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The federal Budget Reconciliation Act (S.1932) containing significant changes to TANF
reauthorization may be passed by Congress this week. A one percent across-the-board cut in
federal spending became law December 30, 2005. The President’s budget may also include
additional cuts to programs serving California’s children and families. Coupled with proposed tax
cuts that will reduce the federal government’s ability to fund critical programs over the next
decade, these proposals will seriously impact children and families in California if adopted as they
are currently written.

Early care and education has two fundamental purposes:

First, it offers vital support to working families so that parents can support their children and
contribute to California’s economy. Single mothers who receive help paying for child care are 40
percent more likely to remain employed after two years than those who receive no help, according
to a study by the Economic Policy Institute. Former welfare recipients with young children are 82
percent more likely to be employed after two years if they receive help with child care expenses.'

Second, an equally important purpose is that early care and education contributes to the well-being,
development and school readiness of California’s children. Every child, full of promise, has a
fundamental right to a childhood in which their basic needs are met and which provides them with
opportunities and support to develop to their full potential.

= California’s bipartisan child care budget and policy priorities: In designing our Welfare-
to-Work and child care systems and in passing the California budget each year, the following
priorities have guided spending and policy:

o Low-income parents who are working or participating in Welfare-to-Work programs
must have support to access safe, culturally and developmentally appropriate early care
and education and after school programs for their children.

o Children deserve equality of opportunity; there should be one child care system for all
subsidized families regardless of their relation to the welfare system.

o Families receiving cash assistance, transitioning off aid, and other low-income
recipients of child care subsidies should have choices and access to the same child care
programs as parents who are able to pay the full cost of child care.

o Families that comply with the welfare program rules, seek and find employment and
leave cash aid should continue to receive assistance for the cost of child care for their
children as long as they are working and remain income and otherwise eligible.
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* Current child care program: The State of California spends approximately $3 billion per year
on subsidized child care for low-income families. In 2004-05 the state served approximately
684,000 children in these programs. 65 percent of these children were not in families
connected to the California Welfare-to-Work Program, CalWORKSs, and 51 percent of the
funding was spent on families not connected to CalWORKSs. California’s Child Care Block
Grant (CCDBG) was $516.8 million in 2005-006, and another $397 million in TANF funds was
transferred to CCDBG.” Our subsidized child care system, under-funded and with a fragile
infrastructure, already has an estimated 200,000 children not receiving the care for which they
are eligible.’

* Budget proposals, including Reconciliation and the TANF reauthorization proposal,
will have serious impacts on the need for child care: Increased TANF work participation
requirements will have an impact on California child care in a number of ways. The magnitude
of the impact will depend on the choices our state makes in responding to these new federal
work requirements. At a minimum, California will need to raise its work participation rates by
increasing the number of hours worked by CalWORKSs families already in the labor force and
by bringing additional CalWORKSs families into approved activities.

o The California Department of Social Services, in Testimony presented to the Assembly
Human Services Committee, stated that California's current work participation rate is 23
percent, or 44,000 families. They project that 39,000 families will need to increase their
hours and 18,000 new families will be required to participate.*

o We can anticipate that:

o Families now working part time will be required to work additional hours and will
need additional hours of child care. Some working part time may already have child
care, but the current uptake by eligible families is only 25 percent, so many may
need additional care.

o Families not currently working will be under increased pressure to engage in
approved Welfare-to-Work programs and will need subsidized child care.

o Two-parent families will be under increased pressure to have both parents working
full time as the new federal proposals mandate a participation rate of 90 percent for
these families, and this will increase the need for out of home care.

o If the federal government changes the definition of what constitutes “work
activities,” more families could be forced out of training programs, substance abuse
treatment or other programs that could eventually lead to higher paying jobs. If
these families are not able to move toward higher paying jobs they will likely need
child care subsidies for longer periods of time.

o If the state cuts child care subsidies to low-income working families not currently
in the CalWORKSs programs, they may be forced to quit their jobs and seek cash
aid and child care subsides under the CalWORKSs program.

o To provide real choice, California will need to increase overall child care capacity in
low-income communities since licensed child care is available for only 26 percent
of parents who are currently in the work force.” Child care centers are not available
in all California communities. Moreover, capacity is being lost as some of the
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highest quality centers close because low reimbursement rates are inadequate for
them to continue caring for children.

o California will also have to increase its supply of child care for children with
disabilities and families for whom English is not their first language. Two-parent
families not currently meeting proposed requirements are disproportionately large
families, families for whom English is not the parent’s first language and refugee
families.

* Funding for child care for TANF families and other low-income working families is
inadequate to meet the need for child care:

o In the TANF reauthorization proposal, child care funding is increased by $200 million
per year for five years. It is projected that California will receive 13 percent of these
funds, or approximately $25 million.’ If the average cost of care is $7,500 per yeat’, this
will cover 3,333 children. And this is only if all funds are spent on subsidies, which will
not be the case. While it is not possible to know in advance the precise amount of
increased need and cost for subsidized child care, clearly 3,333 new subsidies is grossly
inadequate. ® California’s funding for part-day preschool and after-school programs will
not meet the increased child care needs of many working families.

o The Center on Law and Social Policy (CLLASP), using figures from the Congressional
Research Service, estimated that California will need to increase work participation by
60,700 families.

o Inaddition, new federal child care cuts have been approved, and more may come.
Congress completed action on the Labor, Health, and Human Services and Education
Appropriations Bill for 2006 and enacted a 1 percent across-the-board cut, including a
cut to the Child Care and Development Block Grant bringing it to $2.062 billion,
almost $21 million less than FY 2005. Further federal budget cuts will have a serious
impact on families and children and the survival of high quality programs. The child
care system in California requires significant new investment from both the state
and federal government to meet our welfare to work and school readiness goals.

o While the Governor’s proposed budget includes a 5.18% cost of living adjustment
(totaling $70.2 million) and a child development growth adjustment of 1.12% ($13.8
million) current state and federal funding is insufficient to even maintain current
child care choice and access for low income families.

= No new funds are proposed to serve the over 200,000 working families
eligible for subsidized child care who are on waiting lists.

= No funds are proposed to raise the Standard Reimbursement Rate (SRR) for
Title 5 center-based care, even though we are losing some of our highest
quality programs due to the stagnant SRR.
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* No funds are proposed to implement family child care and child care center
reimbursement rates which are based on the new market rate survey.
Reimbursement rates remain at the 2002 level.

= Eligibility levels for families have slipped each year as the state has failed to
update the five year old State Median Income (SMI) level used to determine
eligibility for families.

Other Factors Impacting Child Care Need and Funding:

o The Preschool for All Initiative has qualified for the June ballot. It is projected that it will
bring in $2 billion in 2007-08” for a universal part-day/part-year program. While we
welcome any increase in access to high quality programs for children in low-income
families, this investment will not necessarily reduce the need for subsidy funding. If passed,
PFA will be a part-day/part-year program for four-year-old children which operates during
traditional work hours. It will not meet the full child care needs of many low-income
working families.

o Similarly, the implementation of Proposition 49 after-school programs in 2006 will meet
only a fraction of the new needs for child care created by TANF reauthorization. The
Governor provided $428 million (over the current funding level of $128 million) for the
state After School Education and Safety (ASES) program. CCLC has concerns that under-
resourced school districts in low-income communities will be unable to take full advantage
of the program since it requires districts to provide matching funds. There will continue to
be many children who cannot be served by these after-school programs because their
parents work odd hours, their neighborhood does not have sufficient capacity in programs,
there is no transportation available, or they have special needs which cannot be met by
existing programs.

o The Governor’s budget proposal introduced in January 2006 proposes to cut state
investment for low-income families and children. The Governor’s budget reduces current
year CalWORKS funding to counties by $114 million. The decision to cut these funds was
made on the basis of only one quarter’s worth of data, and as counties gear up, it’s very
likely they will incur increased child care costs for CalWORKSs families. In the meantime,
the funds could be used to provide child care for some of the 200,000 eligible low-income
non-CalWORKSs families who desperately need subsidies. Or it could be used for job
training, transportation, and other services that help welfare recipients find jobs, increase
their job skills or get to work.

Choices Facing the Bipartisan California Delegation:
o The Bipartisan California Congressional Delegation should consider the serious impact of
the Budget Reconciliation Bill, including TANF Reauthorization on California children and

families. Reauthorization is not solely a fiscal decision.

o The delegation should work with California Legislators and other Californians to use
Reauthorization as an opportunity to develop a comprehensive plan to invest in the real



Child Care Law Center Briefing page 5
January 31, 2006

infrastructure and future of California and our nation — our children. The Delegation
should reconsider federal priorities and invest in all children, including low-income
children, at the level necessary to provide for their early care and education and other
needs.

o The California Delegation should consider the impact of shifting the cost for vital
programs for children, families and the most vulnerable Californians to the state and their
constituents in California. States depend on federal funding and over 27 percent of state
general revenue is from the federal government." The California Delegation can ensure
that spending cuts do not fall disproportionately on low-income programs, especially those
serving children.

o The California Delegation can support a balanced approach to deficit reduction that would
include revenue increases and spending cuts, especially since a main reason we have deficits
is because of recent tax cuts. One of the biggest threats to meeting the child care and other
needs of California’s children and families is the potential of more tax cuts being signed
into law. Congtress is expected to consider a number of tax-cut proposals during this
session. The higher deficits stemming from these tax cuts will likely be used in the future to
press for more spending cuts just as they were in 2005.

o The California Delegation should seek sufficient revenue to close the deficit and make
these necessaty investments, including reversing recent tax cuts and/or increasing taxes.
New revenues should come from those at upper income levels who can afford to pay and
who have reaped the benefits of previous tax cuts. They should not come from increased
taxes or fees on the lowest income families.
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BACKGROUND:
How the Current Child Care System Works

Assisting CalWORKSs families to transition from Welfare-to-Work:

With the passage of federal welfare reform in 1996, Congress ended the federal entitlement
to child care. In California, eligible families retain a right to child care subsidies while on
cash aid and for two years after they stop receiving CalWORKSs cash assistance.

Most families receiving CalWORKS cash assistance must participate in Welfare-to-Work
activities. A parent who has primary responsibility for the care of an infant is exempt from
participation in work activities, but counties have the discretion to set the length of the
exemption from age 3 months to 12 months."'

Families who successfully transition off cash aid continue to be eligible for child care
assistance until their income reaches 75 percent of State Median Income (SMI). Families
pay gradually increasing fees until their income is sufficient to move them out of the
subsidy system entirely.

California can be very proud that we have kept the promise to CalWORKSs families to
provide support for child care as those families have shown that they are moving toward
self-sufficiency.”” Current state policy recognizes that loss of child care subsidies for these
low-income former CalWORKS recipients could force them back onto cash assistance. Or,
it could force them to risk leaving their young children alone, in the care of siblings or in
child care of such low quality that it is actually harmful to children.

Assisting other low-income families with child care:

California also invests in various other early care and education programs for low-income families,
including state preschool, the network of state contracted child care centers, and the general
subsidized child care system. Eligibility for subsidized vouchers is based on income; eligible
families cannot earn more than 75 percent of the State Median Income (SMI). Families who have a
child protective services referral for child care due to risk of abuse or neglect are also eligible for
subsidized care.

The non-CalWORKSs system works well for the thousands of eligible families who are
fortunate enough to obtain subsidized care; however, many eligible families never actually
receive a subsidy due to under-funding of the subsidy system.

An effective segment of the subsidized care system is the network of high quality
contracted child care centers. CDE’s Desired Results programs, including these centers,
are respected throughout the country for their high quality educational standards."
Nevertheless, many of these centers are at risk of closing due to low reimbursement rates
for subsidized care.

California’s child care system is woefully under-funded. Over 200,000 children in low-
income working families who are eligible to receive the child care assistance are
unserved."*

While a growing number of families are working, often full-time, and earning above the
federal poverty line, they make far less than what it takes for a family to meet basic needs,
especially when the cost of care for one infant in a full-time licensed family child care
home is over half the annual income of a full-time minimum wage worker."” Without help,
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even the limited child care spaces available are beyond the reach of low-income families.
Clearly, paying for child care on the private market is not an option for a large number of
California families.

State and Federal Funding:

The two primary federal sources of funding to the states for child care are the Child Care and
Development Fund (CCDF) and Temporary Assistance to Needy Families (TANF).' Congress set
up both block grants in their current form in 1996 when it passed the Personal Responsibility and
Work Opportunity Reconciliation Act (PRWORA), often referred to as “welfare reform,” and
authorized federal funding for both.

CCDF is the largest dedicated source of federal funding for child care subsidies for low-income
families; it is also the main source of federal funding for initiatives to improve the quality of child
care. The other significant source of federal child care funding, TANF, is best known as the block
grant that provides federal dollars for cash assistance, or welfare, to low-income families with
children. However, TANF funds may also be used for a variety of other purposes including child
care subsidies. States use both CCDF and TANF funding to pay for child care subsidies for
current and former TANF recipients, and for those who may at some point become recipients of
TANTF cash assistance. They may also transfer TANF funds to CCDF to pay for child care
subsidies."’

CCDF is a federally funded, state-administered program in which states are allocated funding
based on a legislatively-mandated formula. States automatically qualify to receive a certain amount
of federal funds (called “Mandatory Funds”) each year and can receive additional federal funds by
spending state money for child care subsidies and quality initiatives.

Within the federal limits, states have great latitude to design their own child care policies for low-
income families; they may establish eligibility criteria, subsidy payment levels, family co-payments
and fee schedules, minimum health and safety requirements, and consumer education programs.'®

The other major program is the federal Head Start program. This funding does not go through the
states but is a critical piece of the subsidized child care system. In 2004, Federal Head Start funds
totaled $824 million and served 98,933 children."”
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