that has sectarian activities as
part of a program of child care if such provider is chosen by the
parent, and that if parents have freely chosen sectarian child
care from among the available alternatives, such parents may use
vouchers for such purpose without violating the constitutional
prohibition on establishment of religion.”

Comment:
o . Language has no legal force,
o, House conservatives were satisfied with it.

HAWKINS (H.R.3)

Language:

"No child care provider receiving financial assistance under this
subchapter shall engage in any sectarian activity, including
sectarian worship and instruction, in the program for which such
assistance is received." '



NONDiSCRIMINATION LANGUAGE PERTAINING TO RELIGION

S. 5 (DODD)

Langquage kIpcluding Coats' "moral tenets" floor amendment, shown
below in bold letters)

"(b) Religious Discrimination

(1) In General.-- Nothing in this section shall be construed o
modify or affect the provisions of any other Federal law or
regulation that relates to discrimination in employment on the
basis of religion, [Coats] except a sectarian organization may

. require that employees adhere to the religious tenets and
teaching of such organization, and further, such organization may
require that employees adhere to rules forbidding the use of
drugs or alcohol.

(2) Discrimination Against child.--

(3) In General.-- A child care provider that receives assistance
under this title shall not discriminate against any child on the
basis of religion in providing child care services.

(B) Non-Funded Child Care Slots.~-- Nothing ih this section shall
prohibit a child care provider from selecting children for child
care slots that are not funded directly with assistance provided
under this title because such children or their family members
participate on a regular basis in other activities of the
organization that owns or operates such provider.

(3) Employment in General.-- )

(3) Prohibition.-- A child care provider that receives
assistance under this title shall not discriminate in employment
on the basis of the religion of the prospective employee if such
employee's primary responsibility is or will be working directly
with children in the provision of child care services.

(B) Qualified Applicants.-- If two or more prospective employees
are qualified for any position with a child care provider
receiving assistance under this title, nothing in this section:
shall prohibit .such child care provider from employing a
prospective employee who is already participating on a regular
basis in other activities of the organization that owns or
operates such provider.

(C) Present Employees.-- This paragraph shall not apply to
employees of child care providers receiving assistance under
this title if such employees are employed with the provider on
the date of enactment of this title.

(4) Employment and Admission Practices.-- Notwithstanding
paragraphs (2) and (3), if assistance provided under this title,
and any other Federal or State program, amounts to 80 percent or

1



more of the operating budget of a child care provider that
receives such assistance, the Secretary shall not permit such
provider to receive any further assistance under this title
unless the grant or contract relating to the financial
assistance, or the employment ahd admissions policies of the
provider, specifically provides that no person with
responsibilities in the operation of the child care progranm,
project, or activity of the provider will discriminate against
any individual in employment, if such employee’s primary
responsibility is or child care, or admissions because of the
religion of such individual."

'Commentf

o Heritage and evangelical groups want language similar to
Coats' in a compromise bill and would also extend the
language to include past use of drugs or alcohol.

STENHOIM-SHAW

Lanquage (Incorporates Head Start language in Title XX by
reference):

"The Secretary shall not provide financial assistance for any
program, project, or activity under this subchapter unless the
grant or contact with respect thereto specifically provides that
no person with responsibilities in the operation thereof will
discriminate with respect to any such program, project, or
activity because of race, creed, color, national origin, sex
political affiliation, or beliefs."

Comment:

o It is not clear that inclusion of this language was
carefully thought through.

HAWKINS

-Languagé. Same Head Start language as Stenholm-Shaw. (See
above.)



Wways & Means 2/22 Proposal--CBO Estimates of B/EA

190 291 ‘'92 '93 '94 95 - 291 —90=
195 194
Title 1 '
Head Start .4 .5 .5 .5 =%  ——% 1.5 1.9
Title 2
School Based .4 .5 .5 .5 —-=% —-k 1.5 ' 1.9
Title 3 | 1
EITC - :.4 .4 4.4 4.7 4.9 18.5 13.5 ) %
Title XX .2 .4 .4 .4 .4 .4 2.0 17.5 | i
Title 4
Infrastructure -
Grants .3 .3 .3 ——% —ek =% .6 -9
1.3 2.2 5.8 5.4 5.1 5.3 24.1 19.95

* CBO assumes no funding because authorizations expire.

Real world costs under CBO estimates would be at least $2.9b higher - or $27.0b from
'91-'95. :




"Real '91-'95 costs"
- in BA/EA if effective dates delayed 1 yr.

Ways & Means Proposal (CBO Scoring/OMB assumptions)

191 192 193 194 195 191-'95
Title 1
Head Start .4 .5 .5 .5 5% 2.4
Title 2
Schéol Based .4 .5 .5 .5 .5% 2.4
Title 3
EITC . - .4 4.1 4.4 4.7 13.5
Title XX 2 .4 .4 4 .4 1.8
Title 4
Infrastructure
Grants .3 .3 .3 3% 3% 1.5
1.3 2.1- 5.8 6.1 6.4 21.7

* CBO assumes -0- in these years because authorization expires.
OMB staff inserted expected costs to reflect continued authorization.

- total: rounded to nearest .1 billion; all '95 figureé are OMB projections of CBO scoring
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EXPLANATORY NOTES TO OPTION MENUS 1 & 2:

© The options have been designed to meet a five year
budget constraint of betveen $10.5 and $12.5 billion. These
target numbers are derived from Senator Dole’s amendment, as
endorsed by the Administration. The Dole amendment contained
about €10.5 billion in proposed expansions to tax credits,
financed by the extension of the telephone excise tax.
The Dole amendment also proposed a new ‘ jonary grant
program to the states, with a five-year suthorization level of $2
billion. Actual expenditures would be subject to annual
appropriations review and could be less than $2 billion.

© In addition to the amounts shown for tax credit
expansions, the options would contain an increase in Title XxXx
. . monies to the states, earmarked for child care.
The Title XX earmark is assumed to cost $1.05 billion over the
budget period, starting at $200 million in 1991 and increasing to
§300 million by 1993. There would be no federal standards
requirement attached to the earmarked funds.

© Accounting for the Title XX funds, there would be
between $9.5 billion and $11.5 billion available for child care
tax credit expansions. :

© A low-cost plan can be found by combining the first
option on menu one with the second option on menu two.
This plan would cost about $9.4 billion, evenly divided between
the family size adjustment and the young child credit. Compared
to current law, families with young children would receive an
additional maximum amount ranging in size from between $570 and
$1,000.

o For purposes of adrninistrative simplicity, a young
child credit which does pot vary with number of children under
the age of six would be preferable.

© The alternative options, when combined and meeting the
budget constraint, would result in slightly smaller marginal tax
rates than those which are derived from the Ways and Means
proposal.

© The last option on menu 2 demonstrates one vay in

which all the available funds could be spent on families with
young children. This option is similar to the Administration’s
original proposal with two key differences: (1) ramilies would be
entitled to a maximum credit of $1,000 (instead of $1,000 per
child). (2) The age and income cut-offes are higher than under
the original Administration plan. In some cases, it would result
in slightly higher marginal tax rates than under the House plan.

Office of Tax Analysis
October 22, 1989



OPTION MENU 1:
PROVIDE EITC ADJUSTMENT FOR FAMILY SIZE

(S BILLIONS)
~7990 7997 1992 1993 1994 5-VEAR
. A TOTAL
WAYS AND MEANS PROPOSAL: -0.3 -2.9 -29 -3.0 -0.2
17% - ONE CHILD —2q -3\ - . —a L
21% — TWO CHILDREN A8 -03 +Q =3 =33
25% - THREE OR MORE CHILDREN
ALTERNATIVE ONE: -0.2 -1.5 ~1.8 -18  -48
15% - ONE CHILD
18% - TWO CHILDREN _
21% - THREE OR MORE CHILDREN
ALTERNATIVE TWO: -0.2 18  -18 -1.9 59
15% - ONE CHILD : :
19% - TWO CHILDREN
23% - THREE OR MORE CHILDREN
ALTERNATIVE THREE: -0.2 2.4 -2.4 24 74

16% - ONE CHILD
20% - TWO CHILDREN
24% ~ THREE OR MORE CHILDREN

DEPARTMENT OF THE TREASURY
OFFICE OF TAX ANALYSIS

—OCTOBER 22, 1989

Qrr8-984(202) ADI04 NUL 9T:8% 63, £2 170

£°d
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DESCRIPTIONS TO ACCOMPANY OPTION MENU 1:
ALTERNATIVE PROPOSALS TO ADD FAMILY SIZE ADJUSTMENT TO EITC

Current law: The earned income tax credit provides a
refundable tax credit to taxpayers who maintain a household for
one or more children. In 1989, the credit is equal to 14
percent of the first $6,500 of earned income. The credit is
phased out at a rate of 10 percent of the amount of adjusted
gross income (or, if greater, the earned income) that, in 1989,
exceeds $10,240. The $6,500 and $10,240 amounts are adjusted
annually for inflation, so that the maximum credit amount and the
maximum amount of income eligible for the credit increases with
inflation. Taxpayers may choose to receive the credit in
advance, as a supplement to their paycheck.

In order to be eligible for the EITC, the taxpayer must,
in general, be entitled to claim the child as a dependent, and
thus must provide over half of the support of the child. _
Benefits under the Aid to Families with Dependent Children (AFDC)
program are not considered support provided by the taxpayer.

The amount of the earned income tax credit is treated as income
for determining eligibility for some means-tested programs (e.g.,
housing assistance programs).

Ways and Means: Under the Ways and Means proposal, the
amount of the earned income tax credit would be increased, and an
adjustment for family size would also be added. The proposal
would be effective for taxable years beginning after December 31,
1990. Using projected 1991 income breakpoints, the credit and
phaseout percentages would be increased according to the number
of eligible children in the taxpayer’s household as follows:

Projected
Number of - Credit Phaseout Maximum
Children Percentage Percentage Credit
1 17 percent 12 percent $1,209
2 21 percent 15 percent $1,493
3 25 percent 18 percent $1,778

. Under the proposal, the credit would phase out entirely
when income exceeds approximately $21,200.

The proposal would treat the amount of benefits provided
under Federal means-tested transfer payment programs (such as
AFDC) as support provided by the taxpayer for purposes of
determining eligibility for the earned income tax credit. The
proposal would also provide that the amount of the earned income
tax credit is not treated as income in determining eligibility
for all Federal, State, -and local means-tested public assistance
programs..



OCT 23 ’BS 18:1B TRX POLICY (282)786-8440 P.S

Alternatives: As in the Ways and Means proposal,
alternative options 1 through 3 adjust the EITC for family size.
The EITC base rate is also increased, though by a smaller amount
than under the Ways and Means proposal. The alternative options
would also maintain the current law income breakpoints, with the
expanded EITC available to families with income under $21,200.
The options assume current law treatment of EITC for determining
eligibility for means-tested public assistance programs and would
not change the definition of support for purposes of claiming
eligibility for the EITC.

Using the present law income breakpeints, the credit and

. phaseout percentages would be increased according to the number

of eligible children in the taxpayer’s household as follows:
ALTERNATIVE 1:

Projected
Number of Credit Phaseout Maximum
i erce n credit
1 15 percent 10.5 percent $1,067
2 .18 percent 12.5 percent $1,280
3 21 percent 15 percent $1,493
ALTERNATIVE 2:
, Projected
Number of Credit Phaseout Maximum
Children Percentage Percentage . Credit
1 15 percent 10.5 percent $1,067
2 19 percent 13 percent $1,350
3 23 percent 16 percent $1,635 °
'ALEERNATIVE 3:
Projected
Number of Credit Phaseout Maximum
e o] redi
1 16 percent 11 percent $1,138
2 20 percent 14 percent $1,422
3 ‘24 percent 17 percent $1,707

Office of Tax Analysis
October 22, 1989



OPTION MENU 2:
YOUNG CHILD SUPPLEMENT
(S BILLIONS)
1890 1991 1992 1993 1994 5-YEAR
. : ' TOTAL
WAYS AND MEANS PROPOSAL: =01 -13 -1.3 -1.4 -4.0
6% - IF ONE OR MORE CHILDREN UNDER AGE6 -, " —0. | T S A TR B S
ALTERNATIVE ONE: .
8% - ONE CHILD UNDER AGE 6 ' -0.1 -15 -1.5 -1.6 -46
9% - TWO OR MORE CHILDREN UNDER AGE 6
" ALTERNATIVE TWO: -0.1 -1.5 -1.8 -1.6 -7
7% - IF ONE OR MORE CHILDREN UNDER AGE 6 | :
ALTERNATIVE THREE: -0.2 -1.7 -1.7 -1.8 -5.3
7% - ONE CHILD UNDER AGE 6 -
10% - TWO OR MORE CHILDREN UNDER AGE 6
ALTERNATIVE FOUR:.
14% - IF ONE OR MORE CHILDREN UNDER AGE 6 | -0.3 -2.9 -3.0 -3.1 9.3

"DEPARTMENT OF THE TREASURY
OFFICE OF TAX ANALYSIS

OCTOBER 22, 1989

@rv8-984(202) AJI0d XYl 81:87 68, £2 120

S'd



OCT 23 ’B9 1@:15 TAX POLICY (202)785-8440 P.7

DESCRIPTIONS TO ACCOMPANY OPTION MENU 2:
ALTERNATIVE PROPOSALS TO ADD YOUNG CHILD SUPPLEMENT TO EITC

current law: The earned income tax credit is described
in the materials accompanying option menu 1. Under current law,
the EITC does not contain a supplemental credit for families with
young children.

Ways and Means: If a taxpayer is eligible for the EITC
and has children under the age of six, the proposal would provide
- a supplemental credit. The proposal would be effective for
taxable years beginning after December 31, 1990. The
supplemental young child credit would be calculated as 6 percent
of the first $6,500 of earned income (as adjusted for inflation).
Thus, the maximum young child credit is projected to be $427 in
1991. The credit would be phased out at a rate of 4.25 percent
of adjusted gross income (or earned income, if greater) in excess
of $10,240 (as adjusted for inflation).

Alternative 1: The supplemental young child credit would
vary with the number of children under the age of six.

Number of Projected
children Credit Phaseout Maximum
under 6 Percentage Pergentage Credit

1l 6 percent 4.25 percent $427

2 9 percent 6.25 percent $640

Alternative 2: The supplemental young child credit
percentage rate would be egual to 7 percent but would not vary
with the number of children under age six.

Number of o Projected
children Credit Phaseout Maximum
under 6 Percentage Percentage Credit

1 or more 7 percent 5 percent $500

: The supplemental young child credit would
vary with the number of children under the age of six.

Number of Projected
children Credit Phaseout Maximum
under 6__ Percentage =~ Percentage ___ Credit

1 7 percent S5 percent $500

2 - 10 percent 7 percent $710
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Alternative 4:

The supplemental young child credit

percentage rate would be equal to 14 percent but would not vary
with the number of children under age six.

Number of
children

under 6

1l or more

Projected
Credit Phaseout Maximum
P : it
14 percent 10 percent $1,000

Office of Tax Analysis
October 22, 1989



Alabama
Alaska

- Arizona
Arkansas
California

Colorado -
Connecticut
Delaware

Dist. of Columbia .

Florida

- Georgia
Hawaii .
Idaho
Illinois
Indiana

Iowa
-Kansas
Rentucky
Louisiana
Maine '

EXEMPTION FROM STATE CHILD~CARE

REGULATION, 19838

Family Day Care Homes

Minimum
No. of
Children
College or "Drop-In" for
Church-Run University Hospital Centers Unsubsidized Requlation
0 o 0 '
4
o
6
o
o
o
o
o
o. 3
3
o
o o (] 4
o o S
Voluntary Requlation:
q
No Regulation
o 3




Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada

New Hampshire

New Jersey
New Mexico
New York .
‘North cCarolina
North Dakota

Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Catolina-

South Dakota
Tennessee
Texas

Utah

Family Day‘Care Homes

Minimum
No. of
: Children
College or "Drop-In" for
Church~Run University Hospital Centers Unsubsidized Requlation
] .
o 6
o 5
4
5
o o 3
o Voluntary Regulation
5
3
o
0 o ) , 6
o
o
o
4
4
o o* 7+
o
5
o
o 4




Family Day Care Homes

Minimum
No. of
Children
College or "Drop-In" for
Church-Run University Hospital Centers Unsubsidized Requlation

Vermont ’ :
Virginia - o 6
Washington o o »
West Virginia 7
Wisconsin o

Wyoming . 3

No. of States with
Specific Exemption 13 4 '5 10

(]
N
F-

Source: shrvey'by Work/Family Directions, Tables 1b and 2.
*1f fewer than 7 children, regulation is only if provider is subsidized.




Total

THRESHOLD NUMBER OF CHILDREN FOR STATE REGULATION
OF FAMILY DAY CARE HOMES, 1986

Threshold Number ‘
of Children Number of States

Y. YT, I
|~.:>u1~xo\

N
-
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TRAINING

BR.N/vgye and Meang: Title 111, Section 6387(b) mandates chat,
within twe years of enactment, otates require all licensed and
regulated cehild care providers that réceive pudlic finsselsl
asaistance to complete annually at lesst 13 hours of trsiuing. The
Ways and Means bi1ll, Section 2012(4), coutsins che sandate bmp
talls for an average of 1S hours to be completed annually, ’

L.5: Section 113(a) requires that states establish & minimum
annual training requireaent for ail 1icensed and regulated workers
and within 3 yesrs ensure that all Jicensed and ro;uhnl- child

cars providers complete the requirsment sach year,

HGA_POSIXION: A,ceon: the Benate language which allovs states the
flexibility teo design training. requirements that zefleet sach

Statea' economic reacurces and allows states to butld upon their -

current training requiresents. (for more detalls, refer to appendix

A on training)

IRSFRCTIONS

E.leul__m_m: Title IV, Bectieom GSOl(e)(A)(c) mandates
that states {nspect annually 25% of a)l licensed and regulated
n;_l;y day care providers,

831 Section 107(c)(12)(C)(11) requires atates to.make periodic,
vhannounced 4{nspectiona of all licepsed or regulated family and
roup bome child eare providera,

BEGA_POSITION: Accept the Senats langusge that raquires statea to
Bake pericdic {imspections ef family and group homs .child care
providers. States need to .incresse or implement fimspections of
these providera at @ pace that reflects their overall resources. for
child care.
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LOCAL COIMCILS

LR.A/Vava and Megng: Tiele IV, Section 6397 ssndates that local
Sovetzments establish local child developmsnt councils 'to perfora
on assesmamt of child cars resources and needs 1in the lecal sren
snd the effectivensss of current programs in Becting these needs.
The 3i11 apecifies the ‘meabership of these ecouncils and mandates

that the state previde funds to the councils to uvadercake the meeds
sssessnents.,

&.3: Sectlon 106(c)(8) ond 106(d) require that the lead agency
entablish seversl local couneils that eollectively represant the
entire geographical ares 4n the state, The 1lead agency sbhall
provide f{unda or asmtnistrative support as the State detoraines
ascessary.

NGA POSITION: WG opposes the local comnedl reQuirement in H.R. )
besauss it could result in bundreds of local councils in each state
Which eould absord substentisl atate funds thit are aseded for more
eritical ekild care needa, States shounld have the discretiom te
designate loecal or regional councile and provide them with Cunds
and adminfstrative support ssrvices, as thiy Geterains nscessary.

A otate may designate o5 a local child care eouficil, an existing
local human service advisory 8roup, whose membership is geasrally
Tepresentative of the child care ccmmunity. This vill assist i
averting the costly and ummecessary crestion of sV bureaucpatic
Structures since the current langusge in both the Nouse and Semace
dilla fafls to wtilise existing locel and Tregiomal sgvisory
committasns,

BARDATED QUALITY ACTIVITIpS

B.E.2/¥avs and Megng: Tiele IV, €59X(c) wmandates & Bumder of
activitios to Do wndertaken over specific perieds of time, such as
fanding zesource and referral ‘agencies, ‘ineressing ealaries of
child cave workers, training of child cars workers and inspection
©of providers. Additicnally the blll prescribes thé manner, 4n
intricate detatll, im vhich thess activities are to da accomplished
such as propercionsl distribution of trajning ang salary funds
anong different types of child care vorkers, .

2,97 Section 107(c)(S) sequirss states to undertake & awmber of
activities 12 each fiscal year to improve the quality of echila
care. These activities dnclude funding ‘Fesource ané referral
programs, improving licenaing and regulations, training ehild care
workess, {ncreasing vorker salaries and funding local 1idraries for
special ehildren‘'s progravs. A apecial rula suggests that priority
be given to certain of these activitics.
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¢ Activicies 1isted ¢o impreve guality and supply

ECA_POSITION
8bould de made eligibdle rather than ‘sandatory activities. TInis -

vill enable atates to target their limited resources on their most
critical child cere nseds and isplement these activities in Lic
808t cost-effective and creative vay. Curremtly, under both the
House and Senste dills, states are only permitted to use 4 liniced
amount of their grant allocation en these activities. Therefors,
ths funda will be. Sptesd 80 thinly among the mandated activities
that states will mot b able teo make ‘any significant {mprovemcnts
in any sne ares.

DATA COLLECTION

BR.3: Ticle v, 659E(c)(S) conteins extensive and costly state
dsta collection fequirements 4including spacific demographic
charscteriatics of children in child eare and onercus reguirements
for data on ehild eare vorkers' salaries.

i Bection 2014(c)(2)(AX(B) contains date collectien
tequirements, inclwding the average famnily dncome status of
individuals deing served .and 1f recipiemts receive other forms of
public assistance, : .

£.5: Bection 102¢e)(13), TEQUires states to collact dats in eress
oinilar to chose epecifiad in H.2, 8 but does wot incluvde the
requiremant for data on child cars workers' salaries.

t Sereanlise data collection provisions to include the
following: ’

how the child care needa of feallies in the State are being
fulfilled, ineclvding informstion on—

the nusber of children being assisted with funds provided
under this subchapter, and other State and Pederal ehild care
programs; i

the typs and pumber of licenaed ans regulated chilé cars
programs, echild care providera, and caregivers located in the
State; and

the averags cost of child cqre servicas; and

“the axtent to which the availadility of licensed and zegulated
child eare has Deen increased, ' '

Clarify that cthe data Vould bde collected every four ,0.1’." (oane
eycle as state plan 4n House bill) and allow Survey sampling to de
used in the collection of the data.
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. 6. ADCEIITMIIVE Pimps

2.

| R W 5 Title .'ux, Sectien  €38C(c)(2)(X) iimits  state
odainistrative dollars to 2% of & State’s Title IIT alivcation,

Naye apd Mesps: Section 30120)(1)(!) permits states to use vp to
202 of the Title XX child care astaside for administration,
training of ehild cars workers and arandaras enforcement,

L8 Section 107(e)(2)(P) permits states to use wp to 8X of their
allotment for adatnistration,

t 8st the adatnfstretive allovance st 10X, 4 1o0x
adsipistzrative allovance is Dnecessary to eznadle States to do
progran pl?:un; sod contract managemsent effectively.

623t Does -5: inclode a gtandards isprovessnt incentive srant
prograa.

) 21 Title VI, establishes sng authorises funds for o
thild care standsrds improvesent incentive §rant progream. It would
begin 1n Octoder 1, 1989. -

431 Sectien 119, establiahes ang suthorises & sstaside of fumds
from the grant pregran's totel appropriatien to fund s ehild eare

:  Include & standaras isprovemant incentive srant
Program. This progran vill asaist states in improving the quality
of their echild cars prograns. Include the Semate language on the
fanding setasids. .

REDDORIENERTS

LR.3: Tiele II1, 658C(c)(5) raguires that the atate provide
reisbursemsnts at mot 1ess than the fair market rate for such
Services in the geogrophical ares in the stste and that the tate
Teflect the edditionmal €ost 10 a provider of epecial services or ¢
provider sarving special populatiens of children wvith & higher zate

of prelaburecasnt {including ehildren of adolescent paremnts,
children with disabilities and children delow ags 8),

¢ Section 2012(e) requires that atates gpeiaburse
child care expenses at market rates, vith higher reisbursements for
comprelisnaive programs for children of adolescent parents, children
wvith ¢isadilities end {nfanis and toddlers, '

Y T8

N

@eeo?
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4.3t Section 107(¢e)(a) ie“lvn!o that atates relmburee providera (11

the sams rate eharged ¥y providers in the state or gubatate ares of .

comparsble services for children of comparsble agss. and spacisl

seeda who are mot eli{gidle for sssistance under thé Act or any
othar Pederal or State pregraa.

. i} 1 ulny states to set reinbursemants at lavels uwp to
the market rata vithin & atate or substate region. States ‘BAY S8t
hgher rates for comprehanaive gervices fog children of asgolescent
perents, ehildren witd disabilities and infants and toddlers,

1
Srates need the flexidiliey té oot rates consistent vith the pev
tequirements under ghe "Family Suppert Act and other axisting
Prograns. Without thia flexidiliey, a4 . gev reindursesent
tequirement wil} 8dd - yet another tier and make {t extrensly
difticnlt for states to integrete and coordinate their child care
programs. )

CRRIIPICATRS
A2.J: Tiele 1IX, Section ¢ssD allevs states to provide child care

servicea by centracts or §rants, It doss mot allow states to wee
eertificaces, :

NAYA and Means: Bo provisson, -

£.81 Bectien 108(a)(2) and (4) allovs States to provide chila care
services by contraces, grants and certificates. Certificaces may
ohly be used by a state if a resource and referral prograr thet
Beets the bill'e requirements is svailabls to belp parents loeate
€hild care services. States sust provide parents vich the option
of uaing a child eare provider that receives a grant or contract or
receiving a éhild cape cectificate.

i Stetes ahould be alleved t6 provide e¢hild care
services by contracts or grants to providers aad by distribucing
certificates to parents. BExclude ths mandete that ‘otates provide
every eligible parent with the option of certificates as fev gtates
Bave statewide certificate progrems in place,

Hokg: The NGA does not have & position en ths provisions related
! to religious Dased child care,

States are aleo prohibited from reducing the leve]l of ¢hild care
standards ‘even 4{f che Standards exceed the modsl standards
ontablished wnder che Act, wmmless the state demenstratey to the
Secretary's satisfaction that the reduction 13 basad o2 & positive
developasntal practiece,

=Sa’
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¢ Beceton 2012(b), as fn N.p. 3, prolidits gtates
frem reducing the categories of child care previders. States may
Mot reduce the level of child eare. standards wnless the state
demonstrates to the Secretary's sacisfaction that the reduction ia
based on g positive dsvelopmenta) practice gr 4s necessary to
increass access to and availadlifity of child care providers, and
vill mot Jeopardize the haalth and safety of children,

8.8t Section 101(:)(0)" .ptohlbln otetes  from ic&uelu the

categories of child care providers licensed op regulated after the
date of the dMl1°'p ¢nactaent and prohibits the stats from reducing
the -level of stapdarde applicable te child eare services unless the
State, wvith the €ohcurrencs of the State advisory comittee,
demonstrates to the Secretary’'s satisfaction that the zeduction s
Decessary to incresse access to and avallabilicy of eligible ehild
care providers and will not Jeopardize the health and safety of
ehildren,

i) t Adopt the Ways and Mesns language. Ad¢ prevision to
sllow statesa to reduce the categories of ecare if they can obtaip
the Secretary's Spproval based on the gams critavia for reducing

ds

WA Starf Contact: Wendy Chris ASler, (202) 624-7819

8
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APTENDIX A
RATIORAL GOVEXNORS® ASSOCIATION

' POSITION O _
TRAINING BRANDATE IN WOUSE CRILD CARE BILLS

| Eaxki 2 Povnev/miliar child TR .

The Hevkins Uill mandetes, ss a condition of funding, that sll
licensed and regulated child care vorkers who receive public funde
campiets 13 hours of erafning amnually.

The Dovmey/Miller bill sandates, as & conditica of funiding, that ¢
a1l licensed and regulated child care vorksrs vho receive pudlic
funde complete an averags of 13 hours of traiaisg.

Sntu' sust SUSUre compliance With these training asndates in order to
continue to recelve funding under the provisions of either proposal.

® Ihe trainlod mandate doss not silow seatss to build upen sheip
L A :

The 13 hour training requirsment 1a impesed wmiforamly sud
vithout exception. Those stetes that alresdy have training
requirements set adifferent requirements according to the staftf
position of the worker (i¢. center directer versus teachsr
assistant) and whether the individual s working in a cantar
or fanily éduy care home. )

e Ihe craipning mandate may force states to traln workera that havs
lraad (zad training

The tralning mandate does mnot allev a child cars worker's

ersdentials such a8 ons who has alresdy received atdvanded

training, such as a college degrsa ia chilfhood developasmt,

to count towarde the training requiremsant. This zestriction

will mot lead to the wmost cost-affective use of acarce
- . resoureces,

A-L
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An in¢reasing number of ogtates fheve bemn fmstituting training
gequirementa but they have done so in a mamner thst ssets the goal of
fmproving qQuality but without Delng tee ensreus that they discourage
centers and fanily day care hoames from being licemsed. .

| The Governors racognize the importance of training as a factor in

‘ determining quelity ehild care and are instituting practices that

| reflect this. Rather than establish & federal mandste, the -Covernors

| believe it 13 more appropriats to give sach etate the opportumicy to

| set a training requirsment that msets the individual circumstances and
needs of each state.

5 Ine training mandate s Just cne of the Governors' eomcerns Vith the
| Dowvney/Miller and Bavkins' veraions of N.R. 3. Por more iaformetion,
. contact Wendy Adler, National Governora® Association, (202)624-7819.

The Weticoal Conference of State Legisletures share the Coverners'
concerns.

a-2
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MEMORANDUM FOR GOVERNOR SUNUNU

FROM: NICK CALIO
JACK HOWARD &/
THROUGH : FRED MCCLUR
SUBJECT: CHILD CARE "VOUCHER" ISSUE

These are the parameters of the debate surrounding the
religious issue in the use of federal funds in providing child
care.

HAWKINS: Explicitly Prohibited

H.R. 3 prohibits federal funds from going to religiously
affiliated child care providers. The argument is that it is a
violation of the Constitutional wall between church and state.
This prohibition has been the principal reason why the ABC bill
stalled for the last several years.

If H.R. 3 is brought to the floor as a separate vehicle, it
is likely that an amendment will be offered which purports to fix
the religious problem. The exact language of such an amendment
is unclear; however, it will probably be modeled after a Ford-
Durenberger amendment passed by the Senate which permits ABC-
funded certificates to be used for child care that includes
religious instruction or worship. This language flies in the
face of so many Supreme Court decisions that it would likely be
struck down. It is extremely unlikely that any language could be
crafted that would meet the Constitutional test.

DOWNEY-MILLER: No Mention

The Downey/Miller bill is silent on the religious issue.
They argue that by sending the money through the Title XX Social
Services block grant you avoid the issue because federal funds
already flow to religious institutions.

STENHOLM-SHAW: "Sense of the Congress"

Stenholm-Shaw includes "Sense of the Congress" language
stating that:

"...as is the case with current law, and unless prohibited
by State law or regulation, any parent who receives funds
under this section in the form of vouchers may use such
vouchers with any eligible child care provider that has
sectarian activities as part of a program of child care if
such provider is chosen by the parent, and that if parents
have freely chosen sectarian child care from among the
available alternatives, such parents may use vouchers for




such purpose without violating the constitutional

prohibition on establishment of religion."

Sense of Congress language has no legal force; it is
strictly a statement of principle. Even so, conservatives were
satisfied with the Stenholm/Shaw formulation.

DOMENICI: Mandatory Vouchers

During Senate consideration, an amendment offered by Senator
Domenici provided that parents receiving ABC funds or
certificates were entitled to a choice in the type of care that
their children received. The exact wording of the language is:

"...each State that receives assistance...shall provide each
parent of an eligible child who receives, or whose eligible
child is cared for by a child care provider that receives
assistance under this Act with the option of--

(A) enrolling such child with an eligible child care
provider that receives assistance through grants or
contracts..;0r;

(B) receiving a child care certificate..."

The Domenici language is a mandate on the States. Although
the Republican conservatives would support such a mandate, we
believe that Representative Downey could not, even if we willing
to do so, sell it to the liberals in the Democratic Caucus.

A fallback would be to make the Domenici language optional
by changing "shall" to "may." From the conservatives standpoint,
that would still be stronger than the silence option (Downey) and
the Sense of the Congress option (Stenholm).

Optional language would also be consistent with our position
against imposing standards on states.

It is significant that everyone assumed that Downey would
insist on his position of maintaining silence on the religious
issue. However, after Thursday's meeting with you,
Representative Shaw went straight to Downey's office and pitched
the optional approach. To the surprise of everyone, Downey said
he could support that approach. In addition to allowing an
Administration/Downey package to include permissive language
letting states use vouchers, he would also support a rule making
in order an amendment which would mandate that vouchers be used.
(He would not support the amendment itself, however.)

Whether Representative George Miller and Downey's other
allies will concur with his concession is still open to serious
question.



OTHER 'RELIGIOUS PROBLEMS

There are other religious problems sprinkled throughout
other aspects of the bill, such as the Head Start component and
Title IT and IV of H.R. 3. All the problems revolve around
whether federal funds can go to sectarian child care providers.

However, if we deal with those components independent of
the child care bill, which seems to be the position that is
emerging, those problems can be handled on a separate track. As.
long as the Title XX block grant allows funds to go to religious
institutions, the religious problems in other sections of H.R. 3
will not be a concern that needs to be addressed now.

3

CONCLUSION

In our view, getting a concession from Downey to support
permissive voucher or certificate language is a major victory.

‘Conservatives should be satisfied. Even if they are not, they

should be happy with a separate vote to strengthen that language.
They all voted for the Stenholm/Shaw substitute which only had
non-binding Sense of the Congress language. Anything stronger
than that is a coup.
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MS 4 HEARS ﬂam'ﬂ) CHILD CARE PROPOSAL

(5 years, in millions)

. ORIG. ORIG.
PROPOSAL W&M E&L
Title I —-- Head Start |
No changes in Ed & Labor proposal. 1.9 2.6 1.9
Title II -- School-Based child Care )ﬁéwf~bﬁw.&%vsz”dﬁ,f“aﬁ;&{xh*is
No changes in Ed & Labor proposal. ' i.9 2.6 1.9

Title IIT -- Title XX and EITC

Vzv{(k/‘évd'# (7C

Ways and Means Title XX proposal ¥t /<% & -4 '42§§A“47”
with modified standards, fewer ﬁgx“?flﬁ¢§>/%?*’j?ﬁry¥?”0W T Lo

Federal requirements and silence

on church-State. 1.75 1.75 2.6
EITC as proposed by Ways and Means. 13.5 13.5 -
Title IV -- Coordination and Infrastructure

Authorize incentive grants to /Aﬂ/~é;yz, 2 - ;Zkééﬁgzgf%kay

States for training, enforcement,
encouraging State tax incentives that 4%4”¢Zﬁ 4z/ €@¢2;%7/
promote business-sponsored child care, P
and other activities at State option. AL7E, = ’4: ‘1“(
Fewer requirements, more State “/m4c122{” )%7
flexibility than H.R. 3. Delete 7 7 P
committees and advisory councils. z 2 ‘”%:;r{ Ar;_ LTQ >’G
Dollars reduced to $.9 billion for ., 3 o2et” /a7!4?7 /// ?%
three years. L
¢ L/—
Title V -- Business Involvement ¥
Delete separate authorlty but
include as part of Title IV. .1 .1
zzﬂtd(mdww&t”9[W
Title VI -- Incentive Grants for Improwving ‘d Mfi{u/’CCM buw¢ /@P
Standards J/
) 4" Td&’&
Delete separate authority but —
permit as part of Tltle Iv. - -4 -
Total (BA/EA) 19.95 23.2 7.6
Direct Spending 15.25 15.25 -

Vs (Hﬁ?WM[j&3.
-/ /u.mw u'wi‘.‘ /bf,é/uéwe«,
lﬁkj%j %7 (7



% ¢hild Care Alternative 3/1/90

(Preeates BY REP.STARF/SHAW) (5 years, in $ billions)

ORIG. ORIG.

(podtand
Title I — Head Start)
Strike ' 0 1.9

‘Title ITI — School-Based Chg.ld Care

Strike (but see Tltle II[belcw) 0 1.9
Title III -~ Title XX and ETTC

Proposal on EITC and Title XX needs 1.75 1.75
clarification, especially on meaning 13.5 13.5
of "modified standards". No mandates

on states should be included.

Pz_u@ Add three provisions:

Stenholm/Shaw or similar language

stating sense of Congress that vouchers

may be used to purchase religious care;

this language would be part of the bill

brought -to the floor; p
2. Assurances that an amendment would be 7

made in order requiring states to

offer vouchers to parents g.ﬁ"’
3. Add langauge encouraging states to use 30"'

Title XX money for before- and after-

school care. 2

Title IV —- Coordination and Infrastructure
Strike , 0 .9

ofmoney use the general approach ocutlined ¢ %
in proposal of 2/22/90.

Titles V & VI — Business and Incentive Grants

Proposal. Add this grant to Title XX as M/{"‘M’/ :
a separate grant with a designated sum 2 %/

- Agree to strike and include portions - -
elsewhere.

.New Title IV — Tax Provisions
Proposal. Reduce Dependent Care Tax Credit L';::\
and Section 129 between $70,000 and $90,000;
cap at $90, 000. (1.1) -
Clarification of linkage b:tuveen
telephone excise tax extension and
child care.
Total (BAS/EA) 14.15 19.95

Direct Spending 14.15 15.25

ALTERNATIVE PROPOSAL W& M E & I, |

\

\

2.6 1.9
2.6 1.9
1.75 2.6
13-5 -

2.2 1.1

23.2 7.6

15.25 -



Child Care Alternatives

Downey Offer

Title I - Head Start

Keep Ed&Labor provisions for
full day, year round programs.

Title II - School-Based Child Care

(1) Delete
OR

(2) Before/after school only;
cut funds in half from last
offer, down to $1 billion:
allow parents to use equivalent
assistance in non-school
facilities.

Title III - Title XX and EITC

"Some" scaling back from the
standards Downey proposed
last year for Title XX
grants; $1.75 billion
additional over five

years.

EITC same as Downey's
proposal last year;
$13.5 billion over five
years.

Add $300 million to Title XX
for each of three years to be
available to states for
increased enforcement.

Possible counter

Administration bill or
simple reauthorization
at President's request.

Explictly state school-
based care is an
allowable purpose
under Title XX.

No standards language
that imposes a
requirement on

the states.

No change.

Title IV - Coordination and Infrastructure

Additional funds, as
long as within overall
fiscal envelope, to
be used in accordance
with state-devised
child care improvement
plans.
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MEMORANDUM FOR GOVERNOR SUNUNU

FROM: LARRY LINDSEY
HANNS KUTTNER

SUBJECT: Child Cara Questions

At yesterday's meeting with Republican Congressmen in your
office, & number of questions emerged sbout current child care
policies. This memorandum addresses thosa gquastions.

1. All states have some form of requlation for ¢child care
centers. '

The scope and stringency of these regulations varies greatly
across the states. Using the requirements in the Downey bill as
a model, we found that 11 states have regulations which are

- elearly consistent with his requirements: Alabama, Alaska,
‘Arkansas, Illinois, Maine, Montana, Nebraska, Nevada, North
Carolina, Oklahoma, and Wisconsin.

Five states do not come close to meeting the Downey model of
 regulation: Hawaii, Idaho, Mississippi, South Carolina, and
vermont. The remaining states fall into the "partial compliance”
category. Our survey also indicated that New Hampshire was - _
roughly in the middle in the scope and stringency of its child
.care regulations.

. 2. The "Dguble Dipping" proglgm affects a relatively small
percentage of all familieg receiving the EITC and the DCIC.

In 1985 and 1986, the last year for which we have detailled
data, about 620,000 families claimed both the Earned Income Tax
credit (EITC) and the Dependent Care Tax Credit (DCTC). This
figure represents about 7 percent of the roughly ¢ million
recipients of the Child Care Credit and about 13 percent of the
4.7 million recipients of the Earned Income Tax Credit. It is
important to note that double dipping exists under current tax
Adaw. An expansion of the EITC in the manner now being considered
will not increase the number of double dippers.

In 1986, the combined credit from both the EITC and the DCTC
‘going to "double dippers" amounted to $350 million in these
years. This compares with $1.8 billion of Earned Income Tax
‘Credit and €3.4 billion of Dependent Care Tax Credit going to all
taxpayers. Thus the "double dipper" portion of the combined
credit is less than 7 percent. The EIYC was' increased beginning
in 1987, so total dollars involved have increased since.
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3. 1If there ig a grant; unig;;grgg'ngrgnfgl‘choice ig the
gafest route. :

The Domenici amendment in the Senate bill leaves the choice
of the facility to the parent: '

"Each state that receives assistance under this Act shall
provide each parent of an eligible child who receives, or
_ whose eligible child is cared for by a child care provider
-that receives, assistance under this Act with the option of

(A) enrolling such child with an eligible child care
provider that receives assistance through grants or
-contracts...or ;

(B) receiving a child care certificate as provided in
paragraph (1)(C)

Thig 1s sufficiliently arms length to pass constitutional muster.
It also guarantees the parent the choice of care in a state
approved and aided facility or receiving a voucher which she can

use anywhere,

The next safest route is silence. The current federal day
care progrem, Title XX, is silent on the religious issue, thus
leaving the issue to how the several states choose to administer
their program. While not guaranteeing participation by religious
facilities, this language neither precludes it nor invites a
court test at the federal level. We are currently conducting a
survey of the 50 states to see how many use vouchers and how many
of those let church based facilities paxrticipate.

A more risky alternative is affirmative language in a
federal statute such as explicit language allowing use of
~vouchers in facilities which provide religious instruction. This
has two risks. The first is the implication that without this
language (which is new to federal law) such use 1s not permitted
unless explicitly stated. The second risk is an open invitation

_“to court challenge. The U.S. Catholic Conference has grave
- doubts about the prudance of this last course of action, not
wanting to risk spillover into education issues.

4. Wa estimate that a child care bill consistent with the cost

- parameter rowvi 14 ¢d maximum credit of abo
8500 to a voung child (under 6) and 3250 to an early school
hil =12 '

We took as a target a 5 year program costing $15.1 billion
with 8400 million per year (82 billion over the life of the
program) funding a grant program. This left us with an average
of 2.6 billion per year for an EITC. We apportioned this at
£2.3 billion for 1991, $2.4 for 1992, $2.6 for 1993, $2.8 for
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1964 and $3.0 for 1995. This cost escalation will allow the
credit parameters -- maximum credit and inecome over which the
credit is received -- to rise with personal incoma.

In 1991, the present Earned Income Tax Credit provides a tax
reduction or payment equal to 14 percent of the first £7030 of
earned income. This provides a maximum credit of $984. The
credit is reduced by 81 for every 810 of income between $11,090

and 820,900.

The proposed addition to the EITC would be 7 percent of the
first §7030 of income for young children and 3.5 percant of the
firgt $7030 of income for children aged 6 to 12. The phase out
ranges would be increased by 50 cents per $10 of income for young

.children and 25 cents per $10 of income for school-aged children

in order to stay in conformity with the present EITC.

-5, Raisging the ingome thresholds for thig voung child
- supplement increases the budgetary cost by about $0.5
- billion for every $2000 rise in the threshold.

For example, the present threshold for the EITC is $20,900,

“with a phaseout range beginning roughly $10,000 lower, at

$11,090. The additional 7 percent and 3.5 percent credits for
young and school aged children cost $2.34 billion. Raising
these parameters to $13,000 (for the beginning of the phaseout)
and $23,000 (for the maximum income covered by the credit) would

Ancrease the cost of the additional credits to 52.85 billion.

Note that this does not include the cost of expanding the basic

‘EITC, which would be cut off at the existing income thresholds.

(Ralsing tha EITC thresholds would reise the cost of the program
to $1.3 billion,)

The table presents the cost ¢f the additional 7 percent and
3.5 percent supplements at different phaseout ranges:

" juzeseez2iiE 4

‘Phaseout Budgetary Cost

811,000 - 821,000 $2.34 billion
£13,000 = $23,000 82.85 billion
815,000 - 825,000 £3.37 billion
£17,000 - 827,000 £3.89 billion
$19,000 ~.$29,000 84.42 billion
©21,000 - 831,000 54.93 billion
$23,000 - $33,000 $5.44 billion
$25,000 - $35,000 $5.95 billion

{Note: These estimates are calculated by OPD and do not represent
official Treasury estimates.)

If you have any further questions, please do not hesitate to ask.
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