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child care subsidies and the ways in which states may influence parents'
choice of child care arrangement through regulatory policies and other
requirements as well as payment rates and procedures. The sixth chapter
addresses questions about how the supply of child care has responded to
growth in the use of subsidies and what types of care seem to be in short
supply. In addition, the chapter examines the strategies states use to
distribute quality funds and the extent to which those funds are targeted to
the improvement of care for low-income families versus more general
improvement. The report's concluding chapter discusses some of the
implications of the report's findings. Numerous tables are appended. (HTH)
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Chapter One: Introduction

The strong US economy provides new employment opportunities for low-income parents, even those
with few job skills who may be new to the labor market. For these parents, reliable and affordable
child care is an essential support if they are to obtain and hold onto a job. Little is known about how
the child care market works for low-income families, how and why they make choices about child
care, and how state child care subsidy policies affect those choices. The welfare reform legislation
enacted in 1996 brought with it increased investment in child care to serve the needs of both families
leaving the welfare rolls and other low-income families, many of whom may never have received
cash assistance.

The National Study of Child Care for Low-Income Families, conducted for the Administration for
Children and Families in the US Department of Health and Human Services, by Abt Associates Inc.
and the National Center for Children in Poverty, is a five-year research effort in 17 states and 25
communities that will provide information on the response of states and communities to the child care
needs of low-income families, on the employment and child care choices made by low-income
families and on the factors that influence those choices. In addition, the study is focusing on the
family child care arrangements of low-income families and the experiences of children in this type of
care.

This is the first in a series of reports that will present study findings, and the first of three that will
focus specifically on issues at the state and community levels. Later reports will trace change over
time in state policies and practices and will provide parents' and providers' perspectives on how these
policies and practices affect the local child care market.

The remainder of this chapter describes in more detail the legislative context for the study, including
the legislative and policy changes produced by welfare reform and the issues raised by those changes.
It provides an overview of the study's objectives, activities and time-frame and a framework for the
report.

The second chapter examines the changes and growth in child care expenditures in the study states in
the first three years of welfare reform and the proportion of funds drawn from federal vs. state
sources, and from mandatory vs. optional sources. Finally, the chapter describes the extent to which
child care funds are used to address quality concerns or improve administrative efficiency, as opposed
to direct expenditure on child care services.

Chapter Three focuses on how states are meeting the demand for child care subsidies. It examines
changes in the use of subsidies since the passage of welfare reform legislation, the ways in which
TANF policies have influenced the use of subsidies and the strategies states have employed to address
the subsidy needs of TANF and non-TANF families. Chapter Four describes the administration of
child care subsidies in states and communities. The chapter examines the ways in which
administrative procedures facilitate or make more difficult families' access to subsidies. Chapter Five
addresses questions about the types of care that states are purchasing with child care subsidies and the
ways in which states may influence parents' choice of child care arrangement through regulatory
policies and other requirements as well as payment rates and procedures.

Chapter Six addresses questions about how the supply of child care has responded to growth in the
use of subsidies and what types of care seem to be in short supply. In addition, the chapter examines
the strategies states use to distribute quality funds and the extent to which those funds are targeted to
the improvement of care for low-income families vs. more general improvement. A concluding
chapter discusses some of the implications of the report's findings.

Abt Associates Inc. State and Community Substudy Interim Report 1



Legislative Background

The welfare reform legislation passed in 1996 was the culmination of efforts over several decades to
move from a cash entitlement program for poor families with children to a system that substitutes
work for welfare. Created in 1935 as part of the Social Security Act, Aid to Families with Dependent
Children (AFDC) provided an entitlement to cash benefits for poor families with children whose
parents were unable to support them. Initially seen as a benefit for widows with young children, to
ensure their ability to stay home to care for their children, over time AFDC became a means of
support for increasing numbers of single female heads of households, many divorced or separated
from their spouses, others never married. Under this entitlement, assistance was provided to all
eligible individuals, with the federal government paying the major portion of the costs.

While work incentives were introduced for the first time in 1968, the first major change in welfare
policy came with passage of the Family Support Act in 1988, which emphasized moving welfare
recipients into jobs while providing increased funding for the education and training that would make
the move from welfare to work possible. The legislation created a new program, JOBS (Job
Opportunities and Basic Skills) in which some proportion of welfare recipients would be required to
participate, set gradually increasing participation goals for states and allowed states to sanction non-
participants. Also under this legislation, and for the first time, parents receiving welfare and working
or enrolled in education or training programs were guaranteed child care assistance if they were in
an approved activity. They were also guaranteed one year of child care subsidies if they left welfare
for work-related reasons, a program called Transitional Child Care, or TCC. Although many states
had their own child care subsidy programs, the majority of federal funds for child care assistance
prior to 1988 came from the Title XX Social Services Block grant, the major source of child care
subsidies until the passage of this legislation.

Shortly after the implementation of additions to the child care subsidy programs associated with the
Family Support Act, Congress created the Child Care and Development Block Grant (CCDBG)
discretionary program, and the At-Risk Child Care Program, a capped entitlement program. Thus,
although efforts were being made to consolidate the many child care funding streams, for several
years prior to the passage of the PRWORA in 1996, states had to deal with four federally- funded
child care programs (AFDC child care, TCC, At-Risk Child Care, and the Child Care and
Development Block Grant), each with a unique mix of target populations, funding mechanisms,
reporting requirements, and regulations.

Providers who received CCDBG, even those who were exempt from state regulation, were required to
meet a minimal set of health and safety standards. Prior to creation of the CCDBG, providers
receiving child care dollars from Title XX or other federal sources, including the Family Support Act
programs, were required to meet only the requirements of their particular state or community; no
additional federal requirements were imposed on providers.

During the 1990s, the federal government introduced a system in which waivers were granted to
states to allow them to test individual approaches to welfare reform. This was an extensive effort
involving 43 states and many different waivers. Before most of these experiments had been
concluded, there began efforts by, both political parties to effect comprehensive welfare reform at the
federal level and to devolve responsibility for the welfare population onto the states, which
culminated in the passage of the PRWORA in 1996.

Abt Associates Inc. State and Community Substudy Interim Report 2
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The Personal Responsibility and Work Opportunities Reconciliation Act
(PRWORA)

The PRWORA replaced AFDC's cash assistance entitlement with benefits and services contingent
upon meeting a work requirement. It replaced the AFDC matching grant with a block grant program
called Temporary Assistance to Needy Families (TANF). Under this program, states are given a
fixed amount of money, determined by funding levels prior to 1996, regardless of the number of
families who need assistance, and also a great deal of flexibility in determining how the money is
spent. To be eligible for benefits, adults must be engaged in work activities after no more than two
years on welfare. The legislation mandated time limits on lifetime assistance with federal funds to a
maximum of five years and allowed states the option to adopt more stringent time limits or work
requirements.

States were given specific participation goals which rise gradually over time. In FY 1999, a
participation rate of 35 percent was required for all one-parent families (90 percent for two-parent
families). States are allowed to count caseload reductions since FY 1995 in calculating progress
toward their participation requirements. To count toward the required participation rate, adults must
work a minimum number of hours. In FY 1999, the requirement for single parents was 25 hours a
week (20 hours for parents with a child under six years), increasing to 30 hours in FY2000.

States are allowed to impose work requirements more or less stringent than those set by the federal
government and may allow participation in work activities other than those allowable under the
federal requirement. (If states impose less stringent requirements, they must use state funds to cover
cash assistance to families covered by these less stringent requirements.) States may also elect to
grant a one-time exemption to single parents with infants under 12 months of age from work
requirements and to disregard them in calculating work participation rates. The legislation authorizes
states to impose sanctions that limit or eliminate cash assistance for families that do not comply with
work requirements. Finally, states are allowed considerable flexibility in spending TANF dollars, up
to 30 percent of which could be transferred and used for child care.

PRWORA also made dramatic changes in the structure of federal child care assistance programs. The
Child Care and Development Fund (CCDF) represents a combination of the four major federal child
care programs into a single program subject to the Child Care and Development Block Grant Act, as
amended under PRWORA. Combining funding requirements of the previous four federal subsidy
programs, the new Child Care and Development Fund requires states to contribute funding in order to
draw down a proportion of their federal allotment; an additional proportion goes to states without
state contributions. Because there are no longer four sets of rules to follow, states have much more
flexibility in deciding how child care funds are expended. The legislation substantially increased the
level of federal funding. To encourage states to pay attention to the quality of the child care being
provided, they were required to set aside a minimum of 4 percent of the grant for quality
improvement. While this set-aside is a smaller percentage than that required under the previous block
grant program, because of the substantial increase in overall funding, dollars for quality initiatives
were substantially increased. In addition, the legislation earmarked funds to increase the supply of
specific types of care (e.g., care for infants and toddlers, school-age care, etc.).

The work requirements imposed by the PRWORA raised a number of policy issues related to child
care, including the following:

While the legislation allowed states the flexibility to redress the shift of subsidies from the
working poor to welfare recipients that occurred during the early years of the decade (Blank,
1997), it was feared that, under the pressure of the work requirements, states might allocate
all or most of their child care funds to welfare families.

Abt Associates Inc. State and Community Substudy Interim Report 3
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Under pressure to provide assistance to an increasing number of poor families, states might
change their subsidy policies in ways that would constrain parents' choice of child care to
less-expensive, less-regulated care.

Increased demand for child care might create shortages in some types of care, particularly
infant and school-age care or care for atypical schedules.

To address these and other policy issues, the federal government funded a five-year study of child
care for low-income families that would examine the impact of federal and state welfare and child
care policies on communities and on low-income parents and children in those communities. The
study is described briefly below

The National Study of Child Care for Low-Income Families

The National Study of Child Care for Low-Income Families, conducted by Abt Associates Inc. of
Cambridge, Massachusetts, and the National Center for Children in Poverty at Columbia University's
Joseph Mailman School of Public Health in New York City, will provide federal, state and local
policy makers with information on the effects of federal, state and local policies and programs on
child care at the community level, and on the employment and child care decisions of low-income
families. It will also provide insights into the characteristics and functioning of family child care, a
little-studied type of care frequently used by low-income families, and the experiences of parents and
their children with this form of care.'

Study Objectives and Design

The study is designed to examine how states and communities formulate and implement policies and
programs to meet the child care needs of families moving from welfare to work, as well as those of
other low-income parents; how these policies change over time; and how these policies, as well as
other factors, affect the type, amount, and cost of care in communities. In addition, the study is
investigating the factors that shape the child care decisions of low-income families, and the role that
child care subsidies play in those decisions. Finally, the study is examining, in depth and over a
period of 2Y2 years, a group of families that use various kinds of family child care and their child care
providers, to develop a better understanding of the family child care environment and to what extent
the care provided in that environment meets parents' needs for care that supports their work-related
needs and meets children's needs for a safe, healthy and nurturing environment.

Six specific objectives have been identified for the study, including:

1. To develop an understanding of state child care and welfare policies and how these are
formulated and implemented at the community level;

2. To develop an understanding of how other community-level factors (e.g., the community
poverty rate, labor market, and the nature and scope of institutions related to child care) affect
the way that communities are organized to help low-income families address work and child
care needs;

I In this study, family child care is defined as care by an adult, related to the child or unrelated, in that adult's
own home and outside the child's own home.

Abt Associates Inc. State and Community Substudy Interim Report 4



3. To examine the effects of child care and welfare policies and community-level factors on the
demand for and the supply of child care, and on the types of child care arrangements that
low-income parents make;

4. To examine changes in policies and programs over time and the effects of these changes;

5. To examine and model the child care decisions of low-income families and the role of child
care subsidies in decision-making; and

6. To conduct an in-depth examination of family child care used by low-income families,
including the role of family child care in helping poor families manage the competing
demands of work and child care, and children's experiences in the care environment.

To address these objectives, information is being gathered from 17 states about the formulation and
administration of child care and welfare policies and programs, and about resource allocations.
Within the 17 states, information is being gathered from a total of 25 communities about the
implementation of state and local policies and the impact of those policies and practices on the local
child care market and on low-income families. Information on states is collected twice: in 1999 and
in 2001, and on communities three times over the same period to allow us to investigate change over
time in policies and practices. From individual families in these communities, we are gathering
information on how state and local policies and programs, as well as other factors, influence parents'
decisions about child care, the stability and continuity of child care, the child care choices they make,
and how these choices affect their ability to find and retain a job or participate in educational or
training programs. This information is being collected through a one-time survey of low income
parents in 25 communities. In addition, we are collecting more detailed information on families that
use family child care, their providers and the experience of children in family child care. This portion
of the study will involve multiple data collection efforts over a 2Y2 year period, to allow us to track
changes in parental employment, subsidy status and child care arrangements over time.

Framework for the Study

Exhibit 1.1 illustrates a conceptual framework for the study as a whole. In this model, time passes
from left to right. Federal policy is interpreted by the states, which may enact legislation or develop
separate, related policies. These policies have been shaped by the state context. Federal and state
policies are then implemented at the local level. The implementation of these policies in turn affects
the existing supply. Parents' selection of care is affected by the family context, the characteristics,
including cost, of the supply of care available to them, and the ways in which communities implement
subsidy and other policies. Children's experiences in child care are a result of the attributes ofa
particular child care arrangement, as it is shaped by the family context.

The arrows from right to left at the bottom reflect the feedback from parents to communities,
communities to states, and states to the federal government that further shapes child care policies.
Children's and parents' experiences with child care arrangements, and the supply ofcare available,
further shape community implementation of policy. Feedback from the community to the state about
the way that child care policies are being implemented and their effects further shapes state policies.
States may, in turn, adjust resource allocations, change child care regulations, adjust co-payment and
fee schedules, and/or change TANF policies. They base these decisions on a variety of
considerations, such as whether or not all child care funds are expended, if there is excess demand for
child care, whether TANF programs have had difficulty meeting the percentage work requirements,
or if there is a dramatic drop in the welfare rolls. Formation of federal policy may be based, in turn,
on feedback from the states.

Abt Associates Inc. State and Community Substudy Interim Report 5
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Study Research Questions

At the state level, the study uses analyses of administrative and program data, and interviews with
state child care and welfare agency staff to address the following questions:

What are the strategies that states use to make the most effective use of available funds to
meet the child care needs of low-income families? What are states' views of the adequacy of
available funds and what efforts are made to change funding levels? How do states balance
decisions about who should receive subsidies (eligibility rules), how much parents should be
required to contribute (co-payment levels), and how much subsidy individual providers
should get (payment rates)? What are state policy makers' rationales for these tradeoffs and
their intended effects? What subsidy mechanisms (e.g. vouchers vs. contracts) do states use?
On what basis are providers reimbursed for care (i.e., hours of care vs. blocks of time)? What
kinds of families receive child care subsidies and for what types of child care?

What are the systems that states put in place to implement child care programs and coordinate
the programs with one another as well as with other programs that serve low-income children
and their families? What initiatives are in place to increase the supply of child care and
improve access and quality?

Similarly, at the community level, the study uses analyses of administrative and program data, as
well as interviews with agency staff and key informants and focus groups with low-income parents
and providers to address the following questions:

How are state and local child care and welfare policies and programs interpreted and
implemented at the local level? How do state subsidy policies on notification, eligibility,
parent co-payments, provider fees, form of payment and time formula for payment actually
work and what do community members perceive to be their impact?

What is the community context in which child care programs operate?

What are the resulting characteristics of the local child care market, especially with respect to
the choices available to low-income families?

How is the child care market for low-income families affected by significant changes in
welfare policy and programs?

At the individual level, the study uses a combination of strategies to gather information, including for
children under 13 years of age: a community survey of low-income parents, working or in school and
using non-parental child care; in-person interviews with low-income working mothers (or custodial
fathers) who use family child care and with their child care providers; observations of young children
in their care environments; and interviews with children aged nine to thirteen. Below, we discuss
each strategy and the research questions it is designed to address.

The community survey is a random-digit dialing survey of poor and near-poor families in each of the
25 study communities. It will answer the following questions:

How many different child care arrangements, and what types, do low-income families use?

What are the factors that influence low-income families' choice of non-parental child care?

Abt Associates Inc. State and Community Substudy Interim Report 7



How do different state and local child care and welfare policies affect low-income parents'
child care choices?

What are the factors that influence income-eligible families to apply for child care subsidies?

What are low-income parents' perceptions about the availability, accessibility and
affordability of different kinds of care in their community?

What proportion of family cash income is spent on child care in low-income families?

How well do child care arrangements meet low-income parents' work- or education-related
needs?

How does the presence or absence of a child care subsidy affect parents' child care and
employment decisions?

In person interviews in five of the 25 communities with low-income parents who have chosen
family child care at the beginning of the study, and who are receiving or are eligible for a child care
subsidy, will address the following questions:

What are the factors that influence parents to choose family child care? How do these change
over time?

How do child care arrangements change over time and what are the reasons for the changes?

How does the presence or absence of subsidy affect parents' choice of child care provider?

How does the presence or absence of a subsidy affect the stability and continuity of the child
care arrangement?

How does the presence or absence of a subsidy affect the type, stability and continuity of
parents' employment?

What happens to parental employment and child care arrangements when families lose their
subsidy?

How do aspects of the family child care arrangement, such as the parent's relationship with
the provider, the stability, continuity or flexibility of the arrangement, etc., affect parents'
ability to work and to balance the competing demands of family and work?

In person interviews with family child care providers will address the following questions:

What are the characteristics of family child care providers?

What is the motivation for providing child care services?

How do providers view their role?

What is the nature of the relationship between parents and providers?

Abt Associates Inc. State and Community Substudy Interim Report 8



Observations in the family child care setting will address the questions:

What are the characteristics of the care environment?

What is the nature of children's experience in the child care setting?

What is the level of child functioning in the child care settings?

How do children's experiences change over time?

Interviews with school-age children will address the questions:

How do school-age children spend their out-of-school time?

What kinds of activities do children engage in during out-of-school time?

Who chooses the activities for these school-age children?

The Study Sample

Information for the study is collected at three levels, with nested samples of communities within
states and families and providers within communities. The first level is a sample of 17 states
containing 25 communities that were selected from a national sampling frame to be as close as
possible to a representative sample of counties with child poverty rates above 14 percent. At the
family level, the study includes several samples: a random sample of 2,500 low-income families
(with incomes under 200% of federal poverty guidelines) with working parents and at least one
child under age thirteen for whom they use non-parental child care in the 25 communities (100 per
community); a sample of 650 low-income parents who are receiving, or are eligible for, child care
subsidies, and who are using family child care at the start of the study; and a sample of the 650
family child care providers linked to these 650 families.

Selection of States and Communities

The primary focus of the state and community-level analyses is an examination of how federal and
state policies and practices are implemented at the local level. Therefore, rather than first selecting a
sample of states and then selecting a sample of communities within those states, we allowed the
selection of states to be determined by the sample of communities included in the study.

For the National Study of Child Care for Low-Income Families, we have used the county as our
definition of a community. An advantage of using counties is the availability of benchmark data at
the county level from the National Child Care Survey (NCCS) and the Profiles of Child Care Settings
(PCCS) studies conducted in 1990 in a nationally representative sample of counties.

Our goal in the selection of counties was to select a sample that, in a broad sense, would be
representative of where low-income children live. Starting with the NCCS/PCCS sample of 100
counties or county groupings, we identified 80 counties/county groupings with a 1993 poverty rate for
children greater than 13.8 percent. When properly weighted, these 80 counties/county groupings
represent more than 90 percent of poor children in the United States in 1990. Our sample of 25
communities was selected to be a representative sample of these 80 counties/county groupings.

Our sample of 25 counties/county groupings resulted in a sample of 17 states. The sample of counties
and states is shown in Exhibit 1-2.
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Exhibit 1-2: SELECTED STATES AND COMMUNITIES

State

Communities
(Counties or County
Groupings) State

Communities
(Counties or County
Groupings)

Alabama Mobile New Mexico Dona Ana
Luna/Grant/Hidalgo

California Los Angeles* New York Orange
Orange
Riverside

Illinois Cook North Carolina Mecklenberg
Alamance
Johnston

Indiana Madison Ohio Hamilton*
Louisiana Oachita Tennessee Shelby

Hardeman/Fayette/Lake/
Lauderdale
Marshall/Coffee/Bedford

Massachusetts Franklin* Texas Harris*
Michigan Wayne Virginia Arlington
Minnesota Hennepin Washington King*

Itasca/Koochicking/
Pennington

New Jersey Union
* Included in the in-depth study of family child care.

Selection of Families for the Community Survey in 25 Counties

The primary objective of the Community Survey is to provide information about the child care choices
made by low-income working parents and the factors that influence their decisions. Information is
being collected through a one-time random-digit dialing (RDD) telephone survey in each of the 25
study communities that began in late summer of 1999. Households are screened for:

children under age 13;

a mother working or in school;

family income below 200 percent of federal poverty; and

at least one child under 13 using some form of non-parental child care.

Sufficient households will be screened to yield a sample of 100 families in each community using
work- or education-related child care. This sample will be used to describe the distribution of the
types of child care used by low-income families in each of the study communities.

Across the 25 communities, the sample includes a total of 2,500 such families -- some families that
are receiving subsidies, some that are on waiting lists to receive subsidies, as well as families who are
eligible for, but have not applied for, subsidies. In addition, it includes some families whose incomes
place them just above the eligibility limits. This sample will be used to address questions about
parents' choice of child care arrangements, the cost of care as a percentage of family income, and the
effects of child care and subsidy policies (as well as welfare policies) on their choices.

Abt Associates Inc. State and Community Substudy Interim Report 10
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Selection of a Subsample of Five Communities for the In-Depth Study of Family Child Care

An in-depth examination of low-income families using family child is being conducted in a
subsample of five of the 25 communities. The five counties included in the subsample were selected
to represent the following:

some geographic distribution;

variation in state regulatory and subsidy policy;

variation in other policy relevant indicators;

variation in urban vs. rural location;

different concentrations of poverty populations;

ethnic mix within the community; and

factors facilitating implementation of the study (e.g., cooperation of local and state
personnel).

In addition, the counties needed to include a sufficient number of subsidized families to provide an
adequate sample for the in-depth examination of family child care. The five counties selected for the
substudy are starred in Exhibit 1-2.

Selection of a Sample of 650 Low-Income Parents Using Family Child Care in the Five
Counties

The sample of 650 low-income working parents with children aged one to nine years in family child
care comprises 130 families in each of the five counties. All of the families included in this sample
were eligible to receive child care subsidies at the time of sample selection. This sample is stratified
by subsidy status and age of child. The sample includes 300 children ages one to five and 350
school-age children, ages six to nine.

Study Reports

This report is the first in a series of reports on study findings. It presents findings from the State and
Community Substudy, which is primarily concerned with examining the ongoing changes in state and
community child care and welfare systems associated with the implementation of the 1996 welfare
reform legislation. A second report on these topics will be available in 2001 and a final report in
2002. A report detailing the findings from the Community Survey will be available in 2001. A series
of reports that will present findings from the In-Depth Study of Family Child Care will be available,
beginning in 2001 and ending with a final report in 2002.

Context for the State and Community Report

The state and community substudy focuses on the three shaded boxes in Exhibit 1.1. Below we
describe the state and community context for the report and the federal context within which states
operate. A final section describes the sources of information for the report and the data collection
process.
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The Federal Context

The decisions that states make about child care are dictated, in large part by the federal dollars they
receive for child care and the regulations that govern the uses of that money. The purpose of the
study is to develop a better understanding of how federal policies are interpreted at the state level and
ultimately implemented at the community level. The major policies and programs that are the focus
of the study are the Child Care and Development Fund, and those aspects of TANF that are directly
related to child care, such as TANF funded child care programs, time limits for cash assistance and
work requirements.

Section 103 (c) of the PRWORA repealed the child care programs authorized under title IV-A of the
Social Security Act AFDC Child Care, Transitional Child Care and At-Risk Child Care. In
addition, PRWORA appropriated new entitlement child care funds under Section 418 of the Social
Security Act, required that these funds be subject to the Child Care and Development Block Grant
(CCDBG) Act, and reauthorized the Act. Since PRWORA required that these child care funds be
administered as a unified program, the combined funds were named the Child Care and Development
Fund.

The major regulatory decisions were: to assure that states have adequate information upon which to
base child care payments; to promote public involvement in the plan process; to strengthen health and
safety in child care by requiring children receiving CCDF subsidies to be age-appropriately
immunized; to require coordination between child care Lead Agencies and agencies administering
TANF, health, education, and employment programs; to streamline the CCDF application and plan;
and to provide clarifications based on experience operating both the CCDBG program and the now-
repealed title IV-A programs.

Under the legislation, Congress provided approximately $8.5 billion for the unified child care
program over the fiscal years 1997 2000.

The State Context

At the state level, decisions are made about the use of the Child Care and Development Fund Block
Grant. These decisions include determining the level of resources for counties, setting eligibility
guidelines and prioritizing eligible populations (including priorities attached to serving TANF and
non-TANF families), establishing requirements for notification and outreach, developing co-payment
scales, and developing fee schedules and direct payments to parents. At the state level, there also
may be decisions about how child care subsidies are delivered (although this may be determined at
the local level), including whether or not subsidy administration is privatized or whether programs for
TANF recipients are administered separately from subsidy programs for non-TANF recipients. Also
at the state level, policy decisions are made about relevant aspects of the TANF program, such as the
time limits, work requirements, diversion programs, and transitional child care. States also establish
child care regulatory systems and may have early care and education programs, such as universal
prekindergarten or state Head Start.

States have always had considerable flexibility with respect to child care subsidy policies. However,
the amount of flexibility afforded the states has increased substantially under the PRWORA. The
PRWORA established the CCDF as the primary source of government subsidies for low-income
families. States must spend some of their own funds as a maintenance-of-effort requirement for
drawing down their full share of federal funds. Federal regulations limit eligibility for child care
subsidies funded out of the CCDF to children with working parents (or parents in TANF work
activities) with incomes below 85 percent of state median income. However, states may establish
more restrictive eligibility criteria than those set forth in the federal regulations. In terms of policy
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decisions, the paramount decision for states is how much of their own funds to spend. States may
also set their own eligibility requirements and establish their own priorities for serving low-income
children. In addition, states determine their own payment rates and co-payment rates for child care
subsidies.

State Financial Commitment

The ongoing appropriations establish a maximum amount of federal child care subsidy funds that are
available to each state in a given fiscal year. In order to draw down its federal allocation, a state must
commit some of its own funds to meet federal requirements for matching and maintenance of effort.
Therefore, the first policy decision that a state must make is how much of its own money to spend for
child care. States may elect to draw down some or all of their federal allocation and, to date, the
majority have drawn their full allocation of federal funds. Beyond the spending necessary for
obtaining its share of federal child care funds, a state may elect to spend additional state funds to
provide child care subsidies to low-income children.

How then should one assess a state:s financial commitment to providing child care subsidies to low-
income children? The CCDF regulations suggest a common measure of need across all statesBthe
number of children in families with incomes below 85 percent of state median income (SMI).2 This
measure of need is unaffected by state policy and the proportion of these children served by subsidies,
is a meaningful indicator of the relative commitment that states are making to providing child care
subsidies to low-income children. The total amount spent per federally-eligible child provides a
useful indicator of a states financial commitment. Other indicators would include the proportion of
its federal allocation a state was able to draw down, and whether a state spent more that the minimum
amount necessary to obtain its full federal CCDF allocation.

How Do States Allocate the Child Care Funds?

As well as determining the total amount of money it is going to spend on child care subsidies, a state
must make two interrelated decisions:

how many children to serve; and

how much should be spent for each child served?

How Many and Which Children to Serve. How can one assess the number of children a state has
elected to serve? Again, the CCDF regulations provide a common measure of need across states. A
useful indicator of the breadth of a state's commitment to provide child care subsidies to low-income
children is the proportion of federally-eligible children who receive a subsidy.

In addition to the number of children served, a state must decide which children to serve. The
PRWORA eliminated the child care entitlement for welfare recipients. Unless a state's financial
commitment is such that it can serve all federally-eligible children, a state must set priorities for
which children it wants to serve first. States may, or may not, give priority to TANF recipients or
recent TANF recipients. In addition to determining if it is going to give priority to TANF recipients
or recent TANF recipients, a state must decide whether to exclude some federally-eligible children
from state-eligibility. A useful indicator of the relative restrictiveness of state eligibility criteria is the

2 The CCDF stipulates that to be eligible for subsidies, children must be under the age of 13 and reside with a
family whose annual income does not exceed 85 percent of SMI for a family of the same size, and in which
the parent or parents are working or attending a job training or educational program, or the child may need
to receive protective services.
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proportion of federally-eligible children who are eligible to receive a child care subsidy under state
regulations.

How Much to Spend for Each Child Served. How can one assess the level at which a state has
elected to serve children receiving child care subsidies? The average amount spent for each child
who receives a subsidy provides a useful indicator of the overall level at which the state has elected to
serve subsidized children. Other things being equal, this amount is largely determined by two state
policy decisions3:

the payment rate to child care providers; and

the co-payment that parents are required to make in order to receive a subsidy.

For any given payment rate to providers, the higher the parents: co-payment rate, the lower the state
cost. That is, the total provider payment is equal to the state share plus the parents share.

State policies with respect to payment rates to providers and parents' co-payment rates affect the
types of care that low-income children have access to, and the child care choices made by low-income
parents. The lower a staters payment rates, the less likely it is that child care providers will be willing
to serve low-income children. The higher a state =s required co-payment fees, the less likely it is that a
low-income parent will use subsidized child care. In this way, the co-payment policy also influences
which children can be served.

Balancing Administrative Efficiency and Ease of Access for Parents and Providers

Once decisions are made about the allocation of resources, states face a set of decisions about how to
administer the system that determines (and redetermines) family eligibility, approves providers for
payment and disburses payment. States may choose a state-administered system, in which all
functions are carried out by state offices in each community, a system in which all responsibilities
devolve to local governmental agencies or a mix of both. They may choose to privatize some or all of
the system's functions. Depending on the decisions made, all parents may have to apply for child care
assistance at the local TANF office. While this may make for administrative efficiency, it may create
a barrier for parents who would otherwise have no contact with what they perceive as the "welfare"
system. Alternatively, the system may require families in different eligibility categories (i.e., TANF,
transitioning or non-TANF) to apply in different places, removing perceived stigma but increasing the
possibility that families moving from one category to another may experience a difficult transition.
Processes for determining and redetermining eligibility may be more parent-friendly if they can be
accomplished by mail rather than in person.

The system for approving and paying providers may be as important as the payment rates themselves
in influencing providers' willingness to accept subsidized children. If the initial approval process
and/or the payment process is unwieldy or slow, providers will be more reluctant to participate in the
system.

Safeguarding Quality while Protecting Parental Choice

States make other decisions that affect the child care choices that parents who receive subsidies can
make and the quality of the care that children receive. While the federal legislation stipulates that all
types of legal care are eligible to receive subsidies, states may declare some types of care illegal or
impose requirements that make some forms of care less accessible or inaccessible to parents.

3 Average spending per child may be affected by other factors such as the balance of part-time vs. full-time
care subsidized, as well as, policies and practices that influence how long children receive subsidies.
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States have a variety of tools by which they can safeguard the quality of care that children receive,
beginning with the licensing standards they impose on child care whether subsidized or not, and the
system for licensing and monitoring care. They may impose additional requirements for providers
who serve subsidized children. Efforts to improve the quality of care beyond the level of licensing
and regulation may take the form of differential payment rates for providers who meet a higher
quality standard, training and professional development initiatives, grants and loans, funding for local
Resource and Referral agencies and a range of other programs to increase supply as well as to
enhance quality. Consumer education efforts may be undertaken to make parents aware of quality
issues and to help them to make informed choices about care.

State Policies that Affect Families' Use of Subsidies

In every state, only a fraction of federally-eligible children receive subsidies. The major factor that
determines how many eligible children are served is, of course, the availability of federal and state
funds for child care, which are nowhere adequate to meet the needs of all potentially-eligible children.
In addition, as we discussed earlier, some parents may make a conscious choice not to seek
governmental help to pay for their child care, because of perceived stigma or for other reasons.
Because schedules for low-wage work can be uncertain and change at short notice, families need for
paid child care can change suddenly. If parental work schedules and program hours coincide,
children may attend a Head Start or state-funded pre-kindergarten while their parents work. More
often, since these programs are typically part-day and part year, families will need help to pay for
child care that covers the time before and after the hours that these programs operate. Some parents
may have work or school schedules that allow one parent to care for the children while the other is at
work.

However, state and local policies can affect the willingness of state-eligible families to apply for
subsidies and can also work to reduce the number of federally-eligible children served. For example,
a high co-payment for subsidized care may lead parents to seek alternative types of care where the
fees are less than the co-payment for subsidized care. In other cases, state and local policies and
procedures may make it difficult for some low-income working parents to gain access to the subsidy
system. Parents might be required to apply in-person during business hours when the parent is
working, or in-person at a location that is relatively inaccessible to the parent. And, since child care
is not an entitlement, states may not allocate enough money for child care subsidies to serve all of the
eligible families.

Subsidy take-up rates may be affected by a variety of policies including:

Restrictiveness of state eligibility criteria. Since states are free to set their own eligibility
criteria, many children who might be eligible to receive a child care subsidy under federal
eligibility criteria may not be eligible under state criteria. All of the study states have given
priority to providing child care subsidies to TANF4. By contrast, with the exception of New
Mexico, all of the study states have established income-eligibility criteria for non-TANF
recipients that are more restrictive than the federal criteria. The ratio of the number of
children eligible for subsidies under state criteria to the number of children eligible under
federal criteria is an indicator of the degree to which state policy restricts eligibility to child
care subsidies. The lower this ratio, the more restrictive is the combined effect of a state's
eligibility criteria.

Value of the child care subsidy to low-income parents. The state share of total payments to
child care providers provides a measure of the value of a child care subsidy to low-income

4 Children receiving protective services are also a priority for subsidized care.
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families. Other things being equal, the higher the state payment to providers the more
valuable the subsidy is to parents. Higher state payments to providers give low-income
families access to a larger segment of the child care market. State payments to providers
depend on several factors including the number and ages of children in a family receiving
child care subsidies, and the types of care used by these children.

Cost of receiving a child care subsidy. Most states require low-income families to make a
co-payment in order to receive a child care subsidy although CCDF regulations allow them
the option to waive the requirement for families at or below the poverty level. The co-
payment may be thought of as the cost of receiving a child care subsidy. Regardless of the
value of the subsidy, a family must make the required co-payment. One would expect that
the higher the co-payment, the less likely it is that a low-income family will take advantage of
the subsidy. If states allow providers to charge families an additional amount, beyond the co-
payment, this may also discourage families from using subsidies.

The Community Context

Several policies and programs implemented (and sometimes developed) at the community level have
an impact on low-income families' access to child care. These include the implementation of child
care subsidy programs, the development and/or implementation of initiatives to improve families'
access to high quality child care, the implementation of welfare policies and programs, and the
development and/or implementation of other early care and education programs.

Child care subsidy programs and other early care and education programs are implemented at the
community level. With few exceptions, it is at this level that parents interact with case workers or
resource and referral counselors who determine their eligibility and inform them of child care options
that are available to them. It is where child care providers find out about payment procedures and
interact with staff when there are problems with payments. Agencies and staff at the community level
interpret and apply the rules related to eligibility, fee schedules, co-payments, etc., that are
determined at the state level.

Other efforts to increase families access to high-quality child care occur, from provider recruitment
and training programs, to consumer education efforts, to facilities loan programs. These are initiated
and funded through a variety of mechanisms, including state programs, public-private partnerships,
community-level initiatives, and hybrid programs. In some communities, there are also coordinating
bodies that are developed to rationalize the early care and education system.

TANF policies set by the state are interpreted and implemented at the community level. These
include diversion programs, time limits, work requirements, entitlements to child care for TANF
recipients, and transitional child care eligibility.

At the community level, other early care and education programs are developed and/or implemented.
In addition to state prekindergarten programs and state investments in Head Start programs, school
districts and other community-level agencies may have early care and education programs.
The implementation of early care and education policies is influenced by community contexts,
including demographic characteristics (e.g., poverty levels, the proportions and ages of young
children, women s labor force participation), the economic base and conditions (e.g., the types of
industries in the community, unemployment levels, wage rates), the extensiveness of public
transportation systems, as well as social norms and attitudes.
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Sources of Information and Data Collection for this Report

Exhibit 1.3 shows the sources of information for this report.

Exhibit 1.3: DATA SOURCES FOR THIS REPORT

Sample Information Sources Data Collection Staff Schedule

17 States Interviews with key informants, such as Abt/NCCP Senior Study Summer /fall 1999
child care administrator, welfare Staff
commissioner, child care licensing staff
Review & synthesis of extant materials
State budgets and administrative data
Census data
Current Population Survey (CPS) data

25 Counties Interviews with key informants, such as Abt/NCCP Senior Study Summer/fall 1999
child care agency staff, CCR&R staff, Staff
subsidy administrators
Review and synthesis of extant Abt/NCCP Staff Summer/fall 1999
materials

Data Collection

After an initial review of state plans and other extant documents, two-person teams of Abt and NCCP
study staff visited the 17 states and 25 communities to conduct intensive interviews with agency staff
and other key informants. In each state, between three and five agency staff were interviewed in the
25 communities; the number of key informants ranged from six to 14, depending on the size of the
community and the complexity of the child care system. After site reports were completed, states
were asked to review, correct and/or complete financial and administrative data on subsidy use. Once
a draft report had been prepared, states were offered an additional opportunity to correct factual errors
and register any disagreement with our interpretation of the information collected.
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Chapter Two: State Spending on Child Care after
PRWORA

With the creation of the CCDF, the federal government also significantly increased the overall
funding available for child care. For the six-year authorization period, the legislation included $4
billion in funding over and above federal funding levels for child care programs in previous years.5
There were understandable fears that many states would not spend the state dollars necessary to draw
down all the newly-available federal dollars, in part because, in the past, states had not used all the
federal funds available to them.6

This chapter examines the total child care expenditures made by the study states in the first three
years of the CCDF and TANF, federal fiscal years 1997 through 1999.

Summary of Findings

Spending by most states in the study grew dramatically during the Child Care and
Development Fund's first three years. In response to mounting demand for child care
subsidies, expenditures grew in every study state between federal fiscal years 1997 and 1999.
The median increase in child care spending in the study states over the three-year period was
78 percent.

When differences in the costs of child care and the number of low-income children in the
states are accounted for, the median adjusted spending per federally-eligible child nearly
doubled in the study states. As findings for Chapter Three show, however, states were still
serving only a fraction of the children potentially eligible under federal law.'

Putting to rest initial fears that many states would not take advantage of all available CCDF
funding, the majority of the study states spent sufficient state dollars to draw down
virtually their full allocations of federal CCDF dollars. In fact, beyond the dedicated
child care funds from the CCDF, states made increasing use of optional federal and
state funds not earmarked for child care. Median child care spending from all federal and
state optional sources as a percentage of total expenditures for child care more than doubled
between 1997 and 1999, going from 16 to 40 percent.

The federal TANF Block Grants became the study states' prime new source of optional
child care funding during these years. In 1997, only three of the 16 reporting states used

Gina Adams and Nichole Oxendine Poersch, Who Cares? State Commitment to Child Care and Early
Education, Children's Defense Fund, 1996, p. 42.

6 In 1994, 20 states had not allocated sufficient state funds to draw down all the federal funds available to
them through the Family Support Act, At-Risk child care program. (Helen Blank, Helping Parents Work
and Children Succeed: A Guide to Child Care and the 1996 Welfare Act, Children's Defense Fund, p. 9.)
See Chapter Three, Exhibit 3-2. Study states were also serving only a portion of those eligible under state
guidelines, and waiting lists for subsidies still existed in 12 of the 17 study states in 1999. See Exhibits 3-
11 and 3-3.
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TANF funds for child care; all 16 did so in 1999. In 1997 just one state drew more than 20
percent of child care expenditures from its TANF Block Grant; in 1999, 12 states did so.8
Fifteen of the 16 states using TANF funds for child care in 1999 transferred significant
portions into the CCDF, where they came under the health, safety and quality provisions of
the CCDF. Ten states expended TANF funds directly for child care in 1999.

Social Services Block Grant (SSBG/Title XX) funds were a declining source of child
care spending. Ten states used these funds in 1997. Joined by one other state, these states
also used SSBG funds in 1999. For most of the initial 10 states, however, SSBG represented
a smaller percentage of their spending in 1999.

States' patterns of spendingand not spendingtheir own optional funds on child care
held steady between 1997 and 1999. Of the 11 states that reported using optional General
Revenue for child care in 1997, ten reported continuing to use optional state funds in 1999.
Moreover, these states generally increased their spending of optional state funds as their
spending from all sources grew. On the other hand, the five states that spent no optional state
money in 1997 also spent none in 1999.

Growth in state spending on quality activities kept pace with growth in total child care
spending. The median increase in spending on quality activities was 85 percent, slightly
higher than the median increase in overall spending. Between 1997 and 1999, the median in
adjusted quality spending per child of employed parents more than doubled in the study
states. Of the 16 states reporting, 11 in 1997 and 14 in 1999 exceeded the 4 percent
quality spending required from designated streams within the CCDF. Moreover, in both
years, for seven of the reporting states, quality spending exceeded 4 percent of their total
child care spending from all sources, not just those within the CCDF.

Provisions of the New Child Care and Development Fund

Key provisions of the new CCDF contributed to early concerns that states would fail to use all the
federal and state funds it made available. The CCDF eliminated all previous child care entitlements.
AFDC child care and Transitional Child Care had been entitlements for eligible families while they
received cash assistance and for one year afterward. The federal government had reimbursed states
for a percentage of the costs associated with all the children they served in these two programs. The
Family Support Act's At-Risk Child Care and CCDBG were not entitlements; states had fixed
allocations for each.

The CCDF also reduced earlier matching and maintenance-of-effort requirements. At-Risk Child
Care required a state match, and CCDBG included a maintenance-of-effort requirement. The CCDF
made "Mandatory" base funding available to states without any match and made "Discretionary"
fundingsuccessor to the CCDBGavailable without a maintenance-of-effort or matching
requirement. New federal "matching" funds, however, were available only to states meeting new
"maintenance-of-effort" and "matching" requirements.

8 During this period, states had a unique opportunity to transfer prior-year TANF funds to the CCDF. Under
the final TANF regulations issued in April 1999, states were informed that, after October 1, 1999, they
could transfer only current-year TANF funds to CCDF and SSBG. That meant states had until the end of
September 1999 to transfer prior year TANF funds, after which use of those funds was restricted to
assistance purposes. Some states indicated that, as a result, they elected to transfer large amounts of 1997,
1998, and 1999 funds before October 1, 1999, and that transfers in FY 2000 or FY 2001 may not equal this
one-time transfer.
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States could tap federal and state sources of child care funding beyond the CCDF. Every federal
source of child care funding did not become part of the CCDF. States were able to spend for child
care from their TANF Block Grants, either directly or by transferring funds into the CCDF. The
Social Services Block Grant (SSBG), also known as Title XX, remained a separate, though
diminished, potential source of child care funding.9 The SSBG, which was used for child care by at
least 33 states prior to the CCDF, was reduced by 15 percent by PRWORA.I° Another remaining
federal source of child care funding was Title IV-E of the Social Security Act, used by several states
to provide child care subsidies for children in their child welfare systems."

States were also free to spend more of their own money than the amounts necessary to draw down
their full federal allocations from the CCDF. Prior to the implementation of the CCDF, some states
had spent more than the minimum necessary to access funds from the earlier federal programs,
enabling them to extend child care assistance to greater numbers of children and families. Some, for
example, had created their own Transitional Child Care programs, extending child care assistance to
former welfare recipients beyond the twelve months supported through the federal program. Others
had earmarked state funding for children in child protective services. There was some concern that
states might reduce these commitments, using instead funds available under the CCDF.

Finally, although state spending on prekindergarten and other early childhood education programs is
beyond the scope of this report, it is important to note that states make significant state investments in
these programs.I2 The CCDF allowed states to use prekindergarten funds to meet portions of the
maintenance-of-effort and matching requirements, when states demonstrated that their
prekindergarten programs supported the needs of low-income employed parents.I3

Growth in Child Care Spending

Concern that many states would not take advantage of all the funding available through the
consolidated and expanded Child Care and Development Fund was quickly put to rest. In federal
fiscal year 1997, the first year of CCDF and PRWORA, all states met the maintenance-of-effort and
matching spending requirements to receive their full allocations of federal CCDF dollars. State and
federal spending on child care reported to the federal government for that year increased 35 percent

9 If included in the mix of subsidy funds received by for-profit centers, SSBG makes the centers eligible for
reimbursements from the Child and Adult Care Food Program.
Helen Blank, Helping Parents Work and Children Succeed: A Guide to Child Care and the 1996 Welfare
Act, Children's Defense Fund, 1997, p. 60.
Also, under AFDC, significant support for child care came indirectly through the "child care disregard"
mechanism. Rather than making specific payments for AFDC child care, many states deducted families'
child care costs before calculating their cash assistance levels, which had the effect of increasing cash
assistance levels. With the creation of TANF, the states were no longer required to offer a child care
disregard. According to the State Policy Documentation Project, a joint project of the Center for Law and
Social Policy and the Center on Budget and Policy Priorities, as of December 1998, 19 states no longer
used a child care disregard. Of the 32 states and the District of Columbia which had a child care disregard,
all but six provided maximum disregards of $200 per month for children under age 2 and $175 for older
children.

12 Forty-one states and the District of Columbia spent over $1.6 billion on prekindergarten initiatives in 1998-
1999. Karen Schulman, Helen Blank, Danielle Ewen, Seeds of Success: State Prekindergarten Initiatives,
1998-1999, Children's Defense Fund, pp. 13-16.

13 The CCDF allows a state to use prekindergarten funds to meet up to 20 percent of its maintenance-of-effort
requirement, only if the state has not reduced its expenditures for full-day/full-year child care services. The
CCDF also allows a state to use prekindergarten funds to meet up to 20 percent of its matching
requirement, provided its state CCDF plan includes a description of efforts to ensure that its
prekindergarten program meets the needs of employed parents.
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over the previous fiscal year.I4 Child care spending continued to grow dramatically in the majority of
study states during federal fiscal years 1998 and 1999.

Sixteen of the 17 study statesI5 have provided complete information on their actual child care
expenditures from every federal and state sourceboth dedicated CCDF sources they must spend on
child care and optional sources they may spendfor fiscal years 1997-99.16 Among these states,
increases in total child care spending between FFY 1997 and FFY 1999 ranged from a low of 17
percent in Massachusetts to a high of 311 percent in Louisiana. Five of these states (California,
Indiana, Louisiana, Minnesota, New Mexico) experienced growth in spending of more than 100
percent. Six more experienced between 50 and 100 percent growth. (See Exhibit 2-1.) While five
states (Massachusetts, New Jersey, North Carolina, Ohio) experienced growth of less than 50 percent,
two of these (Massachusetts and North Carolina) were already relatively high spenders on child care,
with the highest adjusted annual spending per federally-eligible child among the study states in 1997.
(See Exhibit 2-3 below.)

The median rate of increase in child care spending in the reporting states over the three years was 78
percent. (See Exhibit 2-1 and Appendix Table 2-1.)

Exhibit 2-1: GROWTH IN CHILD CARE SPENDING

Percentage growth in spending, from all sources, federal fiscal years 1997
1999.

Percentage Growth Number of States States
Less than 50% 5 Massachusetts, New Jersey, North

Carolina, Ohio, Tennessee
50% 100% 6 Alabama, Illinois, Michigan, Texas,

Virginia, Washington
101% - 200% 4 California, Indiana, Minnesota,

New Mexico
More than 200 % 1 Louisiana

The large increases in total spending for child care clearly indicate that states are strengthening their
commitments to providing child care subsidies to low-income children. Yet it is difficult to make
meaningful comparisons across the states without taking into account differences in child care costs
and differences in the size of the target population of low-income children. Each state's total child

14 U.S. Department of Health and Human Services, HHS Fact Sheet: State Spending Under the Child Care
Block Grant, November 12, 1998.

15 Financial information is not available from the state of New York.
16 Our methodology began with states' ACF-696 financial reports to the federal government on CCDF

spending. From fourth quarter ACF-696 reports for FFYs 1997 and 1998, we entered onto a matrix for
each state its reported spending during those years, from allocations for those years. We also entered
TANF child care spending information from states' ACF-196 reports for the fourth quarters of FFYs 1997
and 1998. We then sent the partially completed matrices to the states to verify amounts entered, enter
spending for FFY 1999 from that year's allocations, and to add additional amounts spent during each
federal fiscal yearfrom allocations carried over from earlier fiscal years and from allocations not reported
on 696 or 196 forms. Throughout the process, we worked closely with financial staff from each state.
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care expenditures were therefore adjusted to "correct" for differences in child care costs.I7 To
eliminate the effects of differences in population size, we divided each state's adjusted expenditures
by its estimated number of children potentially eligible for child care subsidies, using maximum
federal eligibility levels.I8

Exhibit 2-2 presents an overview of expenditures per federally-eligible child in the study states
between FFY 1997 and FFY 1999. Median adjusted spending per federally-eligible child increased
by 41 percent between FFYs 1997 and 1998 (from $307 to $432) and by another 26 percent between
FFYs 1998 and 1999 (from $432 to $544).19 Among the study states, the top and bottom of the
spending range remained widely separated during this periodby $598 in 1997 and $545 in 1999.
(Appendix Table 2-3.)

Exhibit 2-2: ANNUAL SPENDING PER FEDERALLY-ELIGIBLE CHILD

Adjusted Total Annual Spending Per Federally-Eligible Child, federal fiscal years 1997-99
FFY 1997 FFY 1998 FFY 1999

Range $166 - $764 $298 $776 $379 $924

Median $307 $432 $544

For the most part, states that spent relatively high amounts per federally-eligible child in FFY 1997
also spent relatively high amounts in FFY 1999. Massachusetts, for example, was the highest
spending state in FFY 1997 and in FFY 1999. Similarly, states that were spending relatively low
amounts per federally-eligible child in FFY 1997 were also spending relatively low amounts in FFY
1999 (Exhibit 2-3). There were, however, a few notable exceptions. For example, Louisiana
increased its spending per federally-eligible child by 400 percent (from $166 to $681) and moved
from being the lowest-spending study state in FFY 1997 to one of the highest in FFY 1999. On the

17 Expenditures were adjusted using a child care cost index based on the relative average hourly wage for a
child care worker. The Child Care Cost Index is defined as : CCCI; = WIWN), where Wi = average hourly
wage rate for child care workers in Region i, and WN = national average hourly wage rate for child care
workers. Adjusted child care expenditures in State j = actual child care expenditures in State j divided by
CCCIi, when State i is located in Region j. Average hourly wage rates for child care workers were obtained
from the 1997 Census Bureau's National Compensation Survey. Wages are estimated for 9 Census
regions, nationally.

18 The estimated number of potentially-eligible children under federal eligibility criteria provides a common
benchmark across the states that is unaffected by state policy. These are children in families earning 85
percent or less of the State Median Income and with parents working or in other activities which confer
potential eligibility. The estimated number of federally-eligible children is the result of a simulation model
estimate conducted by the Urban Institute using data on income, employment, and disability status from the
combined March 1996, March 1997, and March 1998 Current Population Surveys, which cover calendar
years 1995 1997. Of course, in no state do all potentially federally-eligible children receive subsidies.
See discussion of "subsidy penetration rate for federally-eligible children" in Chapter Three.

19 As noted above, state expenditures on prekindergarten and other early childhood programs are beyond the
scope of this inquiry. Yet it is important to note that in addition to child care expenditures, many states are
making substantial investments in early childhood education programs. For example, in federal fiscal year
1999, Ohio provided $181 million in state funds to extend Head Start services to more eligible families.
Ohio reports serving 84 percent of its Head-Start-eligible children in state or federal Head Start programs,
compared with a national average of 38 percent. See United States General Accounting Office, Education
and Care: Early Childhood Programs and Services for Low-Income Families, November 1999, pp. 14-15.
As another example, during state fiscal year 1999, North Carolina provided $132 million in funding to
counties for early childhood initiatives through the Smart Step program.
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other hand, because Ohio's spending grew only slowly between FFY 1997 and FFY 1999 (from $306
to $379), it went from being a moderate spending study state to being one of the lowest over the
three-year period. 20

Sources of Child Care Funds Available to States

To understand the sources of funds available to the states to cover their increased expenditures, we
have broadly grouped the two types of funds available to the states for child care. The first group,
which includes all the federal and state funding through the CCDF, is "dedicated" to child care.
States must use these funding sources for child care. The second group includes all other "optional"
federal and state sources, not specifically earmarked for child care. These are funds that states may,
at their discretion, spend on child care.

Exhibit 2-3: ANNUAL SPENDING PER FEDERALLY-ELIGIBLE CHILD

Adjusted Total Annual Spending per Federally-Eligible Child, federal fiscal years 1997 and 1999
Adjusted Annual
Spending per
Federally-
Eligible Child

Number of
States 1997 States 1997

Number of
States 1999 States 1999

Less than $250 6 Alabama, Indiana,
Louisiana, New Mexico,
Texas, Virginia

0

$250 $500 8 California, Illinois,
Michigan, Minnesota,
Ohio, New Jersey,
Tennessee, Washington

6 Alabama, Indiana,
New Mexico, Ohio,
Texas, Virginia

$501 $750 1 North Carolina 6 Illinois, Louisiana,
Minnesota,
New Jersey,
Tennessee,
Washington

More than $750 1 Massachusetts 4 California,
Massachusetts,
Michigan,
North Carolina

Dedicated funding under the CCDF consists of three distinct federal components and two state
components. These components and their associated requirements are described in Exhibit 2-4,
which presents the sources of dedicated child care funds. Exhibit 2-5 presents similar information for
optional federal and state sources of child care funds, which include the federal TANF and Social
Services Block Grants and state general revenue funds.

20 As described in footnote 18, Ohio provided major state funding to Head Start.
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Over the first three years of the Child Care and Development Fund, the majority of the study states
made full use of their dedicated sources of child care funding. These states spent state funds at levels
designed to meet the maintenance-of-effort and matching requirements to draw down the full federal
share of their CCDF allocations. 21

In addition to spending to draw down their dedicated federal funds for child care, states made
increased use of the optional federal and state funds that they may choose to spend for child care. In
FFY 1997 the study states made relatively sparing use of optional funding sources. The median
percent of total child care spending derived from optional sources that year was just 16 percent. By
FFY 1999, the median percentage of the much higher level of child care spending derived from these
sources more than doubled, reaching 40 percent. (See Exhibit 2-6 and Appendix Tables 2-7a and 2-
7b.)

Exhibit 2-6: USE OF OPTIONAL CHILD CARE FUNDS

Percent of Total Annual Child Care Spending Derived From Optional Federal and State
Sources, federal fiscal years 1997-99

FFY 1997 FFY 1998 FFY 1999
Range 0% 56% 0% - 67% 4% - 81%

Median 16% 29% 40%

More states spent more from optional federal and state sources in FFY 1999 than in FFY 1997. In
1997, three of the 16 reporting states (Indiana, Louisiana, Virginia) spent nothing from optional
sources, financing their child care subsidy systems entirely from the dedicated sources of funding
included in the CCDF. By 1999 every reporting state made some use of optional funding. In 1997,
only five states (California, Illinois, Massachusetts, Michigan, North Carolina) reported spending 20
percent or more from optional sources. By 1999, this number had increased to 14 stateseight of
which spent more than 40 percent. Only one state (Texas) spent a smaller percentage in 1999 from
optional sources. (See Exhibit 2-7 and Appendix Tables 2-7a and 2-7b.)

Growth in Optional Spending from States' TANF Block Grants

TANF Block Grants emerged as the key new optional source to cover the growth in child care
spending in the study states between federal fiscal years 1997 and 1999. As welfare caseloads
shrank, states reinvested significant amounts of their unspent federal TANF funds in child care. In
1997, only three states reported use of TANF funds for child careeither transferred to the CCDF or
spent directly. By 1999, all 16 reporting states used TANF funds for child care. Similarly, in 1997
only one state (Massachusetts) drew more than 20 percent of its child care expenditures from its
federal TANF Block Grant. By 1999, 12 states met more than 20 percent of their child care
expenditures with TANF funds. (See Exhibit 2-8 and Appendix Table 2-8.)

21 While the funds included in the CCDF must be used for child care, the time frames for using them vary.
Federal mandatory funds are available until expended, unless federal matching funds are requested.
Matching funds are available provided the state obligates all of its mandatory funds by the end of the
federal fiscal year and expends its required state maintenance-of-effort. Federal matching funds must be
obligated by September 30 of the year in which funds are received; state matching funds must be obligated
by September 30 to cover the state share of the federal unliquidated obligation. Obligations must be
liquidated by September 30 of the following year. Federal discretionary funds must be obligated by
September 30 of the fiscal year immediately following the fiscal year in which they were awarded. States
must liquidate obligations within one year after the end of the obligation period.
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Exhibit 2-7: USE OF OPTIONAL CHILD CARE FUNDS

Percentages of Total Annual Child Care Spending from All Optional Federal and State
Sources, federal fiscal years 1997 and 1999.

Percent
Spending from

All Optional
Sources

FFY 1997
Number of

States States

FFY 1999
Number of

States States
0 % 3 Indiana, Louisiana,

Virginia
0

Less than 10% 4 Alabama, Ohio,
Texas, Washington

1 Texas

10% 20% 4 Minnesota,
New Jersey,
New Mexico,
Tennessee

1 Ohio

21% - 40% 2 Illinois,
North Carolina

6 Alabama,
Louisiana,
New Mexico,
Tennessee,
Virginia,
Washington

41% 60% 3 California,
Massachusetts,
Michigan

6 Illinois, Indiana,
Massachusetts,
Minnesota,
New Jersey,
North Carolina

61% - 80% 1 California
More than 80% 1 Michigan
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Exhibit 2-8: USE OF TANF FOR CHILD CARE

Percentages of Total Annual Child Care Spending from Optional Federal TANF Transfer
and TANF Direct, federal fiscal years 1997 and 1999
Percent
Spending
from Optional
Federal TANF
(Transfer and
Direct) States

FFY 1997

Transfer Direct States

FFY 1999

Transfer Direct
0% Alabama

California
Illinois
Indiana
Louisiana
Minnesota
New Jersey
New Mexico
North Carolina
Ohio
Texas
Virginia
Washington

Less than 10%
Texas U

11% 20%
Michigan
Tennessee

U
U

U Alabama
California
Ohio

U
U

u
U

U

21% 40%

Illinois
Louisiana
Minnesota
New Jersey
New Mexico
North Carolina
Tennessee
Virginia
Washington

U
U
U
U
U
U
U

U

U

U

U

U

u

More than 40% Massachusetts u
Indiana
Massachusetts
Michigan

U
U
U

U
U
U

Child care purchased with funds transferred fromTANF into the CCDF is subject to CCDF health
and safety regulations. Transferred TANF funds are also subject to the CCDF requirement to spend 4
percent on quality activities. Of the three states reporting use of federal TANF funds for child care in
FFY 1997, two (Massachusetts, Tennessee) used only transferred TANF funds, and one (Michigan)
used a combination of transferred and direct. In FFY 1999, of the 16 reporting states usingTANF
funds, six used only transferred TANF funds, nine used a combination of transferred and direct, and
one (Ohio) used only direct.

Respondents in several states using direct TANF funds in 1999 indicated that their states became
more willing to spend TANF funds directly on child care after final TANF regulationspublished
that yearheld that receipt of these funds would not count against the lifetime limit for TANF
benefits for working families.
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States also anticipate that they will continue to make major use of transferred TANF funds. Most
states that transfer TANF dollars into the CCDF discretionary pool do not spend them in the year in
which they are transferred, since they have one year after transfer to obligate these funds and another
year to spend them.

Optional Spending from Social Services Block Grant, Title IV-E, and Other
Federal Sources

The number of states using optional federal funds from the Social Services Block Grant (Title XX)
changed little over these years. The ten states that used SSBG funds for child care in 1997 still used
these funds in 1999, joined by one state (California) that had not spent these funds in 1997. With
smaller SSBG allocations available to them,22 most study states spent fewer SSBG dollars for child
care in 1999 than in 1997. Beyond California, only three states (Illinois, Tennessee, Washington)
spent more. Moreover, by 1999, the proportion of child care spending derived from the SSBG had
declined in every reporting state but two (California, Washington). In 1997 the highest proportion of
total child care spending from SSBG was 26 percent in Michigan. In 1999, it ranged from less than 1
percent in five states to a high of 9 percent in one state (California).

Very modest use of Title IV-E was made by one state (Illinois) in FFY 1997 and four states (Illinois,
Massachusetts, Michigan, North Carolina) in FFY 1999. One state (Texas) reported small
expenditures of Food Stamp Employment and Training funds in both years, and another (Louisiana)
reported spending a minor amount of re-allotted CCDF funds in FFY 1998. (See Appendix Table 2-
8).

Steady Patterns of Optional Spending from State Funds

States' patterns of spendingor not spendingtheir own optional funds on child care held steady
between 1997 and 1999. Fears were unrealized that states which historically had spent more than the
required minimum on child care might scale back their commitments. Of the 11 states that reported
using optional general revenue for child care in 1997, ten reported continuing to use optional state
funds in 1999. Only one state (Washington) that had spent a tiny amount of its own money in 1997
spent none in 1999. The same five states (Indiana, Louisiana, Tennessee, Texas, Virginia) that spent
no optional state dollars in 1997 also spent none in 1999. (See Exhibit 2-9 and Appendix Table 2-9.)

The states which had traditionally drawn a portion of their child care spending from optional state
funds generally increased their spending from this source as their spending from all sources grew. Of
the ten states spending optional state money in both years, only two (New Jersey, New Mexico) spent
fewer dollars from this source in 1999. Thus, among states spending optional state funds, the range in
proportions of total spending from this source was similar in the two years. In FFY 1997, the
percentages ranged from under 10 percent in five states (Alabama, Massachusetts, New Jersey, Ohio,
Washington) between 40 and 60 percent in one (California). Similarly, in FFY 1999, five states
(Alabama, Massachusetts, New Jersey, New Mexico, Ohio) spent less than 10 percent and one
(California) spent between 40 and 60 percent. (See Exhibit 2-9 and Appendix Table 2-9.)

22 As noted in Exhibit 2-5 above, PRWORA initiated gradual reductions in SSBG funding levels. During
FFYs 1997-1999, states could increase available SSBG funds by transferring up to 10 percent of their
TANF Block Grant into SSBG.
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Exhibit 2-9: USE OF STATE GENERAL FUNDS FOR CHILD CARE

Percentage of Total Annual Child Care Spending from Optional State General Funds,
federal fiscal years 1997 and 1999

Percent
Spending from
Optional State

Funds

FFY 1997
Number of

States States

FFY 1999
Number of

States States
0% 5 Indiana 6 Indiana

Louisiana Louisiana
Tennessee Tennessee
Texas Texas
Virginia Virginia

Washington
Less than 10% 5 Alabama 5 Alabama

Massachusetts Massachusetts'
New Jersey New Jersey
Ohio2 New Mexico2
Washington Ohio'. 2

11% - 20% 4 Michigan' 2 Michigan'
Minnesota North Carolina'
New Mexico2
North Carolina

21% 40% 1 Illinois'. 2 2 Illinois'. 2
Minnesota'

41% - 60% 1 California' 1 California'

Includes allocation for TANF and/or Separate State Program Child Care Maintenance of Effort.
2 Includes allocation for Child Protective Services.

In three states (California, Illinois, Michigan) in 1997 and seven states (California, Illinois,
Massachusetts, Michigan, Minnesota, North Carolina, Ohio) in 1999, portions of the optional state
funds were used to meet state maintenance-of-effort requirements for TANF or Separate State Child
Care programs. Also, in three states (Illinois, New Mexico, Ohio) portions of the optional state funds
in 1997 and 1999 were allocated specifically to child care for children connected to the child welfare
system. (See Appendix Table 2-9.)

Spending for Activities to Enhance Quality

In addition to spending child care funds on direct child care services, the states all undertook an array
of activities designed to improve the quality of child care. Child Care and Development Fund
regulations require states to spend a minimum of 4 percent on quality activities from their aggregate
allocations of federal Mandatory, Matching, and Discretionary funds (including those transferred
from TANF) and state Matching funds.23 Among the activities supported with these funds were
training and education for child care practitioners, salary enhancements for teachers completing
college courses, consumer education for parents, and Child Care Resource and Referral systems for
practitioners, parents, and communities.24 See Chapter Six for a full discussion of quality activities in
the study states.

23 In addition to asking states to report amounts spent on quality activities from the dedicated funding of the
CCDF, we asked them to report amounts spent on quality from optional funding sources.

24 Tiered reimbursement rates, another way of supporting quality, are paid for with direct services funds.
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Growth in States' Spending on Quality Activities

Growth in states' spending on child care quality activities paralleled the growth in states' total child
care spending. Of the 16 states reporting, fifteen increased their spending for quality. Exhibit 2-10
shows the percentage change in quality spending for each of the states over the three years. Among
the 15 states with growth in quality spending, increases ranged from a low of 10 percent in Minnesota
to more than five-fold growth in Louisiana and Indiana. Seven of the reporting states saw growth
greater than 100 percent between FFY 1997 and FFY 1999. (See Exhibit 2-10 and Appendix Table
2-10.) It is important to note that three of the states with more modest increases of 50 percent or less
(Massachusetts, Minnesota, North Carolina) and the state with no growth (New Jersey) were those
states that reported the highest adjusted per capita quality spending in 1997.25 (See Exhibit 2-12
below and Appendix-Table 2-12.) The median rate of increase in spending on child care quality
activities in the reporting states was 85 percent.

Exhibit 2-10: CHANGE IN QUALITY SPENDING

Percentage change in spending on quality, federal fiscal years 1997 1999

Percentage Change Number of States States

-12% - 0% 1 New Jersey

0% 50% 4 Alabama, Massachusetts, Minnesota, North Carolina

51% 100% 4 Ohio, Tennessee, Texas, Virginia

101% - 200 % 3 Illinois, New Mexico, Washington

201% 400% 1 California

401% - 600% 3 Indiana, Louisiana, Michigan

Per Capita Growth in States' Quality Spending

To compare states' per capita expenditures for quality enhancements, we used a process similar to
that used earlier to compare states' overall child care expenditures. As before, we first adjusted
states' quality expenditures by their child care labor costs.26 Then, we divided each state's adjusted
quality expenditures by the number of children with employed parents. Because the CCDF expects
quality expenditures to benefit all children in child caresubsidized and unsubsidizedwe used the

25 Minnesota also had a significant one-time investment in quality spending in FFY 1998, reflected in Exhibit
6-1, Chapter Six. (Also see Appendix Table 2-10.) As Minnesota's experience indicates, state spending on
quality activitieswhile increasing over timeis more likely than spending on direct services to have
spikes and dips from year to year.

26 Because there is no cross-sectional Consumer Price Index, it is necessary to use an index based on labor
price differentials to adjust quality expenditures in the 25 study sites. Such an index could be constructed
using the average hourly wage rate for various types of labor. Since there is no compelling argument for
using one type of labor over another to construct this index, we elected to use the CCI (which is based on
wage rates for child care workers) to adjust quality expenditures.
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number of children of employed parents in this calculation, rather than the smaller number of children
potentially eligible for child care subsidies under federal standards?'

Quality spending per child of employed parents grew dramatically between federal fiscal years 1997
and 1999. As Exhibit 2-11 shows, the adjusted median per-child expenditure across the reporting
states increased by 54 percent between FFY 1997 and FFY 1998 (from $5.07 to $7.81) and by
another 46 percent between FFY 1998 and FFY 1999 (from $7.81 to $11.42). For FFY 1997, quality
expenditures per child of employed parents in the 16 reporting states ranged from a low of just under
$2 to a high approaching $16. By FFY 1999, the bottom and the top of the range of quality
expenditures had shifted upward, to a low of more than $5 and a high of nearly $21.

Exhibit 2-11: PER CHILD QUALITY SPENDING

Adjusted Total Quality Spending per Child of Employed Parents, federal fiscal years 1997-99
FFY 1997 FFY 1998 FFY 1999

Range $1.95 $15.73 $3.97 $19.15 $5.42 $20.85

Median $5.07 $7.81 $11.42

Some states' relative positions on per capita quality spending changed a great deal between 1997 and
1999. Others' did not. For example, Indiana and Louisiana went from being two of the states with
relatively low spending per child of employed parents in 1997 to being two of the states spending the
most in 1999. On the other hand, Massachusetts, Minnesota, and North Carolina, were examples of
three states that ranked relatively high in per-child spending in both years. (See Exhibit 2-12 and
Appendix Table 2-12.)

27 The estimated number of children of employed parents is the result of a simulation model estimate
conducted by the Urban Institute using data on income, employment, and disability status from the
combined March 1996, March 1997, and March 1998 Current Population Surveys, which cover calendar
years 1995 - 1997. We used these estimates in the absence of data on children in all forms of child care.
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Exhibit 2-12: PER CHILD QUALITY SPENDING

Adjusted Annual Quality Spending per Child of Employed Parents, federal fiscal years 1997 and
1999

Adjusted Annual
Quality Spending
per Child of
Employed
Parents

Number of
States 1997 States 1997

Number of
States 1999 States 1999

Up to $3 4 California, Indiana
Michigan, New Mexico

0

$3 - $6 6 Illinois, Louisiana,
Ohio, Virginia, Texas,
Washington

1 Virginia

$6 - $9 3 Alabama, New Jersey,
Tennessee

4 New Jersey,
New Mexico, Ohio,
Washington

$9 $12 2 North Carolina,
Minnesota

3 Alabama, California,
Texas

$12 - $15 0 5 Illinois, Indiana,
Michigan, Minnesota,
North Carolina

$15 - $18 1 Massachusetts 1 Tennessee
$18 $21 0 2 Louisiana,

Massachusetts

States' Quality Spending Above Child Care and Development Fund Minimums

To further compare state commitments to quality, for each year we also calculated each study state's
annual quality spendingif anyabove 4 percent of its aggregate spending from federal Mandatory,
Matching, and Discretionary funds (including those transferred from TANF), state Matching funds,
and from the former Child Care and Development Block Grant. This calculation closely mirrors the
CCDF minimum requirement for quality spending.28 We then adjusted each state's quality
expenditures in excess of 4 percent by its child care labor costs, before dividing them by number of
children of employed parents in the state.

Of the 16 states reporting, five did not exceed 4 percent spending from the required CCDF sources for
quality activities in FFY 1997. Two of the states spent no more than 4 percent in 1999. (See Exhibit
2-13 and Appendix Table 2-13.)

28 The CCDF's 4-percent minimum requirement applies to these allocations only at the end of their multi-year
liquidation periods; it does not apply to each year's spending. All the study states reported spending at
least the minimum required on quality within the liquidation periods. Also, the Child Care and
Development Block Grant required that a slightly higher percentage be spent on quality. Because some
states reported combined "old" CCDBG and "new" CCDF funds, we estimated the required minimum for
quality conservatively as 4 percent of both.
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Exhibit 2-13: ADDITIONAL STATE SPENDING ON QUALITY INITIATIVES

Adjusted Quality Spending beyond Minimum Required by Child Care and Development Fund,
per Child of Employed Parents, federal fiscal years 1997 and 1999

No Spending over Minimum Spending over Minimum

FFY 1997 FFY 1999 FFY 1997 FFY 1999

California New Mexico Alabama Alabama
Indiana Virginia Illinois California
Michigan Louisiana Illinois
New Mexico Massachusetts Indiana
Virginia Minnesota Louisiana

New Jersey Massachusetts
North Carolina Michigan
Ohio Minnesota
Tennessee New Jersey
Texas North Carolina
Washington Ohio

Tennessee
Texas
Washington

States' Quality Spending as a Percentage of Their Total Child Care Spending
from All Sources

Finally, we looked at states' spending on quality as a percentage of all their child care spending
from dedicated and optional, federal and state sources. Even from this broader perspective, spending
on quality activities kept pace with the overall growth in child care spending between 1997 and 1999.
In fact, the proportion of all expenditures spent on quality activities generally edged upwardeven
though in 1999 no state reached Minnesota's 1997 level of nearly 9 percent. In FFY 1997, two states
spent less than 2 percent on quality activities. By FFY 1999, every reporting state was spending at
least 2 percent. Also, while nine states were spending 3 percent or more in 1997, by 1999 thirteen
states were spending over 3 percent. In both years, seven study states were spending at least 4
percent of all their child care expendituresnot simply expenditures from the required portions of the
CCDFon quality activities. (See Exhibit 2-14 and Appendix 2-14.)
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Exhibit 2-14: CHILD CARE QUALITY EXPENDITURES

Quality Expenditures as Percentage of Spending from All Sources, federal fiscal years
1997 and 1999

Percent of
Total

FFY 1997
Number of

States States

FFY 1999
Number of

States States
Less than 2% 2 California,

Michigan
2% 3% 5 Illinois, Indiana,

New Mexico,
Virginia,
Washington

2 California, Virginia

3% 4% 2 North Carolina,
Ohio

7 Illinois, Michigan,
Minnesota,
New Jersey,
New Mexico,
North Carolina,
Washington
Alabama,
Massachusetts,
Ohio

4% 5% 4 Louisiana,
Massachusetts,
Tennessee,
Texas

3

5% 7% 2 Alabama,
New Jersey

4 Indiana, Louisiana,
Tennessee, Texas

7% 9% 1 Minnesota

* * *

Setting annual expenditure levels for subsidized child care and selecting from among the mix of
available funding sources to support that spending are among states' fundamental child care policy
decisions. A closely related set of decisions centers on the allocation of the available resources.
Chapter Three examines the ways study states have responded to the growing demand for child care
subsidies from low-income familiesboth current and former TANF recipients and those with no
TANF history.
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Chapter Three: Meeting the Demand for Child Care
Subsidies

Chapter Three discusses trends in the use of child care subsidies in the three-year period following the
passage of PRWORA and the degree to which states were able to meet the demand fo'r subsidies. The
chapter describes how the 17 states in the study allocated the increased subsidy funding described in
Chapter Two to meet the needs of families who were receiving or had formerly received TANF, and
of non-TANF families. It also describes and compares the major policieseligibility guidelines,
parental co-payments, and payment ratesused by states in decisions related to serving as many
children as possible and enabling families to access child care that meets their needs.

Summary of Findings

In the two-year period following the implementation of the PRWORA, states provided
child care subsidies to many more children. Twelve of the 15 states reporting data for
1997 and 1999 experienced over 30 percent growth in the number of children receiving
subsidies.

In many states the dramatic growth in the number of children receiving child care
subsidies was largely supported by states' use of TANF funds. Without these funds, it is
not clear how much child care subsidies would have expanded. Equally unclear is the
likelihood of continued expansion in subsidies, without additional federal funds. It is also
unclear how the current levels of subsidy use will be sustained if excess TANF funds are
unavailable in the future, or if available funds are needed to provide a wider range of
services.

Despite the great increase in the number of children receiving subsidies, on average
states in the study served only 15 to 20 percent of federally-eligible children in April
1999, and no state served more than 25 percent. In fact, there were waiting lists of
families who requested but did not receive subsidies in 12 of the 17 states.

States were able to meet the demand for child care for families who were receiving
TANF. Over the three-year period following welfare reform, an increased proportion of
children receiving TANF received child care subsidies. However, declines in the overall
TANF caseloads meant that in many states the absolute number of children on TANF who
received subsidies was less than expected.

Most of the growth in child care subsidies was accounted for by children in families who
had left TANF or who had never received it. While it is impossible to differentiate
between families that had received cash assistance in the past and those who had never
received it, it is clear that, in 1999, a larger proportion of non-TANF families used subsidies
than in 1997.

The states in the study varied in their approach to balancing the child care needs of
families who had transitioned off TANF and those who had either never received or had
not recently received TANF. In all 17 states, TANF families, were either guaranteed
subsidies or had a high priority for them after they left TANF, if their incomes remained low
enough to make them eligible. This was the case even after a period of Transitional Child
Care, if one existed, had expired. Four of the 17 states in the study made a commitment to
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serve all families who were eligible for subsidies, regardless of TANF status. Of the non-
TANF children who were receiving subsidies, it is unclear what proportion had at an earlier
time received TANF.

States made different trade-offs in establishing eligibility limits, parent co-payments,
and payment rates. States took a variety of approaches to establishing eligibility criteria,
amount of parent co-payment required, and the level of payment to providers. There were no
clear patterns related to these three policies among the states.

Child Care Subsidy Use

Chapter Two demonstrated that most of the states in the study have experienced significant growth in
expenditures for child care since the passage of the 1996 legislation. These increased expenditures
are reflected in an equally significant growth in the numbers of children who receive subsidies. We
asked the states to provide figures for April in the years 1997, 1998, and 1999. (The figures reported
by the states for 1998 were slightly different from, but comparable to, those published by the
Department of Health and Human Services in a recent report entitled "Access to Subsidized Care for
Low-Income Families." (The footnote provides a more complete description of the differences29)

Exhibit 3-1 shows that, from April 1997 to April 1999, 12 of the 15 states that reported subsidy
enrollments in April 1997 and April 1999 experienced over 30 percent growth in the number of
children receiving subsidies. Five of the states experienced growth of over 90 percent. Only two
states (Ohio and Tennessee) experienced marginal growth. (State-by-state total child care
enrollments and rates of growth are shown in Appendix Table 3.1.)

Exhibit 3.1 describes the general growth in the number of children served by all sources of subsidies.
The next step is to see how that growth affected the proportion of potentially eligible children who
were being served (the subsidy take-up rate). For 1997 and 1999, we estimated the number of
children under age 13 living in families with incomes below 85 percent of state median income, with
all parents in the household employed, as well as all children under age 19 with disabilities 30

Exhibit 3-2 shows that, between April 1997 and April 1999, the proportion of children receiving
subsidies increased significantly in almost all of the study states. In 1997, eight states provided
subsidies to less than 10 percent of the federally-eligible children in their states?' Of those with the
highest subsidy usage rates, none were over 20 percent. By 1999, only two states (New Jersey and
Texas) had usage rates under 10 percent and four states (Illinois, Massachusetts, Michigan, and North
Carolina) had rates over 20 percent. During this period, eight of the fifteen states that reported
subsidy utilization increased their take-up rates by over 50 percent. (For state by state information on
the proportion of federally-eligible children receiving subsidies, see Appendix Table 3.2.)

29 The numbers of children receiving child care subsidies were provided directly to the researchers by the
states participating in the study. The numbers of children served may differ slightly from, but are
comparable to those reported in the recent report, "Access to Subsidized Care for Low-Income Families,"
by the US Department of Health and Human Services for two reasons. First, in this report, states were
asked to include all children served by subsidies, from all sources of funding. Secondly, for some states,
the DHHS report estimated the number of children receiving subsidies based on information on a sample of
families submitted by the state as part of its routine federal reporting requirements. For this study, when an
estimate was required, it was made by the state and it may have differed from the federal estimate. Finally,
DHHS numbers represent a monthly average over a year, rather than for a single month.

30 The number of federally-eligible children was estimated by the Urban Institute using a simulation model
and data on income, employment, and disability status from the combined March 1996, March 1997, and
March 1998 Current Population Surveys, which cover calendar years 1995 - 1997.

31 These estimates differ from those in Access to Subsidized Care by Low-Income Families. See footnote 29
for more information.
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Exhibit 3-1: INCREASE IN SUBSIDY USE

Percentage Increase in Number of Children Receiving Child Care Subsidies
April 1997 to April 1999

Percentage Change
Number of

States States

Less than 31% 3 North Carolina, Ohio, Tennessee

31% 60% 4 Alabama, Massachusetts, Minnesota, Washington

61% 90% 3 Illinois, Michigan, New York

91% 120% 2 Indiana, Virginia

121% 150% 1 New Mexico

151% - 180% 2 Louisiana, Texas

California and New Jersey did not supply sufficient data.

Exhibit 3-2: INCREASE IN POTENTIALLY-ELIGIBLE CHILDREN SERVED

Percentage of Federally-Eligible Children Participating in Subsidized Child Care*
April 1997 and April 1999

Percentage
Federally-Eligible April

Children Receiving 1997
Child Care Number
Subsidies of States States

April
1999

Number
of States States

Less than 10% 8 Alabama, Indiana,
Louisiana, Minnesota,
New Mexico, New York,
Texas, Virginia

2 New Jersey, Texas

10% 15% 5 Illinois, Ohio, Michigan,
Tennessee,
Washington

5 Alabama, Indiana,
Minnesota, New
Mexico, Ohio

16% 20% 2 Massachusetts, North
Carolina

5 Louisiana, New York,
Tennessee, Virginia,
Washington

21% - 25% 0 4 Illinois, Massachusetts,
Michigan, North
Carolina

California did not supply data for April 1997 or April 1999. New Jersey did not supply data for April
1997.

It is unclear how the estimate of the number of children eligible for subsidies relates to the actual
demand for subsidies. For instance, research indicates that a significant number of families have a
strong preference that their children be cared for by a parent while the other is working and adjust or

Abt Associates Inc. State and Community Substudy Interim Report 38

(-) 4 4



reduce work hours to make this possible.32 Readily accessible subsidies, making other alternatives
affordable, may affect some of these families' preferences. Presumably, however, at least some of
these families would choose to continue this practice even if subsidies were readily accessible. In
addition, research, as well as widely-held beliefs among the key informants in this study, suggest that
the stigma associated with government support means that some eligible families will never apply for
subsidies, even when child care assistance would clearly be beneficial.

There are other reasons why eligible families would not demand subsidies, even if they were readily
accessible and could be used to pay for the child care of their choice. Some of the state-level key
informants have pointed out that children who are eligible and not receiving child care subsidies may
be enrolled in school or other early childhood programs, such as Head Start or state prekindergarten
programs, during the hours that both parents work. Therefore, to the extent that the early childhood
program supports parents' work, these children would not need subsidies. It is important, however, to
recognize that many other children in school or preschool programs may need additional child care
because their parents' work schedules do not coincide with school and preschool schedules. The
federal Department of Health and Human Services and many states have been encouraging
partnerships between Head Start, prekindergarten, and child care programs to meet these families'
needs. (A subsequent report of the National Study of Child Care for Low-Income Families will focus
on this topic.)

On the other hand, if subsidies were available and easily accessible, some two-parent families in
which only one parent works, and single-parent families where the parent does not work, could
choose to accept subsidies so that the second parent could work as well. Children from this latter
group of families are not counted in the estimate of federally eligible-children because all parents in
the household were not working.

While it is not clear how many eligible families would apply for subsidies if they were readily
accessible, it is clear that, in the states in this study, the vast majority of potentially eligible families
did not receive them. In 12 of the 16 states reporting their child care subsidy utilization, fewer than
20 percent of eligible children received subsidies. In no state did more than 25 percent of eligible
children receive subsidized child care.

Waiting Lists for Child Care Subsidies

Despite the dramatic growth in subsidy use in most of the study states, twelve of the 17 states in the
study were unable to provide child care subsidies to all eligible families that requested them. In these
states, either the state or the community agency placed children on waiting lists.33 (See Exhibit 3-3.)

32 See Burstein and Hiller, "Review of the Literature on Determinants of Child Care Choices," Abt
Associates Inc., Summer 1999.

33 An additional state, Louisiana, had a waiting period for subsidies, although there was no waiting list. The
state is committed to meeting all requests for child care assistance from subsidy-eligible families and,
technically, 100 percent of eligible applicants receive subsidies. However, key informants reported that an
administrative backlog in the spring of 1999 resulted in a three- to six -month waiting period before
subsidies were received.

Abt Associates Inc. State and Community Substudy Interim Report 39

45



Exhibit 3-3: WAITING LISTS

Existence of Waiting Lists for Child Care Subsidies
June 1999

Waiting list in at least one local area in All eligible families that request
the state subsidies are served

# of
states 12 5

Alabama, California, Indiana,
Massachusetts, Minnesota, New Jersey,
New York, North Carolina, Ohio,
Tennessee, Texas, Virginia

Illinois, Louisiana, Michigan, New
Mexico, Washington

In most of the states, the reason for the existence of waiting lists was that available funds were
insufficient to serve all eligible families that requested subsidies. In some cases, the state's allocation
of funding between groups of families eligible for subsidies, or among areas within the state, was also
a factor in the creation of waiting lists. In some states, there were waiting lists in some areas, but
excess funds available in other parts of the state. Similarly, while waiting lists were always
composed of non-TANF families, in some states there were excess funds available for TANF
families.

The existence of waiting lists indicates excess demand for child care subsidies, but the lists cannot be
used to arrive at a firm estimate of the demand because of differences in the way states and counties
compile and maintain practices for waiting lists, as well as differences in their dynamics. Some of the
communities or states in the study periodically re-contact families on the waiting list and require them
to return a form indicating that they are still interested in child care assistance in order to continue to
be on the waiting list. Those who do not reply are removed from the list. Other states and
communities do not have this practice and some do not periodically "clean" the list.

In addition, the pattern of growth or stagnation of the waiting list appears to be, in part, related to
eligible families' knowledge about the availability of child care subsidies and belief in the possibility
that they might receive a subsidy in time for it to be beneficial. In several states with waiting lists,
including Massachusetts, Minnesota, and Texas, state and local key informants described a pattern of
movement onto waiting lists that might seem counter-intuitive if one does not take this explanation
into account. When funds for subsidies are scarce, few families are added to the waiting list. When
subsidy funding increases, the number of families on the list is reduced temporarily and then, over
time, builds back up to and beyond the previous level. As an example, in 1998, in Hennepin County,
Minnesota, funding was increased to eliminate a long waiting list that had remained stable over a two-
year period. Briefly, there was no waiting list, but then, within a short time, a surge in new
applications resulted in a waiting list that was longer than before. This suggests that the demand for
subsidies, were they readily available, would be much greater than the number of families actually on
a waiting list at any given time.

Meeting the Demand for Subsidies for Families on TANF

With the passage of federal welfare reform, many state and local policymakers expected that the
TANF program's emphasis on work would significantly increase the demand for child care subsidies
on the part of those receiving cash assistance. However, key informants in the majority of the
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counties and states in the study reported that these aspects of welfare reform did not have the
expected impact. Instead, TANF caseloads dropped significantly in the 17 states in the study, as they
did nationally. This caseload drop was a major reason why the initial effects of welfare reform on the
need for and use of child care subsidies for families on TANF were somewhat different from what
was anticipated and planned for in many of the states and communities in the study. The decrease
meant that, even though a higher proportion of children on TANF were receiving subsidies in 1999
than were in 1997, the absolute number of children on TANF and using subsidies was less than
expected. This section briefly describes TANF caseload trends and their effect on the use of child
care subsidies. It also describes how considerations directly related to welfare reform influenced
some child care policy decisions.

TANF Caseload Trends

In many of the study states, the decrease in TANF caseloads was substantial. Thirteen of the 17 states
in the study reported TANF caseload information for both 1997 and 1999. Seven of these 13 states,
experienced a greater than 30 percent decrease in caseload. In three of these states (Alabama,
Michigan, and New Jersey), caseloads decreased by over 40 percent. (See Exhibit 3-4 for summary
information and Appendix Table 3.3 for state-by-state information.)

Exhibit 3-4: TANF CASELOAD DECREASES

Percentage of Change in Number of TANF Recipients
1999 -1997

% Decrease in Number of
TANF Recipients, 1997

1999
Number of

States States

Less than 10% 2 Minnesota, New Mexico

10% -20% 1 Tennessee

21% 30% 3 California, New York, Virginia

31% 40% 3 Massachusetts, Texas, Washington

41% - 50% 4 Alabama, Illinois, Michigan, New Jersey

* Data were not available for Indiana, Louisiana, North Carolina, and Ohio.

Trends in Numbers of Children on TANF Cash Assistance Receiving Subsidies

The states that reported sufficient data demonstrate that the proportion of children receiving TANF
and child care subsidies did indeed increase in the two-year period. Data reported for 10 of the 17
states make it possible to determine the percentage of the TANF child caseload that received
subsidies in either April 1997, April 1999, or both years. Exhibit 3-5 shows that many states served a
significantly higher percentage of the TANF child caseload in 1999 than in 1997. This percentage is
calculated somewhat differently here than it is by states. To facilitate cross-state comparison, it takes
into account all children on TANF, while states calculate the use of subsidies according to the number
of parents with earnings or who are eligible for subsidies by virtue of their participation in welfare-to-
work programs. (Because welfare to work programs differ greatly, children from similar families
would be included in some states and excluded in others if we were to apply each state's estimates
instead of using the total number of children on TANF.) Presumably, the growth in the percentage of
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children on TANF receiving subsidies is parallel to the increase in the number of parents who are
employed or in an employment program and who continue to receive TANF.

Exhibit 3-5 shows that, in April 1997, in six of the nine states that reported caseload data for child
care subsidies and TANF cash assistance, less than 10 percent of TANF children received a subsidy
for child care. (Many TANF children presumably had parents who were neither working nor engaged
in a work or training activity.) In April 1999, of the 11 states reporting sufficient data for that period,
Alabama, New Jersey and Texas were the only states that provided subsidies to less than 10 percent
of the TANF caseload. (See Appendix Table 3.4 for state-by-state details.)

When we look at the use of child care subsidies for all federally-eligible families, regardless of TANF
status, in the two year period, the picture is somewhat different. Although the percentage of children
receiving both TANF and child care appears to have increased in many of the states and communities
in the study, because of the TANF caseload decline, TANF children as a proportion of all children
receiving subsidies often decreased in the two-year period. Exhibit 3.6 shows that, in 9 of the 13
states that provided data on usage, the proportion of families using subsidies who were also on TANF
dropped sufficiently to move the state into a lower percentage category between 1997 and 1999. Of
the four remaining states, as shown in Appendix Tables 3.5 and 3.6, New York and Minnesota were
the only states where the proportion of children receiving subsidies who were also on TANF cash
assistance actually increased between 1997 and 1999.

Exhibit 3-5: TANF CHILDREN RECEIVING SUBSIDIES

Percentage of Children on TANF
Who were Receiving Child Care Subsidies
April 1997 and April 1999

Percentage of
TANF Children

April 1997
Number of

States States

April 1999
Number of

States States

Less than 10% 6 Alabama, Michigan,
Minnesota, New
Jersey, New York,
Texas

3 Alabama, New Jersey
Texas

10% 15% 1 Illinois 3 Michigan, Minnesota,
New Mexico

16% - 20% 0 1 New York

21% - 25% 1 Tennessee 2 Louisiana, Tennessee

26% - 30% 1 Virginia 2 Illinois, Virginia

For 1997, data was either not supplied or unavailable from California, Indiana, Louisiana, Massachusetts,
New Mexico, North Carolina, Ohio, and Washington. For 1999, data was either not supplied or
unavailable from California, Indiana, Massachusetts, North Carolina, Ohio, and Washington.

Key informants in some communities did describe an increased demand for child care subsidies that
resulted from welfare-to-work activities in a specific a community or for children of a given age. For
example, key informants in Union County, New Jersey, reported that, when work requirements went
from 20 to 35 hours per week, the county experienced a significant increase in the demand for school-
age care in the low-income communities of Plainfield and Elizabeth.

Abt Associates Inc. State and Community Substudy Interim Report 42

1

48



Minnesota provides one of the few examples of an increase in child care for welfare recipients that
resulted from the state's program of welfare reform. In January 1998, the state converted its AFDC
caseload to the Minnesota Family Investment Program (MFIP), an approach that enables families to
combine earnings with cash assistance. MFIP integrates the Food Stamp program and TANF into one
eligibility calculation; as a result, families do not become completely ineligible for some assistance
until they reach 120 percent of the federal poverty threshold. Before the conversion, caseloads
declined from 1994 (64,000) to 1998 (45,000) but, once eligibility limits effectively increased,
caseloads stabilized. Because a significant percentage of families were working and receiving cash
assistance, the percentage of the child care subsidy caseload in Minnesota that was receiving MFIP
went up 53 percent between 1997 and 1999.

Exhibit 3-6: TANF AND NON-TANF CHILDREN RECEIVING SUBSIDIES

TANF Children Receiving Child Care Subsidies as a Proportion of all Subsidized Children
April 1997 and April 1999

TANF Children as a
Percentage of Total
Subsidy Caseload

April 1997

Number of
States States

April 1999

Number of
States States

10 15% 0 2 Alabama, North
Carolina

16% 20% 1 Alabama 2 Texas,
Massachusetts

21% 25% 1 North Carolina 2 Michigan, Ohio

26% - 30% 4

Massachusetts,
Michigan, Minnesota,
Texas

2 New Mexico, New
Jersey

31% 35% 1 Louisiana 1 Louisiana

36% 40% 1 Ohio 3 Illinois, Minnesota,
Washington

41% 45% 2 Illinois, Washington 1 Tennessee

More than 45% 3 New York,
Tennessee, Virginia

2 New York, Virginia

For 1997, data was either not supplied or unavailable from California, Indiana, New Jersey, and New
Mexico. For 1999, data was either not supplied or unavailable from California and Indiana.

Effects of Welfare Reform on Child Care Planning

Although welfare reform did not have the expected direct impact on the demand for child care for
families receiving TANF, it did have other unanticipated effects in the study states. Key informants
throughout the states and communities reported that the most important way that welfare reform
affected child care planning was by increasing other policymakers' awareness of the importance of
child care. In Massachusetts, Minnesota, New Mexico, Ohio, and Virginia, informants said that
welfare reform brought child care to the forefront of discussions about welfare policies. This
increased visibility of child care as an essential support for employment in low-income families also
meant that, in some states, decisions previously made or greatly influenced by state child care
administrators were now made by governors' offices or legislatures. These decisions include
maximum eligibility limits, family co-payments, and child care market rates, which more frequently
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appeared in state legislation. For instance, in Washington and Minnesota, eligibility limits and co-
payment scales are now set by the legislature and incorporated into the reauthorizing legislation. In
addition, in Minnesota, child care payment rate rules are a matter of law.

Meeting the Needs for Child Care Assistance of Families No Longer
on TANF or Who Never Received TANF

In all of the 17 states, all of the TANF families were served who applied for and were eligible for
subsidies. An area of significant policy discussion and debate involved approaches to serving other
eligible families: those transitioning off TANF, and those whose incomes made them eligible for
subsidies but who were never or no longer considered to be "transitioning off' TANF. The lack of
sufficient funds in the majority of the 17 states meant that policymakers needed to make choices
about which families would be served, and often did so by giving priority to former TANF recipients.

Cross-State Comparisons Among Eligibility Groups

Complicating this discussion is the reality that each state's TANF cash assistance program is unique
in terms of grant amounts, the degree to which families are able to combine earnings ,and financial
assistance, and time limits. In addition, states also took different approaches to providing subsidies to
families that left TANF. In some cases, these families were in a formal Transitional Child Care
Program modeled after the federal program in place prior to PWRORA. In some cases, there was no
such formal program, although the state policy was that families leaving TANF who remained
eligible for subsidies would continue to receive them. As a result, a family of the same size and
income level could be considered a TANF family in one state, a "transitioning" family in another
state, and a "working poor" family in a third. Such program differences make cross-state
comparisons between the three groups very difficult.

Adding to the difficulty of making cross-state comparisons between groups is the absence of adequate
data. In many states, it is impossible to know, for instance, how many families in the "working poor"
eligibility pool and receiving subsidies were originally families who came into the subsidy system
while they were receiving TANF. Families often move from one eligibility status for subsidies to
another; however, the data systems provide a point-in-time picture and do not track the particular
pathways by which families currently receiving subsidies first accessed them. While policymakers at
the state and community levels might suspect that the only way for families to receive subsidies is to
first receive TANF, there is no way to document this trend with available data.

States chose one or more strategies to meet the needs of families who formerly or never received
TANF assistance. One strategy was to assert a commitment to serve all eligible families; a second
was to protect recent welfare leavers enabling them to continue to receive subsidies as long as their
income made them eligible; and a third was to provide child care for families who did not receive
cash assistance as a result of a formal diversion program.

Commitment to Serving All Eligible Families that Apply for Subsidies

In part to avoid equity issues between families receiving or moving off TANF and other working
families, four of the states in the study (Illinois, Louisiana, Michigan, and Washington) either
articulated a formal commitment or allocated sufficient funds to serve all eligible families that applied
for child care assistance. In Illinois and Washington, eligibility was based solely on income, with no
regard to TANF status, with the exception of families on TANF with no earnings but required to
participate in work activities. An additional state, Louisiana, also had a formal commitment to serve
all eligible families but, in the summer of 1999, key informants reported a waiting period of three to
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six months for subsidies because of administrative backlog, an issue that will be discussed further in
Chapter Four.

Key informants in all four of these states and communities cautioned, however, that formal and
informal methods were used to limit the demand for subsidies. For instance, when establishing its
new eligibility criteria, Illinois reduced the maximum eligibility limit. In Michigan, key informants
pointed out that, although all eligible families that requested subsidies were served, the child care
subsidy program's priority was the child care needs of families on TANF, and that administrative
systems were designed to meet these families' needs most readily. (This issue also will be discussed
further in Chapter Four.) State and community-level key informants in Washington noted that
concern about potential unmanageable increases in requests for subsidies made the state cautious
about widely advertising their availability, although plans were underway in the near future to do
more outreach to potentially-eligible families.

Even with these caveats in mind, it is important to note that all four states with a commitment to serve
all eligible families served relatively high proportions of federally-eligible children compared with
other states in the study. (See Exhibit 3.2.)

Retain a Priority for TANF Families After They Leave TANF

In the 13 states that did not have a commitment to serve all eligible families that requested subsidies
regardless of TANF status, families who had formally received TANF remained in a high priority
group, as they entered a transitional program, if one existed, and after the transitional period was
over. (Administrative procedures, to be discussed in Chapter Four, also may facilitate or limit the
ability of families to receive subsidies as they move from one eligibility category to another.)

Exhibit 3-7 shows that, of the 13 states without a commitment to serve all eligible families requesting
subsidies, only North Carolina eliminated its Transitional Child Care program. In 4 of the remaining
12 states, families could continue to receive TCC for more than twelve months. In virtually every one
of the states, including North Carolina, families that recently moved from TANF or transitional status
to the income-eligible category were either a high priority for subsidies or, in effect, had a guarantee
of child care assistance as long as they remained income-eligible. In many of these states, TCC
should not be considered a separate program; it is, rather, a priority status to ensure that families will
get child care services.

In at least two states, however, as a result of funding shortages states were not always able to meet
their goals for serving families that leave TCC and remain eligible for subsidies. Key informants in
Indiana and Virginia reported that families whose time period for TCC had ended were likely to be
placed on waiting lists. In addition, informants in Virginia reported that, at times in 1997, even some
families eligible for TCC were placed on waiting lists.

Child Care Subsidies for Families Diverted from TANF

Another strategy that some states pursued was to offer child care assistance, often as part of a package
of supports and one-time payments, instead of enrolling people in the TANF cash assistance program.
As part of their TANF programs, ten of the 17 states established a formal "diversion" program or
something similar, designed to give families one-time payments or a package of services in lieu of
receiving cash assistance. Often these diversion programs stipulate that families will, as a
consequence of receiving the lump sum, be ineligible for additional TANF assistance for a fixed time
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Exhibit 3-7: CHILD CARE SUBSIDIES AFTER TANF

Policies on movement from TANF-related eligibility to income-related eligibility
June 1999

TCC/Post TANF Programs

Number
of

States State Names

States With No Time Limit for
Any Low-Income Families

4 Illinois, Louisiana, Michigan, Washington

States Without TCC Status or
Program

1 North Carolina

States With 12-Month TCC
Status or Program

8 Alabama, Indiana, Minnesota, New Mexico, New
York, Ohio, Texas, Virginia

States With TCC Status or
Program Longer Than 12
Months

4 California, Massachusetts, New Jersey, Tennessee

period. Exhibit 3-8 shows the study states that have diversion or similar programs. In nearly all of
the states with diversion programs, "diverted" families receive the same priority status for child care
subsidies as families in the transitional child care program.

Key informants in local welfare offices in states with diversion programs, including California,
Minnesota, and New Jersey, indicated that they were reluctant to place families in these programs.
They felt that often families' situations were insufficiently stable to ensure that they would not need
cash assistance for the period they were required to forego it.

Exhibit 3-8 DIVERSION FROM TANF

Presence of a TANF Diversion Program
June 1999

TANF Diversion Program
Number of

States States

Yes 10 California, Illinois,* Indiana, Minnesota, New
Jersey, North Carolina, Ohio, Virginia,
Texas, Washington

No 7 Alabama, Louisiana, Massachusetts,
Michigan, New York, New Mexico,
Tennessee

Illinois does not have a formal diversion program; however, it does have an "up-front" help program, often
connected to local not-for-profits, aimed at providing assistance to working poor families with one-time,
short-term problems. Without such assistance, some or all of these families might lose their jobs and be
forced onto TANF.

Although, as stated earlier, a significant number of children from income-eligible families received
child care assistance, informants in many states believe that, given the waiting lists for subsidies, the

Abt Associates Inc. State and Community Substudy Interim Report 46

u 52



surest pathway into the income-eligible pool is through first receiving TANF. In Indiana, for
example, local key informants believed that an emphasis on helping TANF and Transitional families
has almost totally excluded the "working poor." Because Indiana's caseload data do not distinguish
TANF or former TANF recipients, it is difficult to substantiate this perception.

Outreach and Notification About Subsidies for TANF and non-TANF Families

Key informants believed that eligible families' knowledge about subsidies was an important factor in
determining whether or not they received subsidies, funding limitations aside. In most of the study's
states and communities, key informants reported limited outreach to the public about the availability
of subsidies for non-TANF families. By contrast, nearly all key informants interviewed in the
majority of communities had the impression that TANF families were adequately informed about the
availability of subsidies. (The key informants included staff from welfare and subsidy offices, child
care resource and referral agencies, advocacy groups, and others who were considered leaders in child
care in the communities.)

Given the limited outreach to non-TANF families, key informants in many states believed that a high
proportion of non-TANF, working poor families who were receiving subsidies had, at one time,
received TANF. Families that had recently been "in the system" were most likely to be aware of the
availability of subsidies and were most likely to apply, particularly in those states and communities
where all families accessed subsidies through the local welfare offices (discussed in Chapter Four).

Limiting outreach to non-TANF families did not reflect a preference to serve former TANF families.
Rather, in many counties without a commitment to serve all eligible families, informants felt that
outreach was unnecessary and, perhaps, unfairly raised people's hopes, because there were already
families on waiting lists. They believed that lack of sufficient funds, rather than a lack of awareness,
was the significant barrier for non-TANF families. In many counties with a commitment to serve all
eligible families, there was little or no outreach because state and local staff feared that it would
create a demand they could not meet.

New Jersey and, within the state, Union County, are examples of a state and community that make
concerted efforts to inform TANF and transitioning families about subsidies but make fewer efforts
for non-TANF families. New Jersey engages in extensive outreach to inform TANF families of their
eligibility. A recent study by Legal Services of New Jersey found that 90 percent of Work First New
Jersey recipients were aware of available child care subsidies. It was a surprise to the state officials
we interviewed that even 10 percent were unaware, because they promote child care subsidies so
intensively within their local welfare offices. The non-TANF program, New Jersey Cares for Kids,
was heavily promoted in 1992 when it was launched, but is currently publicized only informally
through word of mouth.

Key informants in some of the study communities, however, reported concerted efforts to let income-
eligible families and families transitioning from welfare know about the availability of subsidies. In
Orange County, New York, the child care resource and referral agency (CCR&R) provides
information about subsidies through individual consumer education as well as outreach to community
agencies and organizations. For instance, the state's child care brochure, publishing the CCR&R's
phone number, was sent home with children's school report cards. In addition, staff from the County
Department of Social Services take every opportunity to mention the availability of subsidies at all
speaking engagements and radio shows.

Many informants pointed out that, even without concerted outreach efforts, families find out about
child care subsidies through word of mouth or through their current child care providers. In some
communities, where a high percentage of licensed child care providers receive subsidies, it seems
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plausible that low-income families that use licensed child care are likely to be told about child care
subsidies by their provider.

The dynamics of waiting lists in some communities suggest that there exists at least some public
knowledge of child care subsidies, independent of any state or local outreach. As described earlier,
the waiting lists in many counties tend to be stagnant at times when there are no subsidies available
and grow at times when they are more available.

It is important to note that key informants in many study counties recognized that, even in places
where there were efforts to let families know about subsidies, many TANF and non-TANF families
either had misconceptions or incorrect information about the program. For instance, in Orange
County, New York, key informants stated that there still is a belief that families must be receiving
welfare in order to get child care subsidies. In Ouachita County, Louisiana, and Koochiching County,
Minnesota, key informants believed that eligible families living in rural areas in the county were
unaware of subsidies or did not think they qualified for the program.

Policy Decisions About Subsidies for Non-TANF Families

As the theoretical framework presented in Chapter One shows, states use several policies to determine
which and how many children are served and the amount spent per child served. These policies
include eligibility criteria, the level of required co-payments from families and the level payments to
child care providers. This section briefly describes these policies for the states in the study.

Eligibility Guidelines

While federal regulations set the maximum family income cut-off at 85 percent of state median
income (SMI), states are allowed to set their own lower levels, if they so choose. In 1999, states
differed widely on where they set the maximum income limits governing eligibility for the child care
subsidy program, for non-TANF and transitioning families. Exhibit 3-9 shows that three states,
(Alabama, Massachusetts, and New Jersey) had initial eligibility cut-offs that were between 40 and 50
percent of state median income. California, Louisiana, and New Mexico were at the top of the scale
with maximum eligibility over 70 percent of the state median income. (See Appendix Table 3.7 for
details.)

Four states (Alabama, Massachusetts, New Jersey, and Texas) also establish a higher maximum
eligibility limit for families once they are receiving child care subsidies. These limits were designed
so that families would not become ineligible for subsidies at a point when they were still unable to
pay their full child care costs. [We refer to this as the extended eligibility limit.] However, the policy
also means that two families with the same income, one family not in the subsidy system and the
other receiving subsidy, receive different treatment.

In some of the states, eligibility limits changed between 1997 and 1999. Seven states increased their
initial eligibility limits. Alabama, Massachusetts, and New Jersey made no change (or very small
increases) in the initial income limit, but increased the extended limit (Massachusetts) or instituted an
extended limit (Alabama and New Jersey). Ohio and Tennessee eliminated their extended eligibility
limit.34

34 1997 eligibility limits were extracted from the 1997-1999 state plans.
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Exhibit 3-9: STATE SUBSIDY ELIGIBILITY GUIDELINES

Maximum Income Eligibility for a Family of
Three not Receiving TANF as a Percentage of SMI
June 1999

Percentage of SMI for
Maximum Eligibility Number of States States

40% 50% 3 Alabama, Massachusetts, New Jersey

51% 60% 10 Illinois, Indiana, Michigan, New York, Ohio,
Tennessee, Texas, Virginia, Washington

61% 70% 1 Minnesota

More than 70% 4 California, Louisiana, New Mexico, North
Carolina

Exhibit 3-10 shows the percentage of state-eligible children served by subsidies in April 1999.
(Because the size of the state-eligible populations changed in some states, it is not useful to describe
changes in the proportion of state-eligible children served in the two time periods.) Three of the 16
states that provided sufficient data (Illinois, Massachusetts, and Michigan) served over 30 percent of
eligible children. Six states served less than 20 percent of state-eligible children with subsidies.

Exhibit 3-10: STATE-ELIGIBLE CHILDREN SERVED

Percentage of State-Eligible Children Served With Child Care Subsidies From All Sources
April 1999

Percentage
of State-
Eligible
Children
Served

April 1999
Number of States States

Less than
20% 6

Indiana, Minnesota, New Jersey, New Mexico, Ohio,
Texas

21% 30% 7
Alabama, Louisiana, New York, North Carolina,
Tennessee, Virginia, Washington

31% - 40% 1 Michigan

41% 50% 1 Illinois

51% - 60% 1 Massachusetts

Data not available for California.

Exhibit 3-11 compares the percentage of federally-eligible children vs. state-eligible children who
receive subsidies in each state. The table shows that the difference in percentage served reflect, in
part, but not entirely, more restrictive eligibility guidelines in some states. These differences also
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reflect the overall amount of subsidy funding available, and the amount of funding that is allocated to
eligible children. In some states, a relatively lower number may be served, but payment rates to
providers may be relatively higher and co-payments required from parents may be relatively lower.

Exhibit 3-11: PROPORTION OF ELIGIBLE CHILDREN SERVED

Percentages of Federally-Eligible Vs. State-Eligible Children Served

60%

50%

40%

30%

20%

10%

0%

ALABAMA
MASSACHUSETII

NEW JERSEY ILLINOIS
INDIANA

MICHIGAN

% federal

NEW YORK
OHIO

eligible

TENNESSEE
TEXAS

II %

VIRGINIA
WASHINGTON

state eligible

MINNESOTA
IORTH CAROLINA' NEW MEXICO

LOUISIANA

Co-payments

A second major policy lever used by states is its co-payment policies the amount of the payment to
the child care provider that families are required to pay. In 15 of the 17 states in the study, co-
payments were set by family income and did not vary by the type or cost of child care. Exhibit 3-12
shows the co-payment levels for a family with one parent and two children, at two income levels: 33
percent of the state's median income and at 50 percent. The exhibit shows that, at 33 percent of SMI,
12 states required parents to pay 9 percent or less of their income toward child care costs. One
stateMassachusetts--required families to pay more than 15 percent of their income for subsidized
care. Families at the higher income-50 percent of SMIwere required to pay more toward child
care expenses. Six states required that parents contribute 9 percent or less of their income toward
child care. In contrast, four states required child care contributions that totaled more than 12 percent
of families' incomes. Finally, in three states, families at 50 percent of SMI were no longer eligible
for subsidies and therefore had to assume the full cost of care. (For details, see Appendix Table 3.9.)
(Please note that 11 of the 17 states allowed providers to charge fees to parents that exceeded the co-
payments. These practices are described in more detail in Chapter 5.)
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Exhibit 3-12: CO-PAYMENT BURDENS

Co-payment as a Percentage of Income at 33% and 50% of Monthly State Median Income
June 1999

Co-payment
as % of States
monthly at 33%
Income SMI States

States
at 50%
SMI* States

0% 2 California, Louisiana 1 California

0.1%-3% 1 Minnesota 0

3.1%-6% 4 Illinois, Indiana, New York,
New Mexico

3 Louisiana, Michigan,
Minnesota

6.1%-9% 5 Michigan, North Carolina,
Ohio, Tennessee,
Washington

2 New Mexico, North
Carolina

9.1%-12% 4 Alabama, New Jersey,
Texas, Virginia,

4 Illinois, Indiana,
Tennessee, Texas

12.1-15% 0 3 Ohio, New York, Virginia

More than
15.1%

1 Massachusetts 4 Alabama*, Massachusetts*,
New Jersey*, Washington

* Families are ineligible for subsidies at 50% of SMI and therefore those who use center-based care must pay
its full price, which is more than 15 percent of their income.

Although in some states co-payment levels were higher than the 10 percent of family income
recommended by advocates and others, even when prompted, few of the key informants interviewed
rarely saw co-payments as burdensome for families. (Please note that our key informants were not
always providers, were never parents of subsidized children, and did not necessarily have close
interactions with providers.) In fact, key informants from the majority of states in the study believed
that co-payments were not particularly onerous for most of the families receiving subsidies, nor did
child care providers experience much difficulty in collecting the co-payments. Many times, when
asked about issues related to co-payments, key informants remarked that collecting a co-payment
from a low-income family receiving subsidies was much easier than collecting the full price of care
from a low-income family that was not receiving any subsidies. (More information on co-payment
practices appears in Chapter Five.)

There were some important exceptions, particularly in states where families closer to the income
eligibility cut-off point were required to pay proportionately higher rates. This was the case in King
County, Washington, where the marginal rate of increase in co-payment for each dollar of income
above the federal poverty level is 47 percent. Key informants from local welfare offices in King
County described situations where families got better paying jobs, only to discover that their
contribution to child care costs had doubled or tripled. Some key informants in Illinois and
Massachusetts also believed that co-payments were high for families at the top of the income
eligibility scale.
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Exhibit 3-13 depicts the "notch" and "cliff' effects of the co-payment policies between these two
income levels. The "notch" effect describes the difference in percentage of family income that
parents must contribute toward child care expenses at the two points in time. In four states, families
at higher income levels were not required to pay a higher percentage of their incomes toward child
care. In fact, in Michigan, families at the higher income level contributed a slightly lower percent of
the incomes toward child care. Families in New York and Washington experienced a large "notch"
effect, in that their required contributions increased by 10 percent and 14 percent respectively when
they moved from the lower to the higher income levels. Finally, families in three states (Alabama,
Massachusetts, and New Jersey) experienced the "cliff' effect no subsidy assistance at all as they
moved to 50 percent of state median income.

Exhibit 3-13: CO-PAYMENT CLIFFS AND NOTCHES

Differences in Percent of Income Represented by Co-payments for Families at 33% of State
Median Income and 50% of State Median Income
June 1999

Difference
Between %SMI
at 33%SMI and

50%SMI
States

States

0%* 4 California, Michigan, North Carolina, Texas

3% SMI 2 Minnesota, New Mexico

4% SMI 3 Louisiana, Ohio, Tennessee

5% SMI 3 Indiana, Illinois, Virginia

10% SMI 1 New York

14% SMI 1 Washington

Cliff effect** 3 Alabama, Massachusetts, New Jersey

* Co-payments for families at 50% SMI in Michigan are 2% of SMI less than families at 33% SMI.
** Families at 50% of SNIT are no longer eligible and must assume the full price of child care without

subsidies.

Payment Rates

Another important way in which state policymakers can manage subsidy dollars is through the
manipulation of the maximum payments that providers may receive, also known as the payment rate.
(The state's contribution to the provider is the payment rate minus the individual family's co-
payment). Exhibit 3-14 provides summary information about the range of payment rates for one type
of care - full-time center care for three-year-olds. A full discussion of payment rates for different
types of care can be found in Chapter Five and the use of differential payment rates to support higher
quality is described in Chapter 6. Exhibit 3-14 shows that, after adjusting for child care labor costs,
13 of the 17 have maximum rates between $80 and $140 per week. Two states have adjusted rates
that fall above $140. (For details, see Appendix Table 3.10).
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Exhibit 3-14: PAYMENT RATES

Comparisons of State Maximum Payment Rates for Full-Time Center-Based Care for a Child
Age Three Adjusted for Differences in Child Care Labor Costs35

Adjusted Maximum
Weekly Rate Number of States Names of Counties and States

$60 to $80 2 Indiana, New Mexico

$81 to $100 6 Alabama, California, Louisiana, New Jersey, Tennessee,
Washington

$101 to $120 5 Illinois, Massachusetts, New York, Ohio, Texas

$121 to $140 2 North Carolina, Minnesota

Over $140 2 Michigan, Virginia

Key informants in several of the states believed that the payment rates were not sufficient to enable
families to have access to child care in some communities. Chapter Five provides a full discussion of
this issues, as well as issue related to providers' collection of co-payments from parents.

State policy decisions about the major policy leversbalancing the needs of TANF and non-TANF
families, other eligibility criteria, co-payment levels, and payment ratesgreatly affect the degree to
which families use subsidies and the types of care that they select. Another set of decisions, which
deal with how the policies are implemented, also greatly affects family decisions. The next two
chapters discuss major administrative decisions that affect who uses subsidies and which child care
providers they use.

35 For a discussion of how and why child care costs were adjusted, please see footnote 12 in Chapter 2.
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Chapter Four: Administering Child Care Subsidy
Systems after PRWORA

As we saw earlier, almost all of the states experienced tremendous growth in the use of subsidized child
care. Nevertheless, in most states, there remained more demand for subsidies from eligible families not
on TANF than could be met with the current resources. The dramatic growth in the numbers of children
receiving subsidies, coupled with the continued pressure of more families requesting subsidies than could
be served, posed some real administrative challenges.

The overall administrative challenge that states faced was how to absorb the great expansion in subsidy
funding, and, at the same time, move from a system where families connected to TANF were guaranteed
child care subsidies to a system where, under the federal law, no group had a guarantee of child care.
This chapter describes the ways that states and communities are implementing the subsidy policies
described earlier, the challenges that arise, and the strategies states and communities are developing to
meet those challenges. It addresses the following questions:

How have states and communities organized the administration of child care subsidies for TANF
and non-TANF families, including systems for determination and redetermination of eligibility?
How does the organization of the subsidy system affect families' ability to continue to receive
subsidies as they move from one eligibility category to the next?

What are some of the administrative challenges that states and communities face as a
consequence of increased growth in subsidies and flexibility in federal rules?

Summary of Findings

By 1999, almost all of the study states had consolidated the administration of child care
subsidies into one state agency. Only California maintained separate systems within two state
agencies.

For low-income families, regardless of TANF status, in the majority of study counties,
access to the subsidy system was through a single agency. In 11 of the 25 counties, non-
TANF families applied for subsidies at the TANF agency. Of those 11 counties, a small
number made the process easier for non-TANF families by allowing application and
reapplication by mail, rather than in person at the TANF agency. In ten other counties with a
unified local system, access to subsidies for all families was through a private organization, a
choice that reduced potential barriers for non-TANF families but that may have added
complexity to the lives of TANF families, who would have to deal with the TANF office for
benefits other than child care. In the remaining four counties, access to child care subsidies was
divided according to TANF status, posing challenges for families moving from one eligibility
status to another.

In most counties, staff responsible for determining eligibility for subsidies were child care
specialists rather than social workers. Ideally, this should mean that staff have the skills and
knowledge necessary to help low-income families make informed child care choices. However,
these specialists were not equally knowledgeable about child care, especially in some TANF
offices where social service staff were simply reassigned as child care specialists.
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The rapid expansion of child care subsidies initially made it difficult for states (or
counties) to predict demand accurately and to allocate funds appropriately. In states that
maintained separate budgets for families in different eligibility categories, the inability to
transfer funds across program categories exacerbated the problem. In some states with a unified
budget, after two years of experience with the new welfare law, key informants reported
increasing ability to distribute funds to counties in ways that reflected more accurately the
pattern of demand for subsidies.

At both state and community levels, the growth in subsidy programs has greatly strained
administrative capacity to administer them. Some states and communities experienced severe
staffing cuts just as subsidy programs expanded, which impeded their ability to administer
subsidies efficiently. The effects of insufficient staff were sometimes compounded by systems
that were inadequately automated.

State and Local Systems for Administering Child Care Subsidies

The Child Care and Development Fund requires that each state name a lead agency for the delivery of
child care services. Within the guidelines set out by the federal legislation, states are responsible for
budgeting decisions, setting and interpreting policy, determining the local systems and processes for
delivering subsidies, such as where parents will go to apply for subsidies and the methods by which child
care providers will be paid, implementing these processes, and monitoring and tracking the system. A
key decision at the state level involves determining the division of these responsibilities between state and
local governments or offices, including whether parts of subsidy administration can or will be turned over
to private agencies. In general, this division of labor is based on states' underlying governance structures
and ways in which social services are traditionally administered, including whether the state has a county-
based delivery and administrative system for social services. By spring of 1999, all of the study states
with the exception of California had consolidated the administration of child care subsidies within a
single state agency. Usually, though not always, the state agency in charge of child care subsidy policy
and administration also manages the TANF program.

State vs. Local Administrative System

Child care subsidies are administered within a context of existing systems for administering all social
services, which are most often based on state laws and traditions. One primary division is whether the
state has a statewide or county system for the delivery of social services. As Exhibit 4-1 shows, in ten of
the states in the study, all decision-making rests with the state agency and counties have little or no
latitude in either interpreting policies or shaping administrative practices. (The one exception is
Washington; although it is a statewide system, local offices have flexibility in designing and managing
some administrative processes.) In the seven states where the subsidy system is county-based, counties
are granted at least some decision-making authority. In many of them, the county is responsible for some
decisions about some administrative practices, such as staffing patterns and responsibilities, application
and reapplication procedures, payment approval procedures, and record systems.

California has a mixed system. For non-TANF families, the Department of Education has a state-
delivered system of subsidies and the Department of Social Services administers child care subsidies for
TANF families through its county system. The California subsidy system is complex and, for families
moving through and out of the welfare system, has three stages. Stage 1, which is managed by the
Department of Social Services and implemented by the local county offices, begins with a family's entry
into the Ca1WORKS program (the state's TANF program) and typically lasts until the recipient's
situation is stable, or if no funds are available in Stage 2. Stages 2 and 3 are administered by the
Department of Education through Alternative Payment programs, often by local Child Care Resource and
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Referral agencies, which have contracts directly with the state. Stage 2 serves CalWORKS families
whose situation has stabilized or who are transitioning from Ca1WORKS. Families leave Stage 2 when
Stage 3 or other CDE child care program slots are available, or when the 24-month time limit after
leaving cash aid expires.

In some states with county systems, such as Indiana and New York, the state sets subsidy policy and
counties control interpretation and administrative practices. In two states with county-based systems,
Texas and Virginia, a good deal of authority for developing policies as well as their interpretation and
administration rests or can rest at the county level.

Exhibit 4-1: SUBSIDY DELIVERY SYSTEMS

County- or State-Based Systems for Delivering Child Care Subsidies
June 1999

Statewide System County-Based System Mixed System

Alabama Indiana California
Illinois Minnesota

Louisiana
North Carolina
Ohio

Massachusetts Texas
Michigan Virginia

New Jersey

New Mexico

New York

Tennessee

Washington

10 states 6 states 1 state

Vouchers vs. Contracts

As required by law, in all of these states, families have access to child care subsidies in the form of
vouchers, which let parents use the subsidies in all legal forms of child care, provided that all of states'
certification requirements are met. (Certification requirements are described in Chapter Five.) In
addition to these voucher systems for child care subsidies, four of the study states (California, Illinois,
Massachusetts, and New Jersey) maintain a separate system of contracted care, in which the state, or an
individual county within the state, enters into an agreement with individual providers for a specified
number of subsidized slots. (By and large, providers that have child care slots that are not reserved by
the contract may also accept voucher payments for the unreserved slots.) This contracted system is
usually not an automated system and does not interact with the voucher system at the community level.
The contracted systems in the states in our studyapproximately half the subsidized care in California,
one-third in Massachusetts and New Jersey, and less than one-fifth in Illinoisare for the most part,
excluded from the discussion that follows.

Contracts work well for providers, especially for child care centers, since they reduce uncertainty about
whether available slots will be filled. Key informants in many areas believed that contracts were the only
way to enable centers to exist in low-income communities, so that families living there have a full range
of child care options. Obviously, if families were only offered care in contracted centers and did not have
access to vouchers, their choices would be constrained in a different way.
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New Jersey maintains two separate voucher programs for child care subsidiesWork First New Jersey
Child Care, for TANF and TCC families, and New Jersey Cares for Kids, for non-TANF income-eligible
familiesbut works effectively to blend the two and move money across the two funding pools as
needed.

Accessing the Child Care Subsidy System

Nationally, only a small proportion of families that are eligible for child care subsidies actually apply for
them. There are many reasons why a family might not apply: the family may be aware that there are
already local waiting lists for subsidies; the family may not need child care because the parent's work
hours coincide with school hours or another adult is present in the home to take care of the child; the
value of the subsidy may not appear sufficient to make applying for it worthwhile; the provider the family
is using may not be eligible for or interested in participating in the subsidy system; the family may be
ignorant of subsidies or their own potential eligibility; or the family may hesitate to apply for government
assistance. For those families who are hesitant to apply, a "user-friendly" system may help to break
down barriers.

At first glance, the most "user-friendly" approach would differ for TANF and non-TANF families. For
non-TANF families, it would be a system where applications were available in many locations and then
mailed to a local office. For TANF families, the most user-friendly system would enable families to
apply and maintain subsidy use through the same office where they must handle business related to their
cash assistance and other benefits.

States and counties, however, must balance the degree to which systems are user-friendly and the extent
to which they are cost-effective and limit fraud and abuse. For instance, the state may believe that it is
more efficient and likely to be more accurate when state eligibility workers fill in the application forms
and verify eligibility on-site, rather than rely on forms that are mailed. Therefore, it may require parents
to make an appointment with the eligibility worker rather than mail in an application. Similarly, states
that establish separate processes for eligibility determination for TANF and non-TANF families have to
deal with the increased complexity of the system.

There are three sets of related decisions when states are balancing "user friendliness" with efficiency and
accountability: (1) should there be one or multiple organizations to which low-income parents apply for
subsidies?; (2) to which local organizations should parents apply?; and (3) how must parents apply?

States are arrayed at different points on a spectrum of ease of access for families. At the farthest end,
having simplified the process, eliminated many of the distinctions between TANF and non-TANF
families and removed any lingering stigma, is Illinois, where all low-income working families (except for
those using contracted care) apply to a single non-government agency and can make the application and
reapplication by mail, if they so choose. At the other end of the spectrum is California, where
responsibility for subsidy administration is split between two state agencies and their county offices. For
families that have not been part of the welfare system recently or ever, access to subsidies is relatively
simple, since the Department of Education has historically administered subsidies for low-income non-
TANF families and continues to do so. For families making the transition from TANF, access to
subsidies is more complex, since it involves two different agencies and three stages in the transition, as
described earlier.

In between these two extremes are the rest of the study states, which have made different decisions about
efficiency and user-friendliness, or about which group of low-income families will drive the
administration of the system.
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In many of the study counties, the decision was made to lodge subsidy administration in a single local
office. In 11 of the 20 counties where this approach was used, access occurs through the TANF office, to
which all low-income families, regardless of status, must apply. This system works well for TANF
families but may discourage non-TANF families from applying. Four of the states have attempted to
eliminate this barrier by allowing non-TANF families to apply and reapply by mail. Below we provide
more detail on the administrative strategies used by states and counties.

Single vs. Multiple Points of Access

In 20 of the 25 counties, TANF and non-TANF families apply for subsidies at a single agency. In 11 of
these counties, the single office is the TANF office; in ten of them the single point of access is a non-
governmental agency under contract to provide these services. In the remaining counties,TANF and non-
TANF families apply to different agencies (Exhibit 4-2). The typical pattern in these counties is one in
which TANF families apply to the local TANF office and non-TANF families apply to a non-
governmental agency, frequently the local Child Care Resource and Referral (CCR&R) agency.

Exhibit 4-2: ACCESS POINTS FOR SUBSIDIES

Counties Using Single vs. Multiple Points of Access to Subsidies

Counties Offering Access to Subsidies Through Counties Offering Access to Subsidies
a Single Agency' Through Multiple Agencies

Mobile, AL Orange**, CA
Los Angeles, CA Riverside*, CA
Cook, IL* Ouachita, LA
Madison, IN Franklin, MA*
Wayne, MI Hennepin, MN
Itasca/Koochiching/Pennington, MN
Mecklenburg, NC
Alamance, NC
Johnston, NC
Union, NJ*
Dona Ana, NM
Luna/Grant/Hidalgo, NM
Orange, NY
Hamilton, OH
Hardeman/Fayette/Haywood/Lake/Lauderdale, TN
Marshall/Coffee/Bedford, TN
Shelby, TN
Harris, TX
Arlington, VA
King, WA

20 counties 5 counties
a

**

The agency may have several offices scattered across the county, in the case of larger counties.
Families using contracted care must apply at the centers or family child care networks.
Families using contracted care must apply through agencies offering access to voucher subsidies.

Privatization of Subsidy Services

In addition to deciding whether subsidies should be offered through a single agency or multiple agencies,
states or localities must determine which agencies should be responsible for administering subsidies. Of
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the 25 communities in our study, 11 provided subsidies to families exclusively through government
agencies (usually local TANF offices) while 10 others contracted with non-governmental organizations
(e.g., CCR&Rs, contracted child care programs, or other community-based organizations). Four of the
counties that offered multiple points of access to subsidies did so through a mix of non-government and
government agencies. Exhibit 4-3 summarizes these choices.

The decision about whether to use government agencies or private organizations to provide subsidy
services entails a set of tradeoffs. For example, most of the counties that use government agencies use
the TANF agency to determine eligibility for subsidies. Delivering subsidies through a TANF office can
create a tight link between TANF receipt and child care assistance, which can help ensure that families
receiving TANF learn about and have ready access to child care subsidies. It may also result in some
administrative economies of scale, since child care delivery is co-administered with TANF and other
public benefit programs.

Exhibit 4-3: HOW SUBSIDIES ARE ACCESSED

Whether Government Agencies, Non-Government Agencies, or a Mix of Government and Non-
Government Agencies Offer Subsidies
June 1999
Access to subsidies is
exclusively through

overnment agencies

Access to subsidies is
exclusively through non -
aovernment agencies

Access to subsidies is through
a mix of government and non -
aovernment agencies

Ouachita, LA Mobile, AL Orange*, CA
ltasca/Kochiching/Pennington, Los Angeles*, CA Riverside**, CA
MN Cook, IL* Franklin, MA
Wayne, MI Madison, IN Hennepin, MN
Dona Ana, NM Mecklenberg, NC
Luna/Grant/Hidalgo, NM Harris, TX
Orange, NY* Union, NJ
Alamance, NC Shelby, TN
Johnston, NC Hardeman/Fayette/Haywood/
Hamilton, OH Lake/Lauderdale, TN
Arlington, VA Marshall/Coffee/Bedford, TN
King, WA

11 counties 10 counties 4 counties
Families using contracted care must apply at the centers or family child care networks.

** Families using most contracted care must apply through agencies offering access to voucher subsidies.

States that choose to privatize may have more flexibility to expand staffing than would be possible if
application processes occurred through government agencies. They would also have the ability to
coordinate the child care subsidy programs more closely with other child care programs in the
community, such as CCR&R, and with efforts to expand the supply or improve the quality of care.

The 14 counties that use non-governmental agencies to provide subsidies, either as the only access point
for subsidies or as one of multiple access points, are examples of the potential advantages and
disadvantages of privatizing. For example, those private agencies usually specialize in child care services
and can provide expertise and experience in helping families choose providers. Moreover, the private
agencies are much less likely to have any stigma attached to them. On the other hand, the use of private
agencies exclusively may pose an additional burden for TANF families who have to travel to another
location, in addition to the TANF office where they apply for cash assistance, to apply for subsidies and
choose a provider.
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Finally, the four counties that use a combination of governmental and non-governmental agencies to
provide subsidies represent a mix of arrangements. For example, in Orange County and Riverside
County, California, TANF families apply for subsidies at the TANF office, while transitional and non-
TANF families apply for voucher care at Alternative Payment agencies under contract to the California
Department of Education (CDE). In Riverside County, families using providers under contract with the
CDE, however, must apply for subsidies directly at the contracted programs. In Orange County, families
using most contracted providers must apply at the CCR&R/Alternative Payment program. Franklin
County in Massachusetts, which also has both voucher and contract subsidized care, uses a similar
system. In Mecklenberg County, North Carolina, the private agency that manages the subsidy system is
considering outstationing a worker with a computer terminal at the TANF office to serve TANF families
who need subsidies. In Hennepin County, Minnesota, while TANF and transitional families must apply
at the TANF office, non-TANF families apply for subsidies at either the CCR&R or the TANF office.

Union County, New Jersey has perhaps the most flexible system. There, while the subsidy system is
managed under contract by a private CCR&R, TANF families may apply for subsidies either at the
CCR&R or through a CCR&R eligibility worker outstationed at the TANF office.

Application Processes

The ease of application and reapplication may be important factors in families' decisions to apply for
subsidies. For non-TANF families, the ease of application and reapplication may be an important factor
in their decision to apply for a subsidy. Exhibit 4-4 shows that, in nine of the study counties non-TANF
families have to apply for assistance in person, at the TANF office. In eight other counties, non-TANF
applicants must apply in person, but to another agency. In ten counties, the application can be by mail,
although the application may have to be sent to the TANF office. (Some counties are listed more than
once because there are varying practices within the same study area.)

In almost all of the study counties, TANF families were required to apply for subsidies in person, either
at the TANF office or at another agency. For non-TANF families, in-person application at the TANF
office is not a significant burden if it is part of the case interview. In eight counties, however, families
receiving TANF were required to apply, in person, at an agency other than the local TANF office.
Reducing the barriers for non-TANF families may complicate life for TANF recipients, who must still go
to TANF offices for other benefits.

If the application must be in person, the location of the office, and whether there are multiple locations,
becomes important. If the office is not in a central location or cannot be reached by public transportation,
it may be difficult for some families to use. In some rural areas, such as Luna, New Mexico, the local
TANF office has remote locations, and Washington also has local offices located throughout King
County. Some key informants also indicated that non-standard hours, allowing families to apply for child
care without taking time from work, were also important.

In 11 of the counties, redetermination of eligibility for non-TANF families can be done by mail; the
others require in-person application. In-person application, and reapplication, for working parents, can
be a real hurdle that mail application and reapplication eliminates. In Tennessee, eligibility for
Transitional Child Care is automatic, and does not require reapplication.
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Exhibit 4-4 APPLICATION FOR NON-TANF FAMILIES

Application and Reapplication Procedures for Non-TANF Families
June 1999

Application in Person Application in Person at Application by Mail Reapplication by
at TANF Agency Another Agency Mail

Wayne, MI* Mobile, AL Cook, IL** Cook, IL**
Itasca/Koochiching/ Orange, CA Ouachita, LA Ouachita, LA
Pennington, MN Riverside, CA Hennepin, MN Hennepin, MN
Hamilton, OH Los Angeles, CA Itasca/ Itasca/
Alamance, NC Madison, IN* Koochiching/ Koochiching/
Johnston, NC Franklin, MA Pennington, MN Pennington, MN
Dona Ana, NM Mecklenburg, NC Orange, NY Harris, TX
Luna/Grant/Hidalgo, NM Union, NJ Harris, TX King, WA
Arlington, VA King, WA Orange, NY
King, WA Hardeman/Fayette/ Hamilton, OH

Haywood Lake/ Hardeman/Fayette/
Lauder-dale, TN Haywood Lake/
Shelby, TN Lauderdale, TN
Marshall/Coffee/ Shelby, TN
Bedford, TN* Marshall/Coffee/

Bedford, TN*
9 counties 8 Counties 10 counties 11 counties

* Initial application to determine eligibility can be by mail. In-person interview required once eligibility is
determined.

** In Cook County, Illinois, TANF as well as non-TANF families can apply and reapply for subsidies by mail.

In those local communities where there are additional subsidy programs run by the local governments,
such as King County, Washington, there is yet another point of access for subsidies. In King County, key
informants at the local office indicated that, frequently, parents who called to apply for local subsidies
were ineligible for the local subsidy, eligible for the state subsidy, and needed to be referred to the state's
local welfare offices.

Staff Responsible for Determining Eligibility

Another aspect of "user-friendliness" is the expertise of the staff who assess eligibility for child care, and
often provide advice or referrals, if families have no existing child care provider. As the increases in
funding for subsidies have increased the use of subsidies, states and communities have been working to
ensure that staff have the skills and knowledge to help low-income families meet their child care needs.
As Exhibit 4-5 shows, fifteen of the counties in the study used child care specialist staff to assess
eligibility for subsidies for all families. (In King County, Washington, where local offices have some
latitude about staffing, some local offices used child care specialists, others used social service staff.)
Eight counties used child care specialists to determine the eligibility of non-TANF applicants, while
using social service staff to assess eligibility for TANF applicants at the same time they assessed
eligibility for other services. Only three counties used social service staff with all applicants; one of
the three is a very rural county where the caseload size would not justify the addition of a specialist staff
member.

While many counties that use the TANF agency as the point of entry for subsidies for some or all
families use child care specialists rather than the TANF caseworkers to assess eligibility, the expertise of
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these specialists is variable. In some counties, such as Alamance and Johnston in North Carolina, and
King County in Washington, decreases in TANF caseloads have allowed administrators to reassign social
service staff as child care specialists. Although these former social service staff understand the eligibility
criteria and other aspects of subsidy policy, they are not likely to be specially trained in child
development, or to be broadly knowledgeable about the local child care market.

Exhibit 4-5: STAFF DETERMINING SUBSIDY ELIGIBILITY

Use of Child Care Specialist vs. Social Service Staff for Eligibility Determination

Child care specialists Child care specialists Social service staff Social service staff
determine eligibility for determine eligibility for determine eligibility determine eligibility
all families non-TANF families for TANF families for all families

Mobile, AL Orange, CA Orange, CA Wayne, MI
Los Angeles, CA Riverside, CA Riverside, CA Itasca/Koochiching/
Cook, IL Ouachita, LA Ouachita, LA Pennington, MN
Madison, IN Franklin, MA Franklin, MA King, WA (some local
Union, NJ Hennepin, MN Hennepin, MN offices)
Dona Ana, NM Shelby, TN Shelby, TN
Luna/Grant/Hidalgo NM Hardeman/Fayette/ Hardeman/Fayette/
Orange, NY Haywood Lake/ Haywood/Lake/
Alamance, NC Lauderdale, TN Lauderdale, TN
Johnston, NC
Mecklenburg, NC

Marshall/Coffee/Bedford,
TN

Marshall/Coffee/
Bedford, TN

Hamilton, OH
Harris, TX
Arlington, VA
King, WA (some local
offices)

15 counties 8 counties 8 counties 3 counties

However, the degree to which this level of expertise is important was an open question for a number of
key informants. Throughout the study sites, key informants reported that the majority of families
applying for child care subsidies already had a child care provider in mind and did not need information
and counseling about child care selection. Similarly, only a small proportion of unsubsidized families
rely on child care resource and referral systems for help in selecting child care.

Changing Eligibility Status

Perhaps the most critical aspect of the administration of child care subsidies, from the family's
perspective, is how the system deals with a family's changing status, and whether the methods chosen
increase or decrease the risk that families moving from one category to another will lose their subsidies
although they remain eligible to receive them. In the counties in which access to subsidies is through a
single agency to which both TANF and non-TANF families apply, families are less likely to fall through
the cracks as they change status.

New Mexico provides an example of a system designed to be as seamless as possible. As families move
through four priority categories, the change in eligibility status is invisible to the family. Families are
approved initially for 12 months of subsidies before their eligibility must be redetermined. There is no
break in subsidy, nor need a family reapply as they move from training or job search to employment.
Similarly, if a family loses cash assistance because of increased earnings or because of time limits, they
need not reapply for a subsidy. They will need to go through the redetermination process at the end of the
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12-month certification period, but they will continue to receive subsidies as long as they remain income-
eligible and funds are available. Similarly, in Ohio, the state system switches families to other funding
streams to maintain child care assistance despite a change in eligibility status. A family that leaves
TANF, continues to work and is income-eligible would continue to get assistance without the need for
action on the family's part.

By contrast, Massachusetts is an example of those states with dual systems, where TANF families
initially access subsidies through the local welfare office but then must reapply for subsidies at a local
Child Care Resource and Referral Office. Informants believed that, for families, the reapplication to a
different agency in a new location, with different requirements, despite the fact that they maintain a high
priority for subsidies and are likely to receive them, increased the chances that they would lose subsidy.
In New Jersey, when families move from eligibility based on cash assistance to eligibility for Transitional
Child Care, key informants reported that families may lose the subsidy because caseworkers have
unintentionally closed the child care subsidy case at the same time they closed the cash assistance case.
This may be one reason why only 22 percent of families who are eligible for TCC actually receive it in
New Jersey.

Issues and Challenges for States and Counties

States and counties have faced a number of challenges as they implemented changes in the policies and
procedures governing child care subsidies. Below we discuss three that surfaced repeatedly in our
discussions with state and local staff and key respondents. They are: how to balance the increased need
for state control over the subsidy system with an increased desire for local autonomy; how budgets for
subsidies should be assigned; and capacity to deal with a growing system and increased demand. Each of
these issues is discussed briefly below.

Balancing State Control and Local Autonomy

Informants in some of the states, irrespective of the underlying delivery system, described increased
tensions that result from the rapid expansion of child care subsidies over the past two years. These
tensions are between the increased need for state control over subsidy policies and interpretation and the
increased need for local autonomy to meet specific local needs and build on the particular strengths of
local government.

Key informants in some states and communities described concerns that arose at the state level in the past
few years when the amount of funding for child care subsidies increased substantially, provoking a more
careful examination of the ways in which subsidies had been delivered in the past. These issues came up
more frequently, but were not limited to, cases where subsidies were administered by private
organizations.

An example of this situation is Alabama, essentially a state system with limited local authority over
administrative processes and with local subsidy administration privatized to child care management
agencies (CCMAS). As described by key informants, the state's child care administration reorganized in
1998 and, in the process, the state re-evaluated the ways in which the state worked with the CCMAs, as
well as its methods for making funding allocations to these agencies. Mobile County, Alabama, with its
active CCMA, had received more funding than it would have under the formula allocation, which is
currently being phased in so it will not result in local decreases in funding. Funding changes, as well as
the further codification of state and local roles and responsibilities in the delivery of subsidies,
conversions of payment systems, and the conversion to a different automated system have highlighted a
need for new working relationships between the state administration and local agencies.
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An example of a directly contrary trend, in terms of authority over subsidy programs, is Texas, where,
starting in the Fiscal Year 2000, almost all control over welfare policy and related services, such as
subsidies for child care, was being devolved to 28 regional Workforce Development Boards. Although
the Boards must adhere to some statewide rules and principles with respect to subsidies, they have
complete discretion to set priorities for subsidies, to allocate funds to different priority groups and to
determine provider fees and parent co-payment amounts. Similarly, in Indiana, virtually all services for
children and families are directed at the county level by local Step Ahead councils. The councils have
considerable control over the administrative procedures for the local delivery of child care subsidies. In
Indiana, some informants discussed the increased complexity resulting from 92 different county systems,
as well as difficulties related to oversight.

There were some states and communities in the study where there had been no recent changes and
informants did not identify tensions, yet either the county was afforded a relatively large degree of local
discretion, or the county was "ahead" of the state in some aspect of the delivery of services.

One example of this dynamic is North Carolina, where the state supervises the Subsidized Child Care
(SCC) program, but the SCC program and the Smart Start program are locally-managed. Smart Start, a
fully-funded program of grants to counties, is intended to fill important gaps in services for children
through age five. Smart Start funds are allocated to local partnerships that include representatives from
county institutions that serve children and families as well as parent representatives. Although the state
legislature has mandated that at least 30 percent of Smart Start funds must be used to fund child care
subsidies, and at least 70 percent of funds must be used to support child care (through subsidies and
quality initiatives), local Partnerships may dedicate more to subsidies and have discretion over the
allocation of the remaining funds.

Another example is Virginia, where counties may waive many aspects of state subsidy policy. Arlington
County operates under a set of waivers that are probably unique and certainly wider-ranging than others
in the state. For example, the county has developed its own co-payment policies and rate structure. It has
also developed its own family child care certification system, with stricter requirements than those the
state imposes. Arlington County's administrative system is more advanced than the state system and the
county also funds its own subsidy program, the Local Fee System Day Care Program, in which local
funds are used for families whose incomes are higher than the state's maximum eligibility cut-off.

In King County, Washington, in addition to the state subsidy program that is accessed through local
offices of the state welfare agency, there are two local programs designed to meet the needs of low-
income families with incomes just over the state eligibility maximum. One program, supported by funds
from the City of Seattle, is for residents of the city; the other is funded by the county for eligible families
who live outside the city limits.

Setting Subsidy Budgets

One key decision that states must make in setting subsidy budgets has been discussed earlier, namely
whether funds for TANF and non-TANF families should be blended or should remain as separate pools.
As we noted earlier, the inability to move funds across eligibility categories sometimes created a situation
in which there were insufficient funds for non-TANF families, and a surplus of funds for TANF child
care subsidies.

In addition to a consolidated subsidy program, in the majority of study states (12), there is also a unified
budget for subsidies to families in all three eligibility categories (TANF, Transitional Child Care [where
the program exists] and non-TANF, income-eligible families). Within that budget, families who are on
TANF or transitioning maintain priority status. However, five states maintain separate funding streams
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and budgets. In only one of these five states, New Jersey, can funds be moved from one budget category
to another (Exhibit 4-6).

In many states, and also at the county level, TANF funds are protected because of concerns that the likely
demand by TANF families for subsidies had been under-estimated. For example, in New York State,
some counties earmark subsidy money for their "guaranteed" population (TANF and TCC families)
because they are afraid of running out of money, in which case they would need to cover the cost of
subsidies for the populations that are guaranteed assistance with funding from other sources.

Orange County, California, has chosen not to protect funds, but the director of the subsidy program
worries that, if the county uses all of its allocation from the state, it will have to allocate county resources
for remaining families in the "guaranteed" categories. In other localities, as states and communities see
that the demand by TANF families is not overwhelming their subsidy budget, these concerns are being
allayed.

Exhibit 4-6: SUBSIDY FUNDING STRUCTURES

States with Unified Subsidy Pools vs. Multiple Funding Pools

States with Single Unified
Budget for All Families
Receiving Child Care
Subsidies

States with Separate Budgets
for TANF, TCC and Income-
Eligible Families; Ability to
Transfer Funds

States with Separate
Budgets for TANF, TCC and
Income-Eligible Families;
No Ability to Transfer
Funds

Alabama New Jersey California
Illinois Massachusetts
Indiana Louisiana36
Michigan Virginia
Minnesota
New Mexico
New York
North Carolina
Ohio
Tennessee
Texas
Washington

12 states 1 state 4 states

Key informants reported that the growth in the subsidy system and the difficulty of predicting accurately
the demand for subsidies by families in different eligibility categories made it hard for states to allocate
funds appropriately. However, after initial missteps, and with more experience under the new federal
welfare reform law, informants reported that states were doing better. For example, in Minnesota,
allocations for subsidies for non-TANF families were initially made so that, in some counties, there were
surplus funds while in others there were waiting lists. The state has since revised its allocation formula to
distribute funds to counties in ways that reflect more accurately the pattern of demand for subsidies.

36 Louisiana is moving to a more integrated system. While the two voucher programs currently operating will
continue, a new automated system will include participants in both programs and matching policies and
procedures will be implemented for both programs.
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A three-year period of instability in the Ohio state agency, that veteran staff are still working to
overcome, was characterized by wide swings in subsidy policies and funding levels, and attendant
problems with the allocation of subsidy funds. One year, counties would be grossly underfunded; the
next year, over-funded. Key informants in Hamilton County reported that the county was forced to
allocate county funds for the state's subsidy program to meet a funding shortfall, for which the state
reimbursed the county in the next funding cycle.

For counties in states that maintain separate budgets, the inability to transfer funds across program
categories can present problems. In California, Los Angeles County predicted that, for the 1999 fiscal
year, it would underspend its funding for Stage 1 child care by almost 50 percent; unfortunately, although
there was unmet demand for subsidies on the part of other low-income families, funds could not be
moved from the Stage 1 funding pool to another in order to ease the situation.

The different funding streams may be governed by different rules that create incentives to serve one
group more aggressively than another. In Minnesota, for example, counties are given a budget allocation
for non-TANF families, but can make payment claims for all eligible TANF and TCC families.

Capacity Issues

Staff Shortages

Both at state and community levels, the growth in staffing has not been commensurate with the growth in
subsidy programs. Indeed, some states experienced severe staffing cuts, just as subsidy programs
expanded. Key informants reported these trends in many of the study states and communities.

Since the advent of welfare reform, child care subsidy caseloads have increased in most counties while
TANF caseloads have decreased. Some states and counties have responded by hiring more eligibility
specialists to keep up with the increasing child care caseloads. Others, as we mentioned earlier, have
reassigned TANF workers as subsidy eligibility specialists. In a few of the study counties, the number of
subsidy eligibility staff has actually decreased since 1996.

For instance, in Michigan in 1997, the Michigan Family Independence Agency (FIA) and other state
agencies faced drastic personnel reductions that affected both state and local agencies. In Wayne County,
the staff of 20 responsible for subsidy policy implementation, interpretation and administration, was cut
to one. As a result, local FIA eligibility staff and child care providers have to communicate directly with
the state agency, which also experienced dramatic reductions in staffing.

In Indiana, in the summer of 1999, it appeared that Madison County might have to return to the state
some of its subsidy allocation even though there was a waiting list for subsidies, in part because of a lack
of local organizational capacity to administer the subsidies efficiently.

In Louisiana, where the state is committed to providing subsidies to all eligible families that apply,
because of staffing shortages in local offices, families had to wait up to six months to have applications
processed.

In Virginia, in the two years after PWRORA was enacted, there was a significant amount of unspent
subsidy funds, despite the existence of waiting lists in many counties. The state child care administrator
attributed this to ineffective local administration and inadequate staffing levels. (This was not the case in
Arlington County, which was well-staffed and had no waiting list). The state used some of the unspent
funds to increase the administrative allocation for counties, which seemed to have the desired effect; the
state reduced the statewide waiting lists from 10,000 in 1997 to 2,200 in January 1999.
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Adequacy of Record-Keeping Systems

Automated administrative systems are often critical tools for social programs that rely on a small number
of workers to serve relatively large numbers of individuals and families in an efficient and equitable
fashion. In child care subsidy programs, a number of functions can be automated including, for example:
determining eligibility and co-payment amounts; locating providers and available child care slots;
tracking and monitoring subsidy use; making and reconciling payments; linking state and local agencies
and offices; maintaining statistics on providers and families; and preparing reports to meet federal and
state mandates.

Throughout the states and local sites in our study, key informants discussed automation as an issue that
affects the overall capacity of the state and community to carry out eligibility determination, make
payments to providers, and monitor and track payments. In some cases, it was also discussed as a way to
make the procedures throughout the state more uniform. While automation has been an issue for some
time in many states and communities, increased pressure as a result of the substantial growth in the
numbers of families receiving subsidies has made these issues more critical.

One area where automation issues were in evidence in many of the states was in tracking the use of
subsidies. For instance, of the 15 states that submitted information to us on child care enrollments in
April 1997, April 1998, and April 1999, a substantial number had to rely at least in part on best
estimates, rather than on numbers generated by an automated system.

At the county level, almost all of the study counties had access to an automated administrative system
that performed some or all of the functions cited above, but the counties varied widely in the level of
system development. At the most advanced level, counties had access to systems that were
comprehensive in their capabilities and that linked databases across agencies and local and state offices.
Most of our study counties used systems that had a limited number of functions and/or limited ability to
link information across agencies and agency offices and/or limits to the types of providers covered by the
system. Some of those "partially" automated counties had systems that were incompatible across
agencies and across local and state offices of the same agencies. Finally, a few of our counties were still
using paper-based systems for all or most of their subsidy administration.

With some exceptions, state and county respondents indicated that automated systems helped with
subsidy administration. For example, in Tennessee, where a comprehensive statewide system was
recently implemented, broker agency respondents indicated that the system has greatly reduced
administrative burden and provider complaints, and has improved efficiency. In Harris County, Texas,
staff at the local child care subsidy management agency have relatively high worker caseloads of 400
families yet did not feel overburdened, in large part because of the effectiveness of the automated system.
Conversely, in some communities in which there were limited or no automated features of the
administration of child care subsidies, local agencies often strained under the weight of increased activity
since welfare reform.

Although many of the study counties had already been partially or totally automated by the time of the
1996 federal legislation, recent administrative changes have rendered those systems obsolete and even
burdensome. One example is Massachusetts, where previously separate subsidy systems have been
consolidated under a new state agency. Although an adequate automated system exists for voucher care,
contracted centers serving about one-third of families receiving subsidies use a paper system only. The
key informant from the Office for Child Care Services believes that it has limited management control
over the contracted centers and will not be able to complete consolidation into a uniform program until
the contracted centers are part of the automated administrative system.
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Another example is California, where two separate local agencies administer child care subsidy programs
depending on a family's TANF status. There, Riverside County is developing interfaces between the two
agencies' computer systems to allow for a smoother transition for families moving out of TANF but still
needing child care subsidies. The need for a comprehensive, integrated administrative system was
considered to be so important in Louisiana, key informants indicated, that child care program
consolidation is not proceeding until the new automated system is completed.

This chapter examined the operation of the subsidy system in states and communities as it affects the
families that use it. In the next chapter, we discuss the operation of the subsidy system with respect to
the types of care purchased and the providers that participate in it.
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Chapter Five: Providers and Subsidies

A goal of the Child Care and Development Fund is to support a wide range of care options for parents to
choose, as well as a basic level of quality. The anticipated pressure on the supply of child care created by
the expansion of subsidies raised concern that, increasingly, families using subsidies would turn to less
regulated forms of care for a number of possible reasons. Among these are: many providers might reject
subsidies because of inadequate payment rates and systems; families might feel pressured to choose less
expensive forms of care; or demand for regulated care would exceed availability. This chapter addresses
the first two of these issues, and Chapter Six discusses the third. More specifically, this chapter
describes variation in the distribution of subsidized child care by types of care in the study states, the
ways in which these distributions have changed in the period following the passage of PWRORA, and the
regulatory and subsidy policies and practices that may be partially responsible for differences in the
subsidy patterns. Chapter Six discusses the perceived changes in the supply of regulated child care in the
communities in the study and the role that key informants believe welfare reform and the expansion of
subsidies played in changes in supply.

Summary of Findings

Subsidies purchased different types of care, depending upon the state. In 1999, in some
states, less than 5 percent of children who received subsidies were in relative care compared with
more than 30 percent in other states. Center care served more than 70 percent of subsidized
children in five of the states and less than 40 percent in five of the states.

In the period following the passage of PWRORA, most states did not report a
substantially increased use of informal care. Changes in the proportions of the types of
care subsidized did not occur in a uniform pattern across states. For instance, five of the 13
states that reported sufficient data experienced drops in the proportion of subsidized care by
relatives, five experienced increases and three had no changes in the proportions. In many of
these states, use of center-based care remained the same. In a few states the proportion of
subsidized care occurring in centers dropped slightly.

Although families have legal access to virtually all types of child care, the extent of subsidy
and regulatory requirements imposed on legal providers differs by state and community.
Many states placed significant restrictions on access to non-relative child care in the child's own
home. As a result, in half of the states in the study, less than 1 percent of subsidized care
occurred in the child's home. Requirements for small family child care homes, relative
caregivers, and in-home care (where it is allowed) vary in stringency. Requirements for center-
based care also vary, and those states that impose less stringent regulations also tend to purchase
higher proportions of center-based care. The greatest variation in regulation is for small family
child care homes, which fall under the overall regulatory system in only some of the states.

In 11 of the 17 states, payment rates for child care were last adjusted in 1998 or between
January and June 1999; these rate changes were often, but not always, based on market
rate surveys that took place within 12 months of the rate change. Payment rates for relative
care, which are more difficult to set because such care is not part of the market in the same way
as other child care, were at least 80 percent of the full-time family child care rate in 10 of the 17
states.

In 12 of the 17 states in FY 1998, subsidy payments were made directly to all child care
providers. In the remaining five states, payments were made to parents for relative
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and/or in-home care. Providers also almost always collected parents' co-payments. Even
when prompted, few key informants reported issues related to collecting the co-payments,
especially compared to difficulties collecting the full fee from parents who did not receive
subsidies. Difficulties were more often reported in those states where providers were allowed to
charge parents more than the co-payment or where co-payments were a relatively large
proportion of families' incomes.

The relationship between subsidy policies and the proportions of each type of child care
subsidized was unclear, except, perhaps, in the case of in-home care, the use of which was
actively discouraged in some states.

Each of these findings is discussed in more detail below.

To place in context the information on provider issues presented in this chapter, it is important to
reiterate the numbers and types of key informants interviewed. Their number ranged from five in some
rural communities, to 25-30 in urban areas. They included staff from subsidy agencies, welfare agencies,
local child care resource and referral agencies, provider associations, child care quality initiatives, Head
Start agencies, and other organizations whose staff were thought to be knowledgeable about child care
issues for low-income families. In some instances, key informants included licensed center-based
providers and family child care providers who were knowledgeable about the subsidy system. Our
interaction with direct providers was limited to these latter situations and to cases in which providers
were the representatives of provider associations. It is important to caution that many of the issues
discussed here might be viewed differently by the community's child care providers.

Proportions of Types of Child Care Receiving Subsidies

Prior research on parents' selection of care indicates that parents choose specific types of care as the
result of a complicated decision-making process that takes into account accessibility, cost of care, and the
perceived quality of the arrangements. Some important factors include:

The child's age. Families with very young children often prefer to have their children in the care
of relatives or in home settings. Families with pre-school children tend to prefer group settings
that allow their children to interact with others and acquire school-readiness skills.

The hours of work. Families that work non-traditional hours or have unpredictable schedules
tend to use less formal types of care. This pattern appears to be the consequence of a lack of
regulated care that is available during these hours, as well as some parents' preference to have
their children cared for at home or in a relative's home on weekends, evenings, and during the
night.

Availability of different arrangements in the local area. Parents choose care from among the
arrangements that are available either near their home or their places of work.

Costs of these arrangements. The price of care is also a factor that constrains parents' choices.
For those low-income families who receive subsidies, this constraint is relaxed depending on the
value of the subsidy and the extent to which preferred caregivers are willing to accept the subsidy
and its attendant requirements.

The subsidy systems of the states in the study support very different patterns of types of care.
Presumably, some of the differences reflect state-level differences in family characteristics, labor
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markets, child care markets, and the degree to which states have rural areas. It is also reasonable to
assume that subsidy policies and practices themselves influence parents' decisions, even when all types
of care are eligible to receive subsidy payments. The nature of the data available for this report makes it
impossible to isolate the role that subsidies and subsidy policies play in shaping parents' selection of
care. Subsequent reports, drawing from the survey of 2,500 low-income families in the study
communities, will address these issues.

Overall Patterns

Exhibit 5.1 depicts the proportions of the different types of care supported by each state, and across all
states reporting data in April 1999 or for which estimates were available based on their recent reports to
the federal government. These numbers were provided by 14 of the states in the study, which were asked
to report on all of the arrangements that were paid for with all sources of funding used for child care
subsidies. Estimates were available from two additional states.37 We asked the states to be as precise as
possible and to indicate whether their reports were generated by their administrative systems, informed
estimates, or a combination of the two approaches.

Taking all of these accounts together, when all of the arrangements in all of the states are summed, 50
percent of subsidized arrangements in the 16 states were in centers, 23 percent were in family child care
homes, 20 percent were care provided by relatives, and 8 percent were in the child's home with care
provided by a non-relative.38 As the exhibit shows, the average proportions mask tremendous variation
among the states. For instance, in Michigan, 17 percent of subsidized arrangements were in centers and
64 percent were in either relative or in-home care. By contrast, 82 percent of arrangements in North
Carolina were in centers and 4 percent in relative care. (Only 0.2 percent of care in North Carolina was
in the child's home with a non-relative.) For detailed state information on the distribution and growth
rates of all types of care, see Appendix Tables 5.1a and 5.1b.

Changes in the Proportions of Care by Type

With the passage of the 1996 legislation, policymakers and others were concerned that welfare reform
would result in increasing numbers of subsidized children in unregulated forms of child care, which are
predominantly relative and in-home care. However, the states' reports of child care subsidy utilization by
type of care show that the anticipated general increase in numbers of subsidized children in unregulated
care was not evident in many of the states and communities in the study. The following section shows
that, in April 1997, the proportions of children in relative and in-home care differed by state. These
proportions grew in some states and shrank in others between April 1997 and April 1999.39

37 Although New Jersey and Virginia were able to report total subsidy usage, their automated systems were
unable to calculate types of care supported by subsidies on an average monthly basis. For these states, we
substituted estimates based on their FY 1998 ACF-800 report to the federal government on annual child care
usage. California was not able to report total child care subsidy usage. Key informants in California indicated
that its FY 1998 ACF-800 did not include child care subsidies that were delivered through the local TANF
agencies, and therefore the estimates do not accurately reflect the patterns of use of subsidized child care.

38 States were not asked to report the type of care by age of child and it is not clear whether the states served
different proportions of infants, pre-school and school-age children.

39 For this section, only states that reported child care subsidy utilization numbers for one or both years. We
therefore exclude New Jersey and Virginia, as well as California, from the Exhibits 5.2 through 5.5.
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Exhibit 5-1: TYPES OF CARE SUBSIDIZED.

Percent of Children Receiving Subsidies By Type of Child Care
April 1999

TOTAL

MICHIGAN

MINNESOTA

ILLINOIS

NEW YORK

INDIANA

WASHINGTON

NEW MEXICO

LOUISIANA

VIRGINIA*

MASSACHUSETTS

OHIO

NEW JERSEY*

TENNESSEE

ALABAMA

TEXAS

NORTH CAROLINA

0% 20% 40% 60% 80%

0 CENTER FAM CC 0 RELATIVE IN-HOME

100%

New Jersey and Virginia were unable to specify, for an average month, the types of care that were supported.
The proportions above are therefore derived from the state's annual report to the federal government (ACF-
800) of the types of care supported in an annual, unduplicated count. The most recent year these numbers were
available was for FY 1998.
A similar estimate was not possible for California because a significant amount of child care slots were not
included in their federal report on the types of care supported by CCDF (ACF-800), which was not the case for
New Jersey and Virginia.

Center-Based Care

The April 1999 data show that, in nine of the 14 states reporting data by type of care, more than 40
percent of subsidized children were cared for in child care centers. Exhibit 5-2 shows that, in four of the
14 states (Alabama, North Carolina, Tennessee, and Texas), over 70 percent of subsidized children were
in center care. Only three states (Illinois, Michigan, and Minnesota) had fewer than 30 percent of
subsidized children in centers. Appendix Table 5.2 shows that none of the 13 states that reported data
for April 1997 and April 1999 experienced a greater than 10 percent increase in the proportion of
subsidized children in center care. In three states (Illinois, Michigan, and New York), the proportion of
children in center care decreased by more than 20 percent.
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Exhibit 5-2: SUBSIDIZED CENTER-BASED CARE

Percent of Subsidized Children in Child Care Centers
April 1997 and April 1999

Percentage 1997 # of
Center States States

1999 # of
States States

15% to 20% 0 1 Michigan

20% to 30% 2 Michigan, Minnesota 2 Illinois, Minnesota

30% to 40% 3 Illinois, Indiana, New
Mexico

2 Indiana, New York

40% to 50% 1 Washington 2 New Mexico, Washington

50% to 60% 2 Louisiana, New York 1 Louisiana

60% to 70% 2 Massachusetts, Ohio 2 Massachusetts, Ohio

More than
70%

3 Alabama, North Carolina,
Tennessee

4 Alabama, North Carolina,
Tennessee, Texas

Data were not available for FY 1997 and FY 1999 for California, New Jersey, and Virginia.
Data not available in FY 1997 for Texas.

Family Child Care

As with other forms of care, the percentage of subsidized children in family child care homes also varied
greatly among the states in the study. Exhibit 5-3 shows that, in April 1999, four of the 14 states
reporting detailed data (Alabama, Louisiana, North Carolina, and Texas) had fewer than 15 percent of
subsidized children in family child care. Three states (Indiana, Minnesota, and New York) had more than
35 percent of children in family child care. Minnesota supported by far the highest percent of family
child care-56 percent of all subsidized arrangements occurred in family child care.

The proportion of subsidized children in family child care remained fairly stable between April 1997 and
April 1999 in 9 of the 13 states that reported data for both years. In the remaining four states, the
proportion of children using such care decreased by more than 10 percent in Alabama and Michigan, and
increased by more than 10 percent in North Carolina and Tennessee.

Relative Care

In the 13 states that reported child care subsidy usage data in sufficient detail in April 1999, the
proportions of subsidized children in relative care were almost evenly distributed along a continuum.
Two states reported less than 5 percent of children being in relative care (North Carolina and Tennessee)
and three states reported more than 30 percent of children cared for by relatives (Illinois, Michigan, and
New Mexico). Proportions for the remaining states fell somewhere in between the two extremes. For the
12 states that reported child care subsidy data by type of care for both April 1997 and April 1999, the
proportion of children in relative care decreased by more than 10 percent in three states (Alabama, North
Carolina, and Tennessee) remained relatively stable in four states (Indiana, Louisiana, Minnesota, and
New Mexico) and increased by more than 10 percent in five states (Illinois, Massachusetts, Michigan,
New York, and Washington.) (See Exhibit 5.4)
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Exhibit 5-3: SUBSIDIZED FAMILY CHILD CARE

Percent of Subsidized Children in Family Child Care
April 1997 and April 1999

Percentage
Family Child 1997 # of

Care States States
1999 # of
States States

5% to 10% 0 1 Texas

10% to 15% 4 Illinois, Louisiana, North
Carolina, Tennessee

3 Alabama, Louisiana, North
Carolina

15% to 20% 1 Alabama 2 Illinois, Michigan

20% to 25% 1 Washington 3 Massachusetts, Tennessee,
Washington

25% to 30% 3 Massachusetts, Michigan,
New Mexico

1 New Mexico

30% to 35% 0 0

More than
35%

4 Indiana, Minnesota, New
York, Ohio

4 Indiana, Minnesota, New York,
Ohio

Data were not available for FY 1997 and FY 1999 for California, New Jersey, and Virginia.
Data not available in FY 1997 for Texas.
Of child care occurring in a family home, Ohio's reports do not specify the percentage that occurs in a relative
home and the percentage in a non-relative's home.

Exhibit 5-4: SUBSIDIZED RELATIVE CARE

Proportion of Subsidized Children in Relative Care
April 1997 and April 1999

Percentage 1997 # of
Relative Care States States

1999 # of
States States

0% to 5% 1 Ohio 2 North Carolina, Tennessee

5% to 10% 4 Alabama, New York, North
Carolina, Tennessee

2 Alabama, Massachusetts

10% to 15% 2 Louisiana, Minnesota 2 Louisiana, Minnesota

15% to 20% 1 Washington 2 New York, Texas

20% to 25% 1 Indiana 2 Indiana, Washington

More than 30% 3 Illinois, Michigan, New Mexico 3 Illinois, Michigan, New Mexico
Data were not available for FY 1997 and FY 1999 for California, New Jersey, and Virginia.
Data not available in FY 1997 for Texas.
Of child care occurring in a family home, Ohio's reports do not specify the percentage that occurs in a relative
home and the percentage in a non-relative's home.

In-Home, Non-Relative Care

Six of the 14 states that reported child care subsidy data by type of care for 1999 reported utilization of
under 1 percent for in-home, non-relative care. (New Jersey and Virginia, not listed here, reported less
than 1 percent use of in-home care in their federal annual reports on child care utilization.) This low rate
of utilization is at least in part attributable to policies and practices related to the use of in-home care that
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will be discussed further in the next section. (See Exhibit 5-5 for proportions of subsidized care that
occurs in child's own home.) Of the remaining states, four reported that fewer than 10 percent of
subsidized children used in-home care (Indiana, Massachusetts, Minnesota, and New York), and four
reported over 10 percent of subsidized children using in-home care (Illinois, Louisiana, Michigan, and
Washington).

Exhibit 5-5: SUBSIDIZED IN-HOME CARE

Percent of Subsidized Children in In-Home Care
April 1997 and April 1999

Percentage 1997 # of
In-Home States States

1999 # of
States States

0% to 1%* 5 Alabama, New Mexico,
North Carolina, Ohio,
Tennessee

6 Alabama, New Mexico, North
Carolina, Ohio, Tennessee,
Texas

1% to 5% 2 Minnesota, New York 1 Minnesota

5% to 10% 2 Indiana, Massachusetts 3 Indiana, Massachusetts, New
York

10% to 15% 2 Michigan, Washington 1 Washington

15% to 20% 1 Illinois 1 Michigan

20% to 25% 1 Louisiana 2 Illinois, Louisiana
Not allowable (either explicitly or implicitly in these states.)
Data were not available for FY 1997 and FY 1999 for California, New Jersey, and Virginia.
Data not available in FY 1997 for Texas.

The different percentages of children in different types of care across the states in the study raises the
question of how these patterns relate to state regulations governing certification, payment rates, and
payment practices. The differences between subsidy and regulatory requirements are discussed in more
detail below.

Subsidy and Regulatory Requirements for Types of Care

One of the major principles of the Child Care and Development Fund is to provide families that receive
subsidies a choice of all legally-available forms of child care. These choices include center-based care,
family child care, relative care, and in-home care. However, the legislation also allows states and
counties, as a condition for receiving subsidy payments, to impose requirements on child care providers
who would otherwise be exempt from state regulation, such as church-based child care centers, relatives,
in-home providers and, in some places, small family child care homes. (We refer to the requirements
with which all providers must comply, regardless of receiving subsidies, as "regulatory requirements."
We refer to those additional requirements to which providers must comply as a condition of receiving
subsidies as "subsidy requirements.") In fact, the legislation requires that children in care paid for by
subsidies must be regulated in terms of the prevention and control of infectious diseases (including
immunizations), the safety of building and physical premises, and health and safety training. The states
are allowed, but not required, to exempt from these requirements care provided by relatives, and care that
is provided in the child's own home. For legally-exempt care, including care by relatives, many states
require otherwise unregulated caregivers to undergo self-certification or attest to the fact that these
requirements have been met. Some states choose to employ more stringent regulatory or enforcement
requirements, such as requiring proof of health and safety training or conducting home inspections to
determine environmental safety.

Abt Associates Inc. State and Community Substudy Interim Report 75



Therefore, while all states and communities in the study give subsidized families legal access to virtually
all types of child care, they differ in the extent and type of subsidy, regulatory, and monitoring
requirements imposed on providers. The level of requirements may account for some of the markedly
varied distributions of the forms of subsidized child care used among the states described above. Some
of the subsidy requirements that appear to limit families' effective choice relate to in-home child care.
Requirements for small family child care homes, including the requirements of both the subsidy and
regulatory systems, vary so greatly from state to state as to make comparisons of subsidy requirements
and their effects very challenging. States have a wide range of subsidy and other regulatory requirements
for these homes, which vary from self-certification and criminal records checks to quite intense training
requirements and monitoring.

Requirements for Centers

In most cases, states have established regulations for center-based care that fulfill the federal health and
safety requirements discussed above. In some states, there is a significant proportion of license-exempt
center-based care that is supported by subsidies. Many of these programs are located in churches and
other religious institutions. Other programs may be exempt from regulations because parents are
elsewhere on the premises while their children are in the child care arrangement.

The focus of the data collection in the states and communities was on subsidy requirements and how they
fit within the regulatory context. Several other organizations, such as the Children's Foundation and the
Children's Defense Fund, have developed state-by-state data on child care regulatory and monitoring
practices in the 50 states. These data show wide variation in the levels of center-based regulation. In
some states with relatively low levels of regulation (e.g., Texas, Virginia, North Carolina), relatively high
proportions of children are in center care supported by subsidies. In part, this might be the result of a
greater supply of center-based care in low-income communities in these states. In states where child care
centers can enter the market with a much lower investment of resources, there is likely to be a quicker
response to increases in the demand for care. (Some states, such as Massachusetts, also remain heavily
reliant on contracts with child care centers, which also directly influences the degree to which subsidized
families use these forms of child care.)

Four of the 16 states that reported data for April 1999 paid for child care subsidies in center-based
programs that were otherwise exempt from regulation. These states included Alabama, Illinois, Indiana,
and Minnesota. In these states, the proportion of center-based care in otherwise license-exempt care that
was supported by subsidies ranged from 6 percent in Illinois to 16 percent in Indiana.

Family Child Care Requirements

States establish requirements for family child care homes that receive subsidies, within the context of the
state's overall licensing and regulatory system, that vary greatly among the states in the study. A basic
difference is in the minimum size of family child care homes subject to the state's overall regulatory
requirements. Exhibit 5-6 depicts this difference. In three of the states (Alabama, Massachusetts, and
Washington), virtually all full-time family child care must be regulated, regardless of whether or not the
provider receives subsidies. At the opposite end of the spectrum, Louisiana and Ohio impose no
requirements on unsubsidized child care providers, unless they care for seven or more children. Further
complicating attempts at multi-state analysis, the state's underlying regulatory requirements range from
self-certification, to requirements for training, home inspections, and ongoing monitoring. The task of
multi-state analysis becomes even more difficult when subsidy requirements are then overlaid on the
states' regulatory systems. At a minimum, the federal CCDF law requires all otherwise unregulated
providers who receive subsidies to sign a self-certification that they will comply with minimum health
and safety requirements.
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As noted before, for non-relative family child care, all states must ensure that providers comply with
basic standards related to infectious disease prevention, the safety of the premises, and health and safety
training for caregivers. The minimum that states do in these areas for otherwise exempt family child care
givers is to require them to sign a self-certification form as a condition for receiving subsidies. For this
study, we collected additional information on regulation and monitoring that went beyond this basic
requirement.

Exhibit 5-6: SIZE OF LICENSE-EXEMPT FAMILY CHILD CARE HOMES

The Number of Children Allowed in Family Child Care Before Home is Subject to State Licensing
and Regulatory Standards (Not Including Relative Care)
June 1999

Number of Children Number of States States

0 3 Alabama, Massachusetts, Washington

2 3 Michigan, New York, North Carolina

3 3 Illinois*, Texas, Virginia

4 3 New Mexico, Tennessee

5
2 Indiana, New Jersey

6 1 Louisiana**, Ohio***

Children from only 1
family (not including
provider's own children)

2 California, Minnesota

*

* * *

In Illinois, family child care is license-exempt if the provider cares for three or fewer children (including the
caregiver's own) or the children from one family (not including the providers' own).
There are no family child care regulations in Louisiana. Individuals caring for seven or more children must
be licensed as a Class A or Class B Child Day Care Center.
If all children in care are under two years of age, then the maximum number of children in license-exempt
family child care is three.

It was difficult to make comparisons across states, given the differences in subsidy and regulatory
policies. To do so, we identified a prototypical family child care provider, unrelated to the subsidized
child, to see what was required of her (or him) in order to receive subsidies. Since, in some states, the
subsidy requirements were more stringent than regulatory requirements in other states, we focused on the
substance of the requirements, as opposed to whether their source was the regulatory or subsidy system.
Our provider offers full-time care in her own home for three unrelated children, or she is caring for the
children of one family (not including her own children). We investigated the requirements that this
provider must meet in order to receive subsidies, regardless of whether the specific rule originated in the
state's or community's overall regulatory policy or was only a prerequisite for subsidy receipt. We asked
about the following four issues: criminal background and/or child abuse registry checks, home
inspections and/or monitoring to ensure the safety of the premises and/or the practice of limiting the
spread of infectious diseases, health and safety training requirements beyond self-certification, and
requirements for child development training. We also asked these questions for subsidized relative care
and in-home child care.

Exhibit 5-7 shows that five states in the study (Illinois, Louisiana, Minnesota, New Jersey, and
Tennessee) imposed only one requirement on the prototypical provider; this was usually a criminal
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background and/or a child abuse registry check. Four of the states (Massachusetts, Michigan, New
Mexico, and Washington) had some version of all four requirements. In most of these states, our
prototypical provider was subject to the state's overall licensing regulations as opposed to the subsidy
requirements. The remaining seven states had requirements from either two or three of the categories.
(For detailed information on each of the states, refer to Appendix Tables 5.3, 5.4 and 5.5.)

Of the four states that required our prototypical provider to adhere to rules related to all four areaschild
abuse and criminal background checks, monitoring, health and safety training, and child development
trainingNew Mexico is the only state which includes these policies in its requirements for subsidies, as
opposed to its underlying regulations for all family child care homes of this size. In New Mexico, to be
eligible for subsidies, license-exempt providers must register with the Child and Adult Care Food
Program (CACFP). Relative caregivers who wish to receive subsidies must also register with the
CACFP. Relative providers in the child's own home were not eligible for subsidies in New Mexico in the
summer of 1999, but the practice of allowing such care was being piloted before it was introduced
statewide.

Exhibit 5-7: FAMILY CHILD CARE REQUIREMENTS

Number of Areas in which there are Requirements for Subsidized Family Child Care Providers
Caring for 3 or Fewer Children*:
a) Criminal Records and/or Child Abuse Background Checks;
b) Home Inspections and/or Monitoring;
c) Health and Safety Training;
d) Child Development Training

Number of
Requirements

Number of
States States

1 5 Illinois, Louisiana, Minnesota, New Jersey, Tennessee

2 6 Alabama, California, Indiana, New York, Texas,
Virginia

3 2 Ohio, North Carolina

4 4 Massachusetts, Michigan, New Mexico, Washington

* Including family child care providers taking care of children from one additional family.

New Jersey, which has only one requirement, differs from the other states in this group in that it requires
preliminary home inspections as a pre-requisite for subsidy receipt, whereas most of the others require
records checks. The Approved Home Process, considered an "extraction" from the process of being
registered, applies to relatives and non-relatives alike. At this time, approved home providers are not
cleared by the Child Abuse Record Information system, although regulated family child care providers
must be cleared.

Requirements for Child Care by Relatives

Relative and in-home caregivers must also comply with subsidy regulations in these four categories, but
in general they were subject to many fewer requirements than small family child care homes. Exhibit 5-8
shows that five states (Alabama, California, New York, Texas, and Washington) imposed none of the
four kinds of requirements on relative providers, and nine of the states imposed only one requirement.
Nine of the 17 states indicated that they require criminal background and/or child abuse registry checks
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for relatives as prerequisite for subsidy receipt. (For detailed state-level information, see Appendix Table
5.8.)

Requirements for In-Home Child Care

As with all other types of care, states are required to make this form of care available to families using
subsidies, but, as with other types of care, they also need to consider ways in which to safeguard the
health and safety of children who receive this care and to limit instances of fraud and abuse. In-home
care is a special challenge for states. In addition to issues relating to safeguarding quality when care
occurs in the child's own home, and ascertaining a reasonable and fair payment rate, in-home care
providers are subject to the Fair Labor Standards Act as domestic workers. The implication is that they
fall under minimum wage requirements and that their employers are subject to the social security payroll
tax as well as other employer responsibilities.

Exhibit 5-8: RELATIVE PROVIDER REQUIREMENTS

Number of Areas in which there are Requirements for Subsidized Relative Care Providers:
a) Criminal Records and/or Child Abuse Background Checks;
b) Home Inspections and/or monitoring;
c) Health and Safety Training;
d) Child Development Training

Number of Number of
Requirements States States

0 5 Alabama, California, New York, Texas, Washington

1 9 Illinois, Louisiana, Massachusetts, Michigan,
Minnesota, New Jersey, North Carolina, Ohio,
Tennessee

2 1 Indiana, Virginia

3 0

4 1 New Mexico

In the drafting of regulations for the Child Care and Development Fund, the Child Care Bureau did not
provide an interpretation of the law for subsidized in-home care. Rather, it referenced the law, and
pointed out that in-home care is an important form of care for families who have multiple children, very
young and school-age children, and/or non-traditional work schedules. In its comments on the
regulations, the Bureau referred state agencies to the local representatives of the federal agencies whose
role it is to implement the FLSA.

The states in the study took a variety of approaches to the treatment of in-home care and the
interpretation of the Fair Labor Standards Act in their policies and practices. Therefore, some of the
states and counties in the study, including Alabama, North Carolina, and Virginia, have required parents
who choose in-home care to agree formally that they will pay the difference between the subsidy rate and
the minimum wage, in essence making the cost of in-home care prohibitively high. In other states, such
as Ohio and New Mexico, certification of in-home care is legal, but policymakers are concerned about the
possible legal implications of subsidizing in-home care and therefore local caseworkers are instructed not
to allow it to be used. Other states have not instituted implicit or explicit policies to limit or eliminate its
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use. The degree to which a state's policies and practices discourage the use of in-home care probably
explains the fact that eight of the 16 states that reported data by type of care in 1999 reported either zero
or less than 1 percent of subsidized care in non-relative, in-home arrangements note that 8 of 16
includes New Jersey and Virginia.

Exhibit 5-9 summarizes requirements for in-home care in those nine states where such care is subsidy-
eligible and effectively allowed (i.e., where more than 1 percent of subsidized care occurs in the child's
own home with a non-relative caregiver). In general, this form of care is subject to the lowest level of
regulation, compared with other forms. Five of the nine states (California Illinois, Louisiana,
Massachusetts, and Michigan) have only one requirement in the four areas specified for this form of care.
Minnesota, New York, and Washington impose no requirements from these four categories. (For
detailed information, see Appendix Table 5.5.)

Exhibit 5-9: IN-HOME CARE REQUIREMENTS

Number of Areas in which there are Requirements for Subsidized In-Home Child Care Providers
a) Criminal Records and/or Child Abuse Background Checks;
b) Home Inspections and/or Monitoring;
c) Health and Safety Training;
d) Child Development Training

Number of Requirements
Number of

States States

0 3 Minnesota, New York, Washington

1 5 California, Illinois, Louisiana, Massachusetts,
Michigan

2 1 Indiana

Not applicable because in-home care is either explicitly or implicitly unavailable for subsidies: Alabama, New
Jersey, North Carolina, New Mexico, Ohio, Tennessee, Texas, Virginia

Certification Processes for Regulation-Exempt Child Care

Not only the subsidy requirements, but also the subsidy certification process for license-exempt family
child care and relative providers, varies greatly by the localities and states in our study. Some states,
such as California, Massachusetts, Michigan, and Tennessee, require at least some license-exempt
providers to appear at the eligibility office with the parent. (The Tennessee manual indicates that this
visit allows the child care eligibility workers to determine whether the caregiver is a "trustworthy
individual.") Other states, such as Illinois, Washington, and Texas, require parents to return a signed
self-certification providing assurances that the space is safe and absent of hazards, the provider is of age,
healthy, and has the means to respond to emergencies, including a working telephone. Key informants
had mixed opinions about the implications of the relative ease or difficulty of application processes.
Some believed that a greater number of steps required of license-exempt caregivers screened out those
who were not motivated to care for children, thus screening out potentially poor quality care. Others felt
that such requirements had the effect of excessively limiting parents' choices of child care by screening
out safe as well as hazardous child care.

Payments to Providers
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In addition to making decisions about the health and safety requirements and certifications for providers
to receive subsidies, state and local policymakers also must determine payment rates and payment
processes. Again, they must walk a balance. Their goals are to enable families to have a choice of
providers, yet be able to offer assistance to as many eligible children as possible under current funding
constraints. In addition, state and local policymakers must establish processes to ensure that subsidies
are paying for services actually being delivered, and that are not administratively cumbersome for either
the subsidy agent or the child care provider. The increased flexibility and funding that accompanied the
1996 federal legislation gave states and communities opportunities to address these issues. This section
describes payment rates, including those for relative and in-home care, co-payment collection practices,
and issues about payment systems.

Payment Rates

A major decision for state policymakers involves setting the maximum payment rates for different types
of child care programs in the various markets in the state. The Child Care and Development Fund directs
that payment rates must allow eligible children to have access to child care programs equal to that of non-
eligible children and regulations stipulate that states must base their rates on a market survey conducted
within two years. Previous federal child care legislation stipulated that states could receive federal
reimbursements for all child care payments that fell below the 75th percentile of the cost of care, as
documented by the market survey. Since that time, many states have continued to compare their payment
rates for specific forms of care in different communities against the 75th percentile benchmark. For some
forms of care, namely in-home and relative care, states and communities have experienced more difficulty
in determining the proper reimbursement rate. Each of these issues will be discussed further below.

With respect to payment rates, states and communities in our study fell into two categories: states where
the payment rates were last adjusted in 1998 or in the first half of 1999, and those that were last adjusted
prior to 1998. Exhibit 5-10 shows that 11 states had a rate adjustment in 1998 or by June 1999, and six
states made adjustments to their rates prior to 1998. (It is important to point out that at least two of the
states in the latter category, New York, and North Carolina, adjusted payment rates after the period
covered by this study; in other words payment rates were increased between June and December of
1999.) For some states, the rate adjustments drew on market rate surveys that occurred within the
previous year, but in other states, the adjustment was based on information that was several years old.

Exhibit 5-10: PAYMENT RATE INCREASES

Timing of Child Care Payment Rate Adjustments

When Payment Rate Last Number of
Adjusted States States

1998 or January-June 1999 11 Alabama, California, Indiana, Illinois, Louisiana,
Minnesota, New Jersey, New Mexico, Ohio,
Tennessee, Washington

Prior to 1998 6 Massachusetts, Michigan, New York*, North Carolina*,
Texas, Virginia

Adjustments were made between June and December of 1999.

Provider Rates Adjusted in 1998 or 1999
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Of the states that adjusted their rates recently, some did so as part of a routine process, others did so as
the last in a series of larger changes in the subsidy system. Examples of the latter include Illinois and
Washington, where it appears that payment rates were adjusted after a few years of experience with the
financial ramifications of major reforms in their subsidy systems. Illinois instituted a major payment rate
adjustment in January 1999, after consolidating all subsidies into one universal program and making a
commitment to serve all eligible families. The payment rate increased reimbursements for some child
care programs as much as 35 percent. However, despite significant increases, key informants estimated
that the new payment rates fall between the 50th and 75th percentile of the market, depending upon the
type of care and the area of the state. In Washington, rates were adjusted several times in 1999, as it
became clear that funding would be available to meet the demand for subsidies, to address areas where
payments were known to be inadequate such as for infant care. In the spring of 1999, information from
the 1998 market rate study for Washington was not yet available. Key informants acknowledged that
rates were still lower than optimal, but would not speculate on the percentage of the market that was
covered.

Some key informants from states that had instituted annual or biennial market rate surveys and payment
rate adjustments as part of their ongoing subsidy management processes saw inherent problems with this
practice. For instance, payment rates in Minnesota are adjusted every year, based on information from
the most recent market rate survey, which often occurs eight or nine months before the rate change. Key
informants in Minnesota described problems with this time lag, although it is relatively short in
comparison to time lags in other states. The time lag was a particular problem in Hennepin County,
where a tight child care market caused child care prices to rise in the time between the survey and the
adjustment. The discrepancy between the subsidy rate and the true market price of care was more
pronounced in some areas of the county, where prices were uniformly higher.

Provider Rates Adjusted Prior to 1998

In six states, rates were adjusted prior to 1998, and in some cases the adjustments occurred significantly
before that. For instance, payment rates in Massachusetts were based on a 1994 market rate survey. Key
informants estimated that the maximum payment rate was between the 55th or 60th percentile of the
current cost of care. In New York, the last market rate survey was conducted in 1994, but the state was
in the process of conducting a new survey in the summer of 1999.

Some of the states that had not adjusted payment rates since before 1998 had plans to do so in the near
future. In Tennessee and Texas, rate increases were planned for fiscal year 2000. North Carolina and
New York's rate adjustments were scheduled to occur in the fall of 1999.

In some communities, key informants expressed concern about the process for conducting the market rate
survey. For some, the issue was that the survey area included a variety of child care markets, so the
relative price of the maximum rate is higher in some areas and lower in others. Some key informants
questioned the way that the survey questions were worded or believed that some types of providers were
systematically excluded from the survey. Other concerns appeared to be more philosophical in nature:
for example, the price of care was lower than the true cost of quality care and, by surveying price, rather
than cost, the state was undermining "quality."

States and communities also differed in how they handled holidays, child absences, and vacation days. In
most of the states, payments were made for at least some of these days, but there were exceptions. For
example, in the rural counties in Minnesota (Itasca, Koochiching, and Pennington) providers were only
paid for the hours when a parent was working, participating in a state-approved activity, or commuting.
In one of these counties, eligibility workers compared a parent's employer-signed schedule of hours
worked with the provider's schedule of child care hours provided and adjusted payments each month
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accordingly. Similarly, Riverside County, California, compares schedules of child care hours against
work hours of parents who are in the TANF system.

Payment Rates for Relative and In-Home Child Care

One area of great debate among child care policy makers and other child care experts involves the
payment rates for relative and in-home child care providers. Unlike market rate surveys for formal child
care, states and localities do not have a clear way to determine fair and reasonable rates for relative care.
There is no "market" for relative care as there is for center care and family child care businesses: that is,
a "slot" in relative care is not generally available to the public; therefore, the price is not set in
competition with similar providers.

This conundrum was reflected in the interviews with many key informants. On the one hand, they wanted
to make sure that relative and in-home providers were adequately compensated, particularly if they were
foregoing other work to provide the child care. However, key informants feared that if the rate was "too
high," it would create incentives for parents to turn to relatives rather than other forms of care, as a way
to keep additional resources within the family unit.

With a few exceptions, states ultimately set lower payment rates for relative and in-home care than for
regulated family child care, but in 10 of the counties, the rate was at least 80 percent of the rate for full-
time family child care for a three-year-old child. Exhibit 5-11 shows that payment rates in 3 of the 25
counties were at least 90 percent of the rate for family child care. In four of the counties (Cook County,
Illinois; and the three counties from North Carolina), the relative payment rate was less than 50 percent
of the family child care rate. (For detailed information about rates, see Appendix Table 5.6.)

Exhibit 5-11: PAYMENT RATES FOR RELATIVES

Payment Rate for Full-Time Child Care by a Relative
As a Proportion of Rate for Full-Time, Licensed Family Child Care for a Three-Year Old Child

Relative Payment
Rate as Percentage
of Family Child Care

Rate
Number of
Counties Counties

Less than 50% 4 Cook, IL; Alamance, NC; Johnston, NC; Mecklenburg, NC

50 to 60% 3 Mobile, AL; Franklin, MA; Union, NJ

60 to 70% 5 Luna/Grant/Hidalgo, NM; Hamilton, OH; Shelby, TN;
Hardeman/Haywood, Fayette/Lake/Lauderdale, TN;
Marshall/Coffee/Bedford, TN;

70 to 80% 3 Ouchita, LA; Harris, TX; King, WA

80 to 90% 7 Orange, CA; Riverside, CA; Madison, IN; Hennepin, MN;
ltasca/Koochiching/Pennington, MN; Dona Ana, NM;
Orange, NY

90 to 100% 3 Los Angeles, CA; Wayne, MI; Arlington, VA

Co-Payments by Families
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The maximum subsidy payment rate is a combination of the family's co-payment and the state payment.
Some states allow providers to charge parents an extra fee in addition to the co-payment. This practice is
likely to occur either when there is a difference between the maximum payment rate and the amount
charged to non-subsidized parents, or when state payment practices do not cover absences, holidays, or
special fees. As Exhibit 5-12 shows, twelve of the states allow providers to charge more than the
maximum payments, while five do not allow this practice.

Exhibit 5-12: COLLECTING MORE THAN THE CO-PAYMENT

Whether Providers Are Legally Able to Collect Additional Charges Beyond the Co-Payment
From Subsidized Families

Are Additional
Charges Allowed?

Number of
States States

Yes 12 Alabama, California, Illinois, Indiana, Louisiana, Michigan,
Minnesota, New Jersey, New York, North Carolina
Tennessee, Virginia

No 5 Massachusetts, New Mexico, Ohio, Texas, Washington

Although the practice was allowed in some places and prohibited in others, virtually no key informants
had a clear impression of the extent to which parents were being asked to pay additional rates or fees.
The practice appeared to be a greater issue for families in communities where the state's maximum
payment amount was significantly lower than the true market price for child care. These gaps were either
in pockets of more expensive child care within a large area with relatively low subsidy rates or because
the rates had not been adjusted for some time. In Hennepin County, Minnesota, some parents were
required to pay as much as $60 or $70 a month in addition to their co-payment because of the
discrepancy between subsidy rates and the true market price for child care. Key informants
acknowledged that, even in states where providers could not legally charge more than the state's payment
rate, the practice still occurred.

In most states or localities, co-payments were collected by the child care provider. In a few areas, this
practice was monitored by the state, and providers had to indicate that the co-payment was collected each
month. In California and New Mexico, the subsidy agent collected the co-payment. In the states in
which co-payments were not closely monitored or collected directly by the subsidy agent, key informants
almost uniformly noted that providers were reluctant to report parents' delinquency in making the co-
payments if it meant that the subsidy would be cut off. For this reason, very little information existed on
the degree to which parents were or were not making co-payments and to which providers. However, key
informants in most communities did not believe that providers experienced much difficulty collecting the
co-payments. Typically, it was a greater problem with parents at the higher end of the eligibility scale
who had relatively high co-payments.

Issues Related to Payment Systems

In addition to the rates themselves, the accuracy and efficiency of payment systems greatly influence the
degree to which subsidy payments are acceptable to child care providers. In general, child care providers
operate with very limited cash flow. Even though most child care providers ask for prospective
payments from non-subsidized families, virtually all states pay retrospectively, placing a burden on
many small providers. Additional issues, such as a long interval between when care is provided and
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when payment is received, or a lack of authorization to provide care that results in a nonpayment, make
subsidies undesirable for some providers.

Issues with Payment Processes

In the many of the communities in the study, key informants believed that the payment process was now
working smoothly, although frequently there were discussions of payment issues in the recent past. In
most of these states and communities, it was standard practice to pay providers every two weeks. There
were more issues in communities that did not have automated payment processes, or in communities
where the expansion of the subsidy system meant that less technically sophisticated payment systems
could not match the increased demand. There were also issues when county offices suffered temporary
staffing shortages, as in Louisiana.

In some areas, especially those where families relied heavily on license-exempt forms of child care,
growth in subsidy use meant a greater number of new providers who were unfamiliar with the payment
systems and payment rules. Key informants in Hennepin County, Minnesota, saw this as being a major
cause of recent problems with the payment system. For some of the new providers, key informants
believed that the implications of receiving money from the state (such as the need to file federal and state
taxes) were not fully understood.

In counties or states with more than one subsidy agent and more than one system, key informants
reported more confusion. This was particularly the case in the California counties, where there were
multiple payment systems, many of which were relatively new. In Hennepin County, Minnesota,
providers who care for children from income-eligible families can be paid either through the County
Department of Social Services or through the CCR&R, depending on where the family accessed
subsidies. Confusion decreased when both subsidy agents in Hennepin County shared the same computer
system and could direct providers to the appropriate agent.

Problems involving communication between providers and subsidy agents were also sometimes reported.
In some communities, there was confusion about the period during which families were eligible for
subsidies. This appeared to be more often the case in areas where families were at greater risk of losing
their subsidies because of failure to report income periodically or when reapplication was necessary as
they moved from one eligibility status to another. In King County, Washington, providers did not receive
timely information about when the authorization period officially began; nor did they receive reminders
when families needed to return to the local welfare offices for recertification. Because of these and other
issues, the state was piloting a new automated system at the time of the study. In other communities, it
was the parent's responsibility to communicate to the provider the child's subsidy eligibility status.

Payments to Providers or to Parents

State subsidy payments can be made to the provider directly or to parents, who then pay the child care
provider. In the past, many providers reported problems receiving subsidy payments when parents were
paid by the state and then were supposed to reimburse providers. However, at this time, in virtually all
communities in the study, virtually all regulated providers were paid directly by the state. In five of the
17 states, families using relative and/or in-home care received the child care payment and were
responsible for reimbursing the provider. This was the situation in Washington and New York. In
Michigan, parents using in-home providers were given two-party checks. One reason that parents receive
payments directly for these types of care is because state policies reinforce that with the choice of these
types of care, the contractual arrangement is between the provider and the parent, as opposed to the
provider and the state. Therefore, the subsidy payment would most appropriately go to the parent.
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This chapter and the one that preceded it examined the operation of the subsidy systems in states and
communities. The policies, practices and requirements that states and communities adopt with respect to
subsidized care affect the degree to which subsidized families have access to the existing local market.
Even if subsidies allow families more choice, by removing or reducing some of the cost constraints, their
choices are still limited to the types and quality of care available, in their communities. The ways in
which the states and communities in the study try to influence the supply and quality of care available in
local markets is the subject of the next chapter.
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Chapter Six: Addressing Child Care Supply and
Quality Issues

Among the concerns of child care advocates about the effects of welfare reform was whether the supply
of child care would be adequate to meet the needs of the anticipated influx of TANF recipients, and
others who were now receiving child care subsidies, into the labor force, both in terms of the absolute
amount of care available and the quality of the care. This chapter deals with these two related topics:
perceived supply problems in states and communities and the nature and extent of state efforts to
improve both the supply and the quality of existing care. It addresses the following questions:

How has growth in the use of subsidies affected the supply of care? Are there types of care that
are in short supply?

What kinds of investments are states making in quality improvement and supply enhancement?
How are quality funds allocated and how is the allocation strategy decided upon?

What kinds of initiatives are funded with quality funds? To what extent are these initiatives
focused on care for low-income families vs. child care generally?

Summary of Findings

While state and community informants believed that parents entering the workforce were
generally able to find child care and they did not see the anticipated effects of welfare reform
on the supply of regulated care, in many instances they reported on long-standing shortages in
supply. Reported shortages were often in low-income neighborhoods or in types of care used
more heavily by low-income families. Informants adduced indirect evidence (e.g., that TANF
clients were not being exempted from work requirements because of inability to find child care),
rather than direct evidence gathered from parents, to support their conclusion that the supply of child
care had been adequate to meet the increased demand. Shortages in the supply of regulated care were
reported, especially in low-income neighborhoods, for specific populations (e.g., infants and toddlers,
children with special needs), and to accommodate unorthodox work schedules.

Pressures created by a strong economy, rather than those exerted by welfare reform, were
blamed for shortages in the supply of child care. In at least four major urban counties, jobs
created by a strong economy placed dual pressures on supply, by drawing child care providers into
better-paying jobs while simultaneously increasing the demand for child care on the part of families
at all income levels.

While there is wide variation in states' investments in child care, those investments, and
states' discretionary spending on quality and supply enhancement, increased substantially
over the last two years. While states with the highest per child spending spent five times as much
as states with the lowest, even those states with the lowest per child spending had more than doubled
their investment in quality enhancement initiatives over the period 1997 1999

In most states, funds for quality initiatives are allocated at the state level, and are used for a
wide variety of programs and activities, most of them small in scope. While the public may be
involved in the planning process, for the most part, decisions about the use of quality enhancement
funds are made at the state level. With the exception of some statewide efforts to improve licensing
and monitoring activities, or to support the work of CCR&Rs, quality enhancement funds are used to

Abt Associates Inc. State and Community Subsidy Interim Report 87

:93



address a variety of needs identified by specific communities, and often fund quite small efforts.
There was little evidence of their use to put into effect a centralized strategy to attack problems of
supply and quality.

Few initiatives were identified that targeted child care used by low-income families. Quality
monies are broadly rather than narrowly-targeted and only occasionally aimed at increasing supply in
low-income communities specifically, or targeting the license-exempt providers used
disproportionately by low-income families. (This is keeping with federal law in that the quality set-
aside funds are directed to increase the supply and improve the quality of care in general and not
specifically for low-income families.)

Efforts to stimulate supply may not result in increased supply, but may simply counterbalance
attrition cause by strong market forces, particularly among family child care providers. It was
unusual for states or communities to have evidence of an increase in supply that took into account the
corresponding attrition. Where this evidence was available, it suggested that efforts to increase
supply may simply succeed in maintaining constant the number of child care slots available.

Shortages in the Supply of Child Care

The discussion that follows is based on interviews with a large number of respondents at both the state
and community levels and reflects their perceptions about the adequacy of and gaps in the supply of child
care. These perceptions are rarely supported by evidence gathered from consumer or employer surveys.
In subsequent reports we will address questions about supply through analyses of data on licensed care,
collected from CCR&Rs, and data on parents' difficulties in finding the type of care they want and
reasons for choosing specific types of care, drawn from the Community Survey which was described
briefly in Chapter One.

The questions posed to respondents at state and local levels investigated problems in the general supply
of care, as well as gaps in specific types of care, and, in particular, whether supply problems created
barriers for low-income parents who were working or in school. States have, for some years, wrestled
with the kinds of problems discussed here, and the overall sense among our respondents was that welfare
reform had not, on the whole, created the kinds of supply problems that had been envisaged.

Without addressing the quality or stability of the care used, most respondents noted that families leaving
welfare for work, as well as other low-income families, were able to find child care that supported their
work-related needs. As an example of the ability of the child care market to meet increased demand by
low-income parents, a key informant in Harris County, Texas, noted that, when parents on TANF with
four-year olds were required to participate in work activities (earlier they were exempted) an additional
7,000 TANF clients who were required to work found child care, with no reported problems. In other
counties, a similar point was made, that few if any exemptions from work requirements had been granted
to TANF clients on the basis of their inability to find child care. However, we should note that
informants were not asked whether TANF clients were routinely informed about their protection from
sanctions, if they had a child under 6 and were unable to find child care. In Louisiana and Massachusetts,
key informants reported that the increase in subsidy funds generated new child care providers and child
care slots as well as increased demand.

While one pressing concern for TANF and other state administrators (that families might be prevented
from entering the workforce because of inability to find child care) has not been realized, evidence from a
recently-completed survey of child care consumers in Massachusetts suggests that low-income families,
in particular, may be forced by the costs of other forms of care, or the types of care available in their
communities, to rely on informal care arrangements. The survey showed that almost half of low-income
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working families used informal care arrangements compared with less that one-quarter of families with
annual incomes over $80,000. While some irreducible portion of these families may genuinely prefer
relative care for infants, for example, or have work hours that do not coincide with those of center-based
care, the difference in the two groups is probably attributable in part to the greater ability of middle-class
parents to find and afford regulated care.

In four major urban communities (Cook County, Illinois, Wayne County, Michigan, Orange County,
California, and Hennepin County, Minnesota) where respondents identified a general shortage of child
care, it was attributed to the strong economy, rather than the pressure of welfare reform. The jobs created
by a strong economy put pressure on the supply of care in two ways: by increasing the general demand
for care, by families at all income levels; and by drawing child care staff and family child care providers
out of child care and into better-paying jobs. In California, the class-size reduction initiative, a state-wide
mandate to reduce class size in the public schools that requires hiring additional teachers, has enticed
many qualified early childhood staff into the elementary schools, and much higher-paying jobs.

The shortage of regulated care seemed acute in Cook County, where a recent needs assessment study
reported that, of children in working families who are eligible for child care subsidies, only 18 percent are
being cared for in full-day licensed facilities. Eleven critically-needy neighborhoods were singled out in
the report as having the fewest regulated child care slots available, and in which only 6 percent of
subsidy-eligible children were receiving care in licensed facilities.

In other counties, respondents suggested that the shortages were more acute in low-income pockets of the
county, especially in center care. In Hennepin County, informants suggested that this type of shortage
may be related to the inability of centers in low-income areas to survive economically. Unless most of
the child care slots in these centers are subsidized, low-income families probably cannot afford the center
fees. To survive over a number of years, some centers need assurance that a sufficient number of slots
will be subsidized, a need met by the system of contracted care that continues in California, Illinois,
Massachusetts, New Jersey and New York.

Shortages in Specific Types of Child Care

Respondents in almost all the study counties described chronic shortages in certain types of regulated
care: care for infants and school-age children; care for children with special needs; sick child care; and
care during non-traditional hours and holidays.

The most frequently reported shortage was in care offered for non-traditional hours, i.e., evenings, nights,
weekends, holidays, as well as care that accommodates variable and swing shifts. For families leaving
welfare, and for other low-income families, this is often the kind of care that their work schedules require.
Key informants reported that efforts by centers to offer care during non-traditional hours, particularly
those open 24 hours, have often been unsuccessful. In Indiana, North Carolina and New Jersey, for
example, centers that offered extended-hours or 24-hour care could not attract families. In other
communities, centers have not responded to incentives offered for the provision of care during non-
traditional hours. Corporate Hands, a Texas business collaborative to help provide child care for
employees, set up a 24-hour child care facility in a Houston hospital for children of the hospital staff, but
it was not used. Parents explained that they "didn't want their kids spending the night in an institution."

There were a few exceptions: in Los Angeles, at least one center successfully offered care until 9 PM and
on Saturdays (normal center hours are 6AM to 6 PM, weekdays only). The center is one of nine pilot
sites offering non-traditional child care hours at schools that have adult skill centers. As a result of the
child care pilot effort, the schools have seen a large increase in enrollment at the skill centers. A center in
rural Minnesota was able to offer 24-hour care to accommodate parents who worked swing shifts because
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it received foundation support and was not completely reliant on subsidies and parent fees. Without such
support, the demand was not sufficient to cover the center's expenses, at the fees they would need to
charge.

The perceived gap in supply was almost as great for regulated infant care. Fourteen of the 25 counties
reported a shortage of infant care, regardless of family income. One state, New Jersey, reported success
in creating significant numbers of new infant/toddler spaces. Stimulated by New Jersey's Work First
requirement that a parent must be employed or engaged in work activities when her baby is 12 weeks old,
the effort created 3,500 new spaces for infants and toddlers in a year. Although the net gain in spaces is
likely to be less, because of the attrition of existing providers or slots over a year, this appears to be a
substantial increase.

Care for children with special needs is perennially in short supply and any increase in demand is less
attributable to welfare reform than to the increasing numbers of children with behavioral problems and of
children with asthma and other chronic illnesses that require careful management. Key informants
mentioned this as a specific need in only eight counties, however, it is likely that other informants would
have indicated it as a need if specifically prompted or if a different key informant had been interviewed.

In most counties, school-age care was not identified as a problem although, for parents who work during
school hours, care during school vacations was sometimes scarce. In addition, in Union County, New
Jersey, where respondents identified a shortage of school-age care, they noted that this scarcity became
more pronounced in low-income communities when work participation requirements rose to 35 hours a
week, making it impossible for parents of school-age children to fit their work schedule into school hours.

A small number of counties specifically identified a shortage of care for sick children (i.e., mildly ill
children); however, like care for children with special needs, this has been an area of shortage for some
time, and probably exists in other communities.

As we noted earlier, most of our informants based their response to questions about child care shortages
on personal observation and informal reports from parents, provider groups and others. In three of the
counties -- Riverside and Orange in California and Cook County, Illinois responses were based on
recent needs assessment studies. What was striking in these cases was that the studies pinpointed both
the specific types of care in short supply, and neighborhoods or areas within the county with gaps in
supply, allowing them to target efforts to increase supply quite specifically.

State Investments in Supply and Quality Enhancement

There are many ways in which states can influence the quality of child care. The first, and most obvious
is through the licensing and other regulatory standards they impose on providers and the extent to which
they monitor adherence to those standards. These standards set a floor on the quality of regulated care in
the state, but have little effect on unregulated care. Some states encourage providers to move beyond the
basic level of quality through a tiered reimbursement system. In such a system, providers who can
demonstrate adherence to a higher set of quality standards receive higher rates of payment for state-
funded children. If providers use the same rates for other children, the increased cost may put higher-
quality care out of reach for many families that are ineligible or eligible but not receiving subsidies.

The second type of major investment that states make is in preschool education, either by allocating
funds to Head Start or by funding a state preschool program, as many states now do. These investments,
while they are important are not the subject of this discussion. The regulation of providers who receive
subsidies was discussed briefly in Chapter Five. State investments in Head Start and preschool will be a
topic of a later report. This discussion looks at the additional efforts to support quality and enhance
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supply that are mandated by the CCDF and that, in many instances, continue initiatives already begun by
the states.

States must set aside a minimum of 4 percent of their CCDF block grants for expansion and to improve
child care quality. Many states have opted to commit additional state resources for these purposes and,
as Chapter Two showed, these investments have increased over time. Quality set-aside funds may be,
and usually are, used to expand supply and improve quality for all children, regardless of family income.
Exhibit 6-1 shows states' per capita spending on quality improvements for FY 1998.4° The table shows
wide variation in the levels of state investments for the 15 states that reported financial data; Minnesota,
with per capita spending of $15.53 spent more than three times the amount per capita that the states at
the lower end of the table spent. This reflects a one-time increase in 1998 in response to welfare reform.
Ongoing spending is closer to $9.32 per child. These differences are not explained by differential
investments in preschool programs. Although several states with lower per capita spending on quality
also invested in preschool programs (a notable example being Ohio, with a heavy investment in Head
Start), all of the states at the top of the table also invested in state preschool programs.

Exhibit 6-1: EXPENDITURES ON QUALITY IMPROVEMENT

Per Capita Spending on Quality Improvement and Supply Enhancement*

State
Adjusted Expenditures

per child State
Adjusted Expenditures

Per Child

Minnesota $15.33 California $7.56
Massachusetts $13.08 Alabama $7.43
Illinois $12.45 Ohio $5.48
North Carolina $9.70 Michigan $5.31
Washington $9.29 Texas $5.11
Indiana $9.10 Virginia $4.65
Louisiana $8.79 New Mexico $4.52
Tennessee $7.78

Data were not available for New York and New Jersey.

Allocating Expansion and Quality Funds

In the majority of the 17 states, planning for the use of quality monies and the allocation of quality funds
occurs at the state level. This is not to suggest that there is no local input into the plans. Many of these
states engage the public in the planning process through public hearings and wide circulation of draft
plans for public comment. In addition, in states such as Minnesota, where a substantial portion of the
quality funds goes to CCR&Rs across the state, these local entities are charged with setting priorities for
the use of the funds and distributing some of the money in the form of small grants to other local
institutions. In three states, a portion of the quality money is allocated at the state level, but allocation of
the larger portion is done at the local level, by a local advisory board. In two states, responsibility for

40 The denominator for the estimates of per capita spending on quality is a simulation estimate by the Urban
Institute of children aged 0-12 (and children on SSI through age 19) with parents working outside the home.
The estimates of per capita spending have been adjusted by the relative labor costs of care in each of the study
states.
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allocating quality money is completely locally-controlled.'" Exhibit 6-2 shows where responsibility for
the planning and allocation of quality improvement funds resides.

Exhibit 6-2: ADMINISTRATION OF QUALITY FUNDS

Responsibility for Planning and Allocation of Quality Improvement Funds

State plans and allocates
funds

Responsibility for planning
and allocation of funds is

divided between states and
communities

Responsibility for planning
and allocating funds is at the

local level

California Indiana Alabama
Illinois Ohio Texas
Louisiana
Massachusetts
Michigan
Minnesota
New Jersey
New Mexico
New York
North Carolina
Tennessee
Virginia
Washington

The outcomes of these planning processes were quite similar across all of the study states. With the
exception of some efforts at the state level, such as an automated registry system for family child care
providers, or licensing system improvement, most of the quality funds were disbursed among many small
projects, using a variety of different strategies, and with widely differing goals, to address local needs.

Use of Quality Funds to Improve Quality and Increase Supply

States and communities address several different problems with dollars for quality improvement. First,
they are concerned with the quality of existing, regulated facilities and providers, and the perceived career
opportunities for providers; secondly, they have identified gaps in some types of child care. In some
places, the perceived gaps may be in the general supply of licensed care. Even if the general supply is
sufficient at a specific time, the steady attrition of licensed family child care providers means that
constant efforts must be made to refresh the supply or find a way to stem attrition. In addition, most
states and communities believe there are shortages in care for specific populations, for example, care for
infants, toddlers and school-age children, for children with special needs, or for children whose parents
have irregular or unusual work schedules. Given the reality that a substantial portion of child care is
provided in informal settings by relatives or friends in their homes or the children's own homes, some
states are concerned about how to enhance the quality of this type of care Finally, another concern for
states is the extent to which parents know how to find appropriate care or what they should be looking for
in a care arrangement.

They address these issues in a variety of ways that they hope will directly or indirectly affect the quality
of care. To improve the quality of existing facilities, states and communities may: provide grants and
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loans to improve facilities; offer free or reduced cost training for providers and child care staff; offer
financial incentives for providers who complete degree courses or achieve certification or accreditation;
provide non-financial resources and professional development activities, e.g., technical assistance,
hotlines, newsletters, provider associations, networks or registries.

To increase the general supply of licensed care, states and communities may offer grants or loans for
start-up and/or recruit and train new providers and guide them through the licensing process. To increase
and improve the supply of care for specific populations, they may offer specialized training for providers
and/or bonus or incentive payments for providers who agree to provide off -hours care or care for children
with special needs, for example.

To inform consumers, most states provide some funds to Child Care Resource and Referral agencies.
They may also undertake public education campaigns. To reach out to informal care providers, states
and communities may fund efforts such as toy lending libraries, distribution of health and safety kits or
provision of training in child development.

Most states fund a wide variety of these activities through small grants, and usually allow individual
communities to select activities and programs that meet their unique needs. For example, a community
where most of the low-paying jobs are in industries (hotels, hospitals, etc.) that require off-hours work
may choose to focus on increasing the supply of that kind of care. Another community, faced with a large
influx of immigrant families, may need to find ways of developing culturally-appropriate and acceptable
care for several disparate groups. Below, we describe the kinds of activities supported by quality funds
and provide illustrative examples. Although we discuss quality enhancement and supply-building
initiatives separately, in truth there is no clear distinction many of the initiatives discussed below serve
both ends equally.

Enhancing Quality

As noted above, states and communities may improve the quality of existing care by funding facility
improvements, providing or subsidizing training for providers, offering monetary incentives for
additional educational attainment or certification, or offering non-financial resources for providers.

Funds for Physical Improvements to Homes and Centers

Aspects of the physical facility may prevent a provider from becoming licensed or from serving younger
or disabled children. Funds might be used to do minor remodeling and repair to help providers comply
with state and local licensing and safety requirements, for example, to have lead paint removed, to
enclose a furnace, to install running water in rooms for infants and toddlers or to provide disability
access. Scarcity of materials or equipment may inhibit a provider's ability to provide a developmental
experience for children in her care. Quality funds might be used to purchase outdoor play equipment or
materials to enhance children's activities. In Massachusetts, an initiative targets relative care and offers
providers smoke detectors, first aid kits, emergency telephone numbers, etc.

Free or Reduced-Cost Training for Providers and Child Care Staff

To assist child care staff, who are low-paid workers, in obtaining training, many states fund free or low-
cost training or give funds directly to child care staff and providers either as scholarships or as
reimbursement for training expenses. In California, for example, the University of California at Davis
Family Child Care Program provides training on quality and safety issues to licensed family child care
providers in all 58 counties in the state. Participants who complete the series receive continuing
education credit from UCD and a $30 gift certificate for day care learning materials. California also
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provides training to providers via television through seven public TV stations. Each station has set up a
network of trainers to offer support and refresher training to providers. Louisiana has a similar distance
learning project for providers, with course credit for those who complete it. In Massachusetts, the Office
of Child Care Services provides funding for child care staff to pursue a Child Development Associate
(CDA) credential. The state has recently focused some of its own training efforts and supported access
to private training resources to enhance providers' ability to deal with children with behavioral problems.
In a number of states, CCR&Rs offer provider training and also administer scholarships that enable
providers to receive training offered by other entities.

Tiered Reimbursement Rates

As increasing emphasis is placed on the importance of quality child care, some states have moved to
support provider efforts to increase the quality of care through differential reimbursement rates.
Differential payment rates are paid to providers or child care staff who attend training, earn a degree or
other certification or significantly improve quality through other means. North Carolina, for example,
has several of such programs. Two of them are the state's Rated License System, through which centers
receive higher payment rates if they improve staff educational standards, score well on a rating of the
child care environment and maintain a good compliance record. North Carolina's T.E.A.C.H program,
which has also been adopted in Illinois and Indiana, is an umbrella for a variety of programs that offer
tuition assistance and link increased educational attainment to increased compensation. One program that
seems to be more targeted to providers who serve low-income families is Michigan's Incentive Payments
for Training of Relatives and In-Home Aides, administered by the Michigan 4C Association. Differential
rates are also used as incentives to provide care that is in short supply, such as care during non-traditional
hours, or that requires additional provider training and expertise, such as infant care, or care for children
with special needs.

Eleven of the seventeen study states offered differential reimbursement rates. Of the eleven, only five
(Louisiana, Michigan, New Jersey, New Mexico and North Carolina) offered higher reimbursements
rates for NAEYC-accredited or otherwise certified providers. Most frequently, differential rates were
used to compensate providers who cared for children with special needs or children receiving protective
services child care (Exhibit 6.3).

Non-Financial Resources for Providers

In addition to the financial assistance and incentives that providers can receive for additional training,
states and local agencies provide a variety of non-financial assistance to providers to enhance the quality
of children's activities or the caregiver's understanding of health, safety and developmental issues. These
include lending libraries and resource centers, mobile classrooms, mentoring programs, leaflets,
brochures and newsletters, and videos and curriculum materials. They may also include different kinds of
technical assistance and telephone hotlines. These kinds of initiatives focus on family child care
providers, sometimes specifically on informal care providers. A slightly different kind of assistance is
offered to providers by Indiana's Score, a service corps of retired executives who help providers with the
business aspects of child care, including how to access loan funds. Massachusetts provides a similar
service for providers.

Four states, California, Illinois, Massachusetts and New Mexico, fund activities designed to link family
child care providers and child care staff to national organizations or to each other, to receive newsletters
and establish networks.
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Efforts to Increase Supply

States and communities use both financial incentives and recruitment and training strategies to increase
the supply of regulated child care.

Financial Incentives

A number of states use a combination of grants, loans or contracts to stimulate the supply of both center
care and licensed family child care. The level of financial assistance that these grants and loans provide
varies greatly. Recognizing the barriers created by initial capital expenditures, states such as Illinois,
California, Massachusetts and Minnesota, among others, have set up revolving loan funds, sometimes
managed by the state, sometimes privately managed, to cover purchase of a building or land to create a
new facility or expand an existing facility. An example is the Illinois Facilities Fund, which worked with
the Illinois Department of Human Services (IDHS) to build seven new child care centers with funding
from tax-exempt bonds. IDHS has purchase-of-service contracts with the agencies that operate these
centers, to ensure subsidies for the newly-created child care slots. Illinois makes two payments a year to
the Illinois Facilities Fund to reduce interest debt. These are substantial investments in a small number of
providers.

At the other extreme are small grants to new family child care providers to cover one-time costs
associated with meeting licensing standards, that may be used to pay for minor modifications to make the
home safer, or to purchase toys and equipment. Minnesota was the only state in the study to earmark
incentive grants for informal family child care providers. The rationale for focusing on this type of care
was that the state expected welfare reform to generate increased need for this type of care and hoped to
strengthen and support it as well as stimulate the supply.

Grant and loan assistance is also provided to encourage new or existing providers to offer care for
infants, school-age children, children with special needs or care during non-traditional hours. A grant to
assist child care centers in extending the age of children served downward to include infants might
include the cost of equipment and materials, but might also pay for some minor architectural renovation
or repairs to meet health and safety standards. Washington was the only state in the study that reported
paying a one-time bonus of $250 to providers who agree to provide infant care. In addition, Washington
pays an additional $88 a month for care during non-traditional hours. Illinois offers a rate supplement to
regulated providers who enter into new contracts to provide off-hours care.

Recruiting and Training New Providers

Recruitment and training activities may be designed to increase both the general supply of child care or to
build the supply of scarce types of care, such as infant care. While only a few states took this approach
to increasing the supply of scarce types of care, most respondents felt that providers' lack of specialized
knowledge with respect to care for children with special needs and infant care was often the major barrier
preventing them from offering these services.

Only two states and one county reported recruitment and training initiatives focused specifically on
TANF recipients. In Washington, the program, called TANF 250, received $1 million with a goal to
recruit and train 250 new child care providers from the TANF rolls. One key informant reported that
finding individuals who were both motivated and suitable candidates was proving difficult. Another
informant reported that the program had proved useful in identifying a group of Somali women who
could provide much needed care within their new immigrant community.
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Incentives for or Assistance in Becoming Licensed

Recognizing that many providers need either financial help or technical assistance or both in order to
proceed though the licensing process, a few states provide this kind of help, most notably California
which has three different programs to assist both center staff (in obtaining a Child Development Permit)
and family child care providers. Massachusetts, in partnership with the Latino Family Child Care
Association, has an initiative to provide assistance to in-home and relative care providers in becoming
licensed family child care providers. New Mexico and Tennessee have similar outreach efforts to
informal care providers.

There was little evaluation of these strategies, and though state and local informant could often provide,
for example, the number of new family child care providers recruited over a period of a year, they were
only sometimes able to assess the net gain once attrition had been taken into account. In some cases,
when they were able to compare the numbers, there was no net gain; in King County, Washinton for
example, an initiative to recruit and train family child care providers produced 900 new providers in a
year, a number which exactly matched the number of providers who stopped caring for children in the
same period. The county respondent saw the activity as essential in order to keep the supply constant,
rather than to increase it. Frustrated by the lack of information about the relative success of their grants
projects, Minnesota is developing a Child Care Grants Outcomes Project that will provide them with
some of this information.

Consumer Assistance and Education

While the CCR&Rs in most states have consumer education and assistance as their core service, states
fund a variety of other consumer education initiatives. These usually take the form of leaflets, brochures,
toll-free numbers designed to raise parents' awareness of quality issues and their importance. Several of
the states in the study had developed brochures to inform parents about child care subsidies and who
might be eligible for them. Public education campaigns are aimed at creating consumers who are better
informed about what to look for in a child care setting and what experts consider to be important
elements of quality. The assumption is that better-informed consumers will create a demand for higher-
quality child care and the market will respond accordingly.

Quality money is spent by states and communities on a variety of different projects, often quite small,
and broadly rather than narrowly targeted. The extent to which these efforts affect child care used by
low-income families is not clear; they only occasionally target the license-exempt providers who are the
focus of much of the concern about quality. Efforts to stimulate supply do not always result in an
increased supply but they may work to counter or reduce attrition in the supply of child care, especially
among family child care providers.

* * *

The final chapter of the report considers the implications of these and earlier findings.
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Chapter Seven: Implications of the Findings

The data collection for the state and community substudy took place at a unique time in federal and
state child care subsidy policy. After several years of nearly level federal funding, states had the
opportunity to expand subsidies rapidly, both through the funds from the Child Care and Development
Fund and by using surplus TANF funds. As a result of this expansion in funding, states were
confronted with broader interest in and political pressure related to subsidies. They also had to make a
variety of decisions, including: which groups to serve and with what system of priorities; how to
streamline and make delivery systems more efficient; how to expand services rapidly despite state and
local administrative constraints; and which parts of the system should be improved first. These kinds
of issues stood in sharp contrast to the debates of past years, which were focused on how to manage
and maintain a system pressured by steady demand, with little or no additional funding to serve most of
the families in need of subsidized care.

This chapter summarizes the information from prior chapters and identifies some of the implications of
the findings. The chapter discusses the following issues:

States served many more eligible families in 1999 than 1997. In states with a commitment
to serve everyone, the pattern of growth showed few signs that demand was leveling off in the
spring of 1999.

Despite the great increase in the number of children receiving subsidies, the average state
among those studied served only 15 to 20 percent of federally-eligible children in April
1999, and no state served more than 25 percent. In fact, there were waiting lists of families
who requested but did not receive subsidies in 12 of the 17 states.

Much of the increased growth in subsidies was made possible by the use of TANF funds.
The extent to which child care subsidies would have expanded absent this source is unclear. It
is also unclear how the level of child care subsidy services will be sustained if these funds are
not available in the future or if there are other demands on these funds.

The majority of the study states spent sufficient state dollars to draw down their full
allocations of federal CCDF dollars, putting to rest initial fears that many states would
not take advantage of all available CCDF funding. Beyond dedicated child care funds from
the CCDF, states made increasing use of optional federal and state funds not earmarked for
child care. Median child care expenditures from optional sources, as a percentage of total
child care expenditures, more than doubled between 1997 and 1999, going from 16 to 40
percent.

Increased federal funding did not appear to provide states with a changed incentive to
spend their own funds on child care. Since the passage of PWRORA, those states that had a
history of investing state dollars in child care subsidies continued to do so and those that had
no such history did not begin to invest.

The study revealed great variation in child care policies and administrative practices, in
numbers of families served, and in the patterns of care that are supported. The study
confirmed that each state's child care subsidy policies is unique and interacts with the child
care regulatory environment and its other social policies, namely its welfare, local child care
and labor markets. Therefore, it was not possible with the information gathered to determine
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how child care subsidy policies interplay with each unique state context to affect who is
served, how many are served, and what types of care they choose.

In nearly every state, the growth in subsidies put pressure on states' administrative and
automated systems to meet the needs of families demanding subsidies. This appeared to be
caused, in part, by the fact that the growth in child care subsidy staff at the state and local
levels did not keep pace with the growth in numbers served in many states and communities.
The pressure to accommodate quick growth, appeared to influence states' decisions to privatize
subsidy administration.

States and communities made different decisions about ways to serve families who were
receiving TANF cash assistance and those who were not receiving TANF. Each model of
subsidy delivery had disadvantages for at least one group. When child care subsidies were
accessed through the TANF office, this arrangement streamlined the process for TANF
families but may have made subsidies less attractive for non-TANF families. Accessing
subsidies through CCR&R agencies may have been more acceptable to non-TANF families,
but required additional application steps for TANF families. When families accessed subsidies
through two or more agencies, depending on their TANF status, there were problems for
families who were moving from one eligibility status to another.

States and communities remained concerned about issues related directly to the supply
and quality of care. One issue was whether or not payment rates for subsidies were high
enough to enable families to purchase care of sufficient quality in the current child care
market. Another issue was how to improve the quality of care without raising the price for
parents. Initiatives to improve quality rarely specifically targeted caregivers in low-income
communities or the informal arrangements that many low-income families use.

The strategy of distributing quality improvement funds widely in small grants to local
communities makes it difficult to assess the impact of increased funding. Although,
increasingly, states like Colorado and North Carolina are attempting to assess the impact of
some quality initiatives, because of the great variety of small programs funded, as well as their
different goals and strategies, it will be hard to extract useful lessons from them, that would
help us understand how best to increase the supply of scarce types of care, how to ensure that
efforts to improve the quality of environments and caregivers result are effective, and whether
and how we should support informal care providers.

Growth in Use of Child Care Subsidies

Earlier in the report, we described the dramatic growth in the use of subsidies in many of the state and
communities in the study. In over half of the states, 50 percent more federally-eligible children
received subsidies in 1999 than in 1997. This growth occurred in virtually all of the states and
communities. Nevertheless, the evidence suggests that there remains a significant unmet demand for
subsidies. In those states that made a commitment, either formal or informal, to serve every eligible
family that requested subsidies, the rate of growth in the use of subsidies did not suggest that demand
was leveling off. In other states that had no such commitment, waiting lists indicated that more
families demanded subsidies than could be served.

Beyond these indicators of unmet demand, it was difficult for key informants in states and communities
to estimate demand more precisely or to know how close they had come to meeting it. While it is not
clear how many eligible families would apply for subsidies if they were readily accessible, it is clear
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that, in the states in this study, the vast majority of potentially-eligible families did not receive them. In
12 of the 16 states reporting their child care subsidy utilization, fewer than 20 percent of eligible
children received subsidies. In no state did more than 25 percent of eligible children receive subsidized
child care.

While they could assess the extent to which they were meeting the needs of eligible families that applied
for subsidies, key informants had no way of knowing the gap in numbers between those who applied
and those who did not know about subsidies but would apply for them, given the states' specific rules
about eligibility, payments levels to providers, and co-payment requirements. Key informants
disagreed about how the estimate of the number of children from non-TANF families eligible for
subsidies related to the potential demand for subsidies. Some pointed out that some eligible children
were enrolled in other programs, such as Head Start. Others believed that families were aware of
subsidies but chose not to apply for them because of the stigma of receiving government assistance or
because excessive paperwork made the enterprise too difficult. Others believed very strongly that there
were many families who were potentially eligible but were not aware that subsidies were available.

There was a striking difference between key informants' beliefs about the degree to which TANF
families were served as opposed to those from non-TANF families. Key informants in most states
believed that all TANF families were aware of subsidies, and most, if not all, of the TANF families
who needed them had applied and received them. In some states, such as Washington, there was an
awareness that many families on TANF had misconceptions about the implications of accepting
subsidies. A study in that state showed that a significant percentage of families believed that accepting
subsidies when they stopped receiving cash assistance would count toward their lifetime limits for cash
assistance. Some key informants also emphasized that while they saw no problems with meeting the
need for subsidies among the TANF population, they worried about future years when time limits for
cash assistance had taken effect and work requirements had increased.

Even though there were disagreements about the degree to which demand was being met, in most of the
states in the study, there were very limited outreach efforts to the non-TANF population, adding
support for the idea that there remained a potential demand for subsidy assistance that could not be met
with current resources. In states without a commitment to serve all eligible families, informants felt
that outreach was unnecessary, because there were already families on the waiting lists. In states with
a commitment to serve all eligible families, there was little or no outreach because state staff feared
that it would create a demand they could not meet.

Use of TANF Funds to Support Subsidy Growth

The report documents the dramatic growth in funding for child care subsidies over the first three years
of the Personal Responsibility and Work Opportunity Reconciliation Act. During this period, the
median increase in child care spending among the study states was 78 percent. These major increases
in state child care spending came, primarily, from two sources: expanded funding available through the
Child Care and Development Fund and from states' TANF Block Grant funds that were not spent on
direct cash assistance.

From the outset, all the study states spent at levels designed to meet the maintenance-of-effort and state
matching requirements necessary to receive their share of the CCDF's new federal matching money.
That they would do so was not a forgone conclusion. States could have continued to receive their
lower, pre-CCDF federal child care allocations without meeting any maintenance-of-effort or matching
requirements. However, the prospect of additional federal dollars proved a sufficient incentive that
states spent their own funds to draw them down.
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As the states in the study began to implement PRWORA, many were motivated to maximize the funds
available to them through the CCDF. Key informants from many states considered child care essential
to the success of their welfare reform efforts. Though no longer required to do so by the federal
government, states were committed to providing child care subsidies to TANF families preparing for
work and to supporting the child care needs of eligible families who left welfare for work. States
expected the numbers of families in both these categories to grow as they worked to meet federally-
required goals for the reduction of their TANF caseloads.

As TANF caseloads fell much faster than was anticipated, study states looked to unspent TANF funds
as a means to expand their child care subsidy spending and to help meet additional demand from low-
income working familiesthose who had never received TANF, as well as former recipients. In the
third year of PRWORA and in CCDF, in over half of the reporting states, TANF fundsboth those
transferred into the CCDF and those spent directlyaccounted for 20 percent or more of the child care
spending.

Most states first chose to use TANF funds for child care by transferring them into the CCDF. In
PRWORA and CCDF's third year, all but one of the reporting states spent transferred TANF funds.
This mechanism gave states the ability to spread available TANF funds over several years. Once
states have moved TANF funds into the CCDF, they have two years after the year of transfer in which
to spend them. Many states, therefore, have unspent sums of previously transferred TANF funds to
spend in the coming years, in addition to future amounts they may transfer. Like transfers during the
first three years, future transfers will be limited to 30 percent of states' annual TANF Block Grants.

States also became increasingly willing to spend TANF funds directly on child care. In the third year,
over half the reporting states spent TANF funds directly for child care. This was, in part, a response to
the final TANF regulations issued that year. Unlike the interim regulations, the final regulations held
that use of these funds would not count against working families' lifetime TANF limits. States could
also decide to spend TANF funds directly on child care after they had transferred the annual maximum
amount allowable into the CCDF.

Although TANF funds have contributed significantly to states' expansion in child care spending,
reliance on TANF funds to sustain this growth raises potential problems. Even a mild recession could
result in higher TANF caseloads. Singly, or in combination, these events are likely to reduce the
surpluses. States would be faced with the choice of replacing federal dollars with state dollars to
maintain the current high spending levels, or of cutting subsidies for many low-income families as
Massachusetts did during its last major recession.

During this period, nearly two-thirds of the study states tapped a third source of funds to expand child
care spendingoptional state funding. States with histories of allocating state money beyond amounts
required to draw down their federal allocations typically increased their optional child care spending.
States without such a history, however, did not start spending extra state dollars. The general
expansion in spending supported by CCDF and TANF funds did not fundamentally change study
states' inclinations to spend or not to spend optional state funds. In a period of continuing prosperity,
states that historically supported subsidies with their own money might be disposed to make up a
reduction in federal funds. However, this does not afford us insight into states' likely response to a
reduction in federal support, if it is accompanied by an economic downturn that reduces state revenues
and creates additional pressure on state support for needy families.
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Variation in Subsidy Policy

In the process of analysis, our hope was that we could discern different patterns and configurations of
states' policy decisions and could characterize the states in the study in a few, relatively simple
clusters. However, this goal proved to be impossible given the extent of the variation in subsidy take-
up rates, subsidy usage for different types of care, reimbursement rates, regulatory and other policies,
and the relatively small number of states in our sample. Rather, the study highlights the fact that each
state's child care subsidy policies are unique and interact with the state's child care regulatory
environment, its other social policies, and local child care and labor markets. Therefore, it was not
possible with the information gathered to determine how child care subsidy policies interact with other
contextual factors to determine who is served, how many are served, and what types of care they
receive.

In future reports, using information from the Community Survey of 2,500 low-income families that use
out-of-home, non-parental care, we hope to identify the ways in which the receipt or absence of
subsidies influence parents' decision-making. We will also combine data from this survey with state
and community data to explore the effect of subsidy policies on subsidy take-up rates and parents'
selection of child care.

Administrative Pressures

Our site visits took place after two years of unprecedented growth in funding for and use of subsidies.
In nearly every state where there was significant growth in subsidies, there was also evidence of great
pressure on states' administrative and automated systems to meet the needs of families demanding
subsidies. The administrative pressure that accompanies expansion in services appeared to be
exacerbated by the fact that, in most cases, there was no concurrent expansion of state or local
government staffs. Indeed, several states and communities had experienced significant staffing
reductions just before the expansion. In many states, child care administrators were in the last stages
of processes of making the needed "fixes" to the system to accommodate current and future levels of
subsidy use.

In addition to the administrative challenges, child care administrators had many additional demands
placed upon them. They were required to be responsive to members of the community as well as to
governors' offices and state legislative bodies, both of which have, in the past few years, showed
greater interest in subsidy administration and a desire for more influence on related policy decisions.
Whether because of these new pressures, administrative reorganization, or individual circumstances, in
many of the states in the study, over a data collection period of approximately five months, the lead
child care administrator left the agency either just before or just after we conducted our interviews. In
the first case, the administrator interviewed was very new to the position; in the second case, there was
no-one to verify information collected or supply additional information. This presented some
difficulties for the research; more importantly it increased the challenges for states who were in the
midst of implementing reforms to their administrative systems.

At the local level, growth in child care subsidy staff did not always keep pace with the growth in
numbers served in many communities. There were two solutions used to meet the additional demand.
In those states and communities where subsidies were delivered through the TANF agency, there was a
tendency to reassign TANF staff who were no longer needed in that role because of TANF caseload
declines. In other states, subsidy administration was privatized, in part to allow more freedom to
increase staffing to more appropriate levels.
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Staffing issues were not the only problems. Many states found that existing systems, adequate for
subsidy administration when there were fewer cases to manage, were inadequate to cope with a much
larger caseload and expanded federal reporting requirements. This seemed to be especially true in
states that had a longer tradition of providing subsidies, and, as a consequence, older computer
systems. Many states, in the spring of 1999, were in the midst of implementing new administrative and
computer systems to help deal with the expansion in subsidies.

The pressure to accommodate quick growth seemed to be a factor in states' decisions about the
privatization of subsidy administration. Growth also influenced states and communities to re-evaluate
the balance between local flexibility and state control, particularly in those places where subsidies were
administered by a private agency. With the additional freedom that resulted from the consolidation of
previous subsidy programs, states and communities made differing decisions about ways to serve
families who were receiving TANF cash assistance and those who were not receiving TANF. No one
model of subsidy delivery seemed to work equally well for all families; some models made application
and eligibility determination more convenient for TANF families, others made application easier for
non-TANF families but added complexity for TANF families.

The decision of whether to use government agencies or private organizations to provide subsidy
services represents a set of tradeoffs. For example, most of the counties that use government agencies
use the TANF agency to determine eligibility for subsidies. Delivering subsidies through a government
TANF office can create a tight link between TANF receipt and child care assistance, which can help
ensure that families receiving TANF learn about and have ready access to childcare subsidies. It may
also result in some administrative economies of scale, since child care subsidies are co-administered
with TANF and other public benefit programs. While this approach may be convenient for TANF
families, it may present a disincentive to non-TANF families who wish to avoid any perceived stigma
attached to going to a welfare office. Moreover, in most instances, families who do not already have a
provider, or who wish to learn more about how to choose care, will need to visit another office (usually
a local CCR&R) for assistance. It is unclear how many families would fit into this latter category. Key
informants at the local level reported that most parents that applied for subsidies had a provider in
mind at the time they applied. Indeed, in some states, they reported that it was often the provider who
sent the parent to the subsidy agency.

The counties that use non-governmental agencies to provide subsidy represent a policy choice with a
different set of tradeoffs. For example, those private agencies usually specialize in child care services
and can provide expertise and experience in helping families choose providers. They are able to hire
staff more easily than government agencies. Moreover private agencies are less likely to have any
stigma attached to them. On the other hand, the private agencies may pose an additional burden to
TANF families who have to travel to another location to apply for subsidies and choose a provider. In
Union County, New Jersey, the private contractor that does eligibility work has workers co-located at
the TANF offices. In Mecklenberg County, North Carolina, the private agency that manages the
subsidy system is considering outstationing a worker with a computer terminal at the TANF office to
serve TANF families that need subsidies.

In those cases where subsidies were split into two or more agencies, based on TANF status, there were
inherent problems for families transitioning from one eligibility status to another. It is widely
understood that, in all social services, each additional administrative step increases the likelihood that
families will fall between the cracks and lose their services. Those communities where transitioning
families were required to fill out additional applications at a different agency, with potentially different
rules, seemed also to be the places where families were likely to lose subsidies once they left welfare,
even if the states' policy was that they remained eligible and/or were a high priority in the new
eligibility category.

Abt Associates Inc. State and Community Subsidy Interim Report 103

11



Pressures on the Supply of Child Care

Almost universally, key informants reported that the growth in subsidies did not put the expected
pressures on the supply of child care, and did not, by itself, cause or exacerbate scarcities in regulated
care. For many of the states in the study, the data on the proportions of types of care purchased with
child care subsidies supports these perceptions. If there were a general scarcity of regulated care, one
might expect that a higher number of families that were using subsidies would turn to unregulated
forms, such as care by relatives and license-exempt family child care providers. The data, however, do
not reveal such a pattern. For example, in the two year period, the proportion of subsidized relative
care went up in approximately one-third of the states, but in the same number of states the proportion
dropped. Overall, in most of the states that reported data, there were few shifts in the proportions of the
types of care purchased with subsidies during the period of growth.

While key informants almost uniformly reported that the growth in child care subsidies did not have the
anticipated effect of squeezing the supply of care, some were still very concerned about supply,
particularly in those areas of the country where the level of regulation meant that new regulated child
care providers could not enter the market easily. As we noted in Chapter Six, there were also rising
concerns in large urban areas that the economic boom and tight labor markets were drawing providers
away from child care and into better-paying jobs, as well as creating increasing demand. Eventually,
these pressures may draw away many of the relatives who currently meet parents' needs for off-hours
care and care for infants. Throughout virtually all 25 communities, there were also concerns about
specific types of care including for infants and toddlers, children with special needs, families working
non-traditional hours, and, in some locations, school-age child care. These concerns were rarely based
on information gathered about demand and did not always take into account some parents' preferences
for relative and in-home care in some circumstances, such as for very young children, and for non-
traditional hours.

States and communities remained concerned about issues related directly to the supply and quality of
care. One issue raised was whether or not payment rates for subsidies were high enough to enable
families to purchase care of sufficient quality in the current child care market. A related issue was how
to use the quality set-aside funds in the CCDF to improve the quality of care without raising the price
for parents who must purchase care without subsidy assistance. These related issues define the
balancing act that states and community must perform as they set subsidy rates and consider ways to
improve the quality of care. If, as many key informants reported, the subsidy rates are set too low and
cover less than half the available care, then parents who receive subsidies will be constrained in their
choice of care to that portion of the market, which is probably not the highest-quality care. If on the
other hand, the subsidy rates are set too high, the market as a whole will react by raising prices, putting
quality care out of reach for families who may or may not be income-eligible for subsidies, but who are
paying the whole cost of care.

The use of the quality set-aside funds poses the same dilemma. Encouraging staff to acquire additional
skills and professional training, and offering financial incentives for them to do so works well in a
system such as Head Start or a state-funded preschool program, where the costs of the program are
fully covered by public funding. In the child care system, where only a small portion of care is publicly
paid for, the result may be increased costs for higher-quality care, unless none of the expense of raising
quality is passed onto parents, but rather paid for with these funds.
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Efforts to Increase Quality

Many key informants in areas where there were tight labor markets and relatively high levels of
regulation felt that efforts to increase the supply of care were fighting against a tide of larger market
forces. Their efforts sometimes meant that they were able to slow or stave off the shrinkage in supply
rather than increase the quantity of regulated care. While there were some success stories, there were
no clearly successful strategies that would lead states and communities to concentrate their efforts
rather than trying many different approaches.

Many states' uses of quality set-aside funds reflected no clear strategy. With few exceptions, quality
monies funded many small, local projects, none of them large enough, by themselves, to make a
noticeable difference in the amount and quality of child care available in the community, although they
may make a significant difference to individual providers. While this funding strategy reflects a respect
for the ability of communities to define their own needs, it makes it almost impossible to evaluate
whether the considerable increase in the amount of funds devoted to quality improvement has had any
measurable impact and on whom.

Which brings us to our final point about quality expenditures. Quality initiatives only occasionally
targeted caregivers in low-income communities or the informal care arrangements that many low-
income families use. This is in accordance with the intent of the quality set-aside, which is directed at
the improvement of child care generally. However, if we believe, as research suggests, that the quality
of the early childhood experience is most likely to affect children living in or close to poverty, the result
of this dispersion of effort may be that some of those most likely to benefit from improved quality may
not experience it.
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Appendix Table 2.1 : States' total child care spending from all sources by federal fiscal year and
percent change 1997-1999

FFY 1997 FFY 1998 % Change
1997-1999

ALABAMA $47,467,868 $77,510,885 $83,726,732 76%
CALIFORNIA $883,310,610 $1,360,596,407 $2,070,352,778 134%
ILLINOIS $336,514,389 $367,430,229 $548,359,761 63%
INDIANA $57,188,771 $138,369,148 $156,332,530 173%

LOUISIANA $28,824,581 $85,186,438 $118,519,737 311%
MASSACHUSETTS $256,269,084 $260,395,802 $300,082,996 17%

MICHIGAN $264,942,691 $444,727,204 $515,743,973 95%
MINNESOTA $92,757,837 $135,800,507 $213,663,856 130%
NEW JERSEY $145,099,248 $150,801,672 $211,614,625 46%
NEW MEXICO $22,444,169 $46,098,672 $46,618,194 108%
NEW YORK
NORTH CAROLINA $194,946,558 $253,936,519 $285,590,773 47%
OHIO $197,596,251 $210,957,443 $244,548,743 24%
TENNESSEE $117,932,863 $148,463,668 $172,832,153 47%
TEXAS $210,490,900 $276,615,561 $358,211,032 70%

VIRGINIA $75,666,187 $94,432,589 $136,149,784 80%
WASHINGTON $111,615,008 $162,439,141 $219,962,134 97%

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S. Department of Health
and Human Services and additional sources. Data not available for New York.
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Appendix Table 2.7a: Amounts and percentages of total annual child care spending from federal and state
dedicated sources, by federal fiscal year

State

Dedicated Federal
Amt.

Dedicated
Federal %

Dedicated State
Amt.

Dedicated
State %

Dedicated
Dedicated Federal Federal +

+ State Amt. State %

Alabama 1997 $35,663,704 75.13% $9,500,122 20.01% $45,163,826 95.15%

Alabama 1998 $53,576,764 69.12% $14,437,782 18.63% $68,014,546 87.75%

Alabama 1999 $51,167,414 61.11% $13,306,936 15.89% $64,474,350 77.01%

California 1997 $199,145,305 22.55% $189,110,071 21.41% $388,255,376 43.95%

California 1998 $373,955,826 27.48% $192,720,736 14.16% $566,678,562 41.65%

California 1999 $417,495,626 20.17% $203,674,425 9.84% $621,170,051 30.00%

Illinois 1997 $128,246,253 38.11% $92,635,041 27.53% $220,881,294 65.64%

Illinois 1998 $133,402,070 36.31% $95,625,441 28.03% $229,027,511 62.33%

Illinois 1999 $137,643,730 25.10% $100,124,017 18.26% $237,767,747 43.36%

Indiana 1997 $32,860,983 57.46% $24,327,688 42.54% $57,188,671 100.00%

Indiana 1998 $69,712,258 50.38% $26,617,888 19.24% $96,330,146 69.62%

Indiana 1999 $56,541,111 36.17% $28,074,264 17.96% $84,615,375 54.13%

Louisiana 1997 $23,155,846 80.33% $5,688,735 19.67% $28,824,581 100.00%

Louisiana 1998 $73,777,036 86.61% $11,317,603 13.29% $85,094,639 99.89%

Louisiana 1999 $69,798,817 58.89% $10,434,045 8.80% $80,232,862 67.70%

Massachusetts 1997 $71,860,993 28.04% $60,349,957 23.55% $132,210,950 51.59%

Massachusetts 1998 $75,782,234 29.10% $62,620,313 24.05% $138,402,547 53.15%

Massachusetts 1999 $75,554,006 25.18% $64,007,915 21.33% $139,561,921 46.51%

Michigan 1997 $86,425,164 32.62% $44,287,627 16.71% $130,692,791 49.33%

Michigan 1998 $95,209,655 21.41% $51,560,882 11.59% $146,770,537 33.00%

Michigan 1999 $59,948,929 11.62% $38,590,863 7.48% $98,539,792 19.11%

Minnesota 1997 $46,016,582 49.61% $30,529,359 32.91% $76,545,941 82.52%

Minnesota 1998 $60,315,177 44.41% $33,320,198 24.54% $93,635,375 68.95%

Minnesota 1999 $53,962,697 25.26% $35,178,472 16.46% $89,141,169 41.72%

New Jersey 1997 $68,318,248 47.08% $51,120,679 35.23% $119,438,927 82.32%

New Jersey 1998 $56,011,934 37.14% $40,828,261 27.07% $96,840,195 64.22%

New Jersey 1999 $72,517,564 34.27% $53,778,505 25.41% $126,296,069 59.68%

New Mexico 1997 $14,097,126 62.81% $4,932,351 21.98% $19,029,477 84.79%

New Mexico 1998 $23,813,592 51.66% $5,181,600 11.24% $28,995,192 62.90%

New Mexico 1999 $24,363,965 52.26% $5,356,083 11.49% $29,720,048 63.75%

New York 1997
New York 1998
New York 1999

North Carolina 1997 $96,844,100 49.68% $48,313,314 24.78% $145,157,414 74.46%

North Carolina 1998 $134,164,680 52.83% $51,077,172 20.11% $185,241,852 72.95%

North Carolina 1999 $113,086,808 39.60% $52,881,239 18.52% $165,968,047 58.11%

Ohio 1997 $126,523,795 64.03% $64,774,075 32.78% $191,297,870 96.81%

Ohio 1998 $128,797,090 61.05% $69,971,063 33.17% $198,768,153 94.22%

Ohio 1999 $135,188,949 55.28% $71,962,896 29.43% $207,151,845 84.71%

Tennessee 1997 $69,401,713 58.85% $25,798,899 21.88% $95,200,612 80.72%

Tennessee 1998 $90,680,141 61.08% $28,181,398 18.98% $118,107,017 80.06%

Tennessee 1999 $73,965,098 42.80% $29,353,215 16.96% $103,318,313 59.78%

Texas 1997 $131,120,077 62.29% $62,491,750 29.69% $193,611,827 91.98%

Texas 1998 $201,034,698 72.68% $61,440,578 22.21% $262,475,276 94.89%

Texas 1999 $272,489,568 76.06% $71,008,219 19.82% $343,497,787 95.88%

Virginia 1997 $49,239,336 65.07% $26,426,851 34.93% $75,666,187 100.00%

Virginia 1998 $56,516,374 59.85% $37,916,215 40.15% $94,432,589 100.00%

Virginia 1999 $61,094,323 44.87% $43,924,294 32.26% $105,018,617 77.13%

Washington 1997 $56,942,322 51.02% $52,482,832 47.00% $109,405,154 98.02%

Washington 1998 $75,313,136 46.36% $54,634,743 33.63% $129,947,879 80.00%

Washington 1999 $77,335,517 35.16% $56,278,060 25.58% $133,611,577 60.74%

See Exhibit 2-4 for descriptions of dedicated federal and state funding sources.

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S.
Department of Health and Human Services and additional sources. Data not available for New York.



Appendix Table 2.7b: Amounts and percentages of total annual child care spending from federal and state
optional sources, by federal fiscal year

State

Optional Federal
Amt. .

Optional
Federal %

Optional State
Amt.

Optional
State %

Optional Federal +
State Amt.

Optional
Federal +
State %

Alabama 1997 $2,222,766 4.68% $81,276 0.17% $2,304,042 4.85%
Alabama 1998 $7,699,187 9.93% $1,797,152 2.32% $9,496,339 12.25%
Alabama 1999 $18,047,155 21.55% $1,205,227 1.44% $19,252,382 22.99%

California 1997 $0 0.00% $495,055,234 56.05% $495,055,234 56.05%
California 1998 $46,586,808 3.42% $747,333,037 54.93% $793,919,845 58.35%
California 1999 $530,061,751 25.60% $919,120,976 44.39% $1,449,182,727 70.00%

Illinois 1997 $22,931,675 6.81% $92,701,420 27.55% $115,633,095 34.36%
Illinois 1998 $32,967,700 8.97% $105,435,018 28.70% $138,402,718 37.67%
Illinois 1999 $185,111,015 33.76% $125,480,999 22.88% $310,592,014 56.64%

Indiana 1997 $0 0.00% $100 0.00% $100 0.00%
Indiana 1998 $42,039,000 30.38% $2 0.00% $42,039,002 30.38%
Indiana 1999 $71,717,155 45.87% $0 0.00% $71,717,155 45.87%

Louisiana 1997 $0 0.00% $0 0.00% $0 0.00%
Louisiana 1998 $64,284 0.08% $27,515 0.03% $91,799 0.11%
Louisiana 1999 $38,286,855 32.30% $20 0.00% $38,286,875 32.30%

Massachusetts 1997 $121,757,027 47.51% $2,301,107 0.90% $124,058,134 48.41%
Massachusetts 1998 $87,345,359 33.54% $34,647,896 13.31% $121,993,255 46.85%
Massachusetts 1999 $150,959,164 50.31% $9,561,911 3.19% $160,521,075 53.49%

Michigan 1997 $107,634,585 40.63% $26,615,315 10.05% $134,249,900 50.67%
Michigan 1998 $244,952,838 55.08% $53,003,829 11.92% $297,956,667 67.00%
Michigan 1999 $317,211,646 61.51% $99,992,535 19.39% $417,204,181 80.89%

Minnesota 1997 $0 0.00% $16,211,896 17.48% $16,211,896 17.48%
Minnesota 1998 $0 0.00% $42,165,132 31.05% $42,165,132 31.05%
Minnesota 1999 $57,491,000 26.91% $67,031,687 31.37% $124,522,687 58.28%

New Jersey 1997 $12,300,000 8.48% $13,360,321 9.21% $25,660,321 17.68%
New Jersey 1998 $53,961,477 35.78% $0 0.00% $53,961,477 35.78%
New Jersey 1999 $80,318,556 37.96% $5,000,000 2.36% $85,318,556 40.32%

New Mexico 1997 $0 0.00% $3,414,692 15.21% $3,414,692 15.21%
New Mexico 1998 $13,304,750 28.86% $3,798,730 8.24% $17,103,480 37.10%
New Mexico 1999 $13,688,365 29.36% $3,209,781 6.89% $16,898,146 36.25%

New York 1997
New York 1998
New York 1999

North Carolina 1997 $15,061,669 7.73% $34,727,475 17.81% $49,789,144 25.54%
North Carolina 1998 $22,259,615 8.77% $46,435,052 18.29% $68,694,667 27.05%
North Carolina 1999 $83,284,758 29.16% $36,337,968 12.72% $119,622,726 41.89%

Ohio 1997 $1,548,594 0.78% $4,749,787 2.40% $6,298,381 3.19%
Ohio 1998 $1,429,031 0.68% $10,760,259 5.10% $12,189,290 5.78%
Ohio 1999 $30,243,477 12.37% $7,153,421 2.93% $37,396,898 15.29%

Tennessee 1997 $22,732,251 19.28% $0 0.00% $22,732,251 19.28%
Tennessee 1998 $29,602,129 19.94% $0 0.00% $29,602,129 19.94%
Tennessee 1999 $69,513,840 40.22% $0 0.00% $69,513,840 40.22%

Texas 1997 $16,879,073 8.02% $0 0.00% $16,879,073 8.02%
Texas 1998 $14,140,285 5.11% $0 0.00% $14,140,285 5.11%
Texas 1999 $14,713,245 4.11% $0 0.00% $14,713,245 4.12%

Virginia 1997 $0 0.00% $0 0.00% $0 0.00%
Virginia 1998 $0 0.00% $0 0.00% $0 0.00%
Virginia 1999 $31,131,163 22.87% $4 0.00% $31,131,167 22.87%

Washington 1997 $528,211 0.47% $1,681,643 1.51% $2,209,854 1.98%
Washington 1998 $32,309,089 19.89% $182,173 0.11% $32,491,262 20.00%
Washington 1999 $86,350,557 39.26% $0 0.00% $86,350,557 39.26%

See Exhibit 2-5 for descriptions of optional federal and state funding sources.

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S.
Department of Health and Human Services and additional sources. Data not available for New York.



Appendix Table 2.8: Amounts and percentages of total annual spending from optional federal sources, by federal fiscal year

State

Optional Federal
Amt.

Optional
Federal %
of Total
Annual
Spending TANF transfer Amt.

TANF
transfer %
(1) TANF direct Amt. (2)

Optional Federal Funding Sources

TANF Title XX SSBG Title XX
direct % Amt. SSBG %

Title
Title IVE Amt. IVE %

Other Federal
Amt.

Alabama 1997 82,222,766 4.68% $0 0.00% $0 0.00% 52,222,766 4.68% $0 0.00% $0

Alabama 1998 $7,699,187 9.93% $0 0.00% $7,199,187 9.29% $500,000 0.65% $0 0.00% $0

Alabama 1999 $18,047,155 21.55% $10,000,000 11.94% $7,547,145 9.01% $500,010 0.60% $0 0.00% 50

California 1997 SO 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0

California 1998 $46,586,808 3.42% $0 0.00% $46,588,808 3.42% $0 0.00% $0 0.00% $0

California 1999 $530,061,751 25.60% $175,729,406 8.49% $171,332,345 8.28% $183,000,000 8.84% $0 0.00% 50

Illinois 1997 $22,931,675 6.81% $0 0.00% $0 0.00% $15,864,175 4.71% $7,067,500 2.10% $0

Illinois 1998 $32,967,700 8.97% $0 0.00% $0 0.00% $25,600,000 6.97% $7,367,700 2.01% $0

Illinois 1999 5185,111,015 33.76% $117,011,392 21.34% $35,208,023 6.42% $25,600,000 4.67% $7,291,600 1.33% $0

Indiana 1997 50 0.00% SO 0.00% $0 0.00% 50 0.00% $0 0.00% $0

Indiana 1998 $42,039,000 30.38% $42,039,000 30.38% 50 0.00% 50 0.00% $0 0.00% $0

Indiana 1999 $71,717,155 45.87% $56,039,000 35.85% $15,678,155 10.03% 50 0.00% $0 0.00% $0

Louisiana 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0

Louisiana 1998 $64,284 0.08% $0 0.00% $0 0.00% 50 0.00% $0 0.00% $64,284

Louisiana 1999 $38,286,855 32.30% $38,288,855 32.30% $0 0.00% 50 0.00% $0 0.00% $0

Massachusetts 1997 $121,757,027 47.51% $108,164,411 42.21% $0 0.00% $13,592,616 5.30% 50 0.00% $0

Massachusetts 1998 $87,345,359 33.54% $79,253,383 30.44% $7,110,224 2.73% $981,752 0.38% 50 0.00% $0

Massachusetts 1999 $150,959,164 50.31% $104,495,063 34.82% $45,220,293 15.07% $310,993 0.10% $932,815 0.31% $0

Michigan 1997 $107,834,585 40.63% $25,959,286 9.80% $11,537,068 4.35% $70,138,231 26.47% $0 0.00% $0

Michigan 1998 $244,952,838 55.08% $149,464,937 33.61% $81,753,323 18.38% $11,411,685 2.57% $2,322,893 0.52% $0

Michigan 1999 $317,211,646 61.51% $96,052,255 18.62% $211,178,065 40.95% $7,011,394 1.36% $2,971,932 0.58% $0

Minnesota 1997 50 0.00% $0 0.00% $0 0.00% 50 0.00% $0 0.00% $0

Minnesota 1998 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0

Minnesota 1999 $57,491,000 26.91% $57,491,000 26.91% $0 0.00% $0 0.00% $0 0.00% $0

New Jersey 1997 $12,300,000 8.48% $0 0.00% $0 0.00% $12,300,000 8.48% 00..00002 50

New Jersey 1998 $53,981,477 35.78% $16,349,984 10.84% $15,055,493 9.98% $22,556,000 14.96% $0 $0

New Jersey 1999 $80,318,556 37.96% $54,774,000 25.88% $21,544,556 10.18% $4,000,000 1.89% $0 0.00% $0

New Mexico 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0

New Mexico 1998 $13,304,750 28.86% $13,304,750 28.86% SO 0.00% 50 0.00% $0 0.00% $0

New Mexico 1999 $13,688,385 29.36% $13,688,365 29.36% 50 0.00% $0 0.00% $0 0.00% $0

New York 1997 $0

New York 1998 $0

New York 1999 $0

North Carolina 1997 $15,081,669 7.73% $0 0.00% 50 0.00% $15,061,669 7.73% 50 0.000% $0

North Carolina 1996 $22,259,615 8.77% $11,699,518 4.81% 50 0.00% $9,447,051 3.72% $1,113,046 0.440% $0

North Carolina 1999 $83,284,758 29.16% $80,753,855 28.28% $1,089,066 0.38% $804,789 0.28% $637,048 0.220% $0

Ohio 1997 $1,548,594 0.78% 50 0.00% $0 0.00% $1,548,594 0.78% $0 0.000% $0

Ohio 1998 $1,429,031 0.68% SO 0.00% $0 0.00% $1,429,031 0.74% $0 0.000% $0

Ohio 1999 $30,243,477 12.37% $0 0.00% $29,416,442 12.03% $827,035 0.34% $0 0.000% $0

Tennessee 1997 $22,732,251 19.28% $12,673,948 10.75% $0 0.00% 510,058,303 8.53% $0 0.000% $0

Tennessee 1998 $29,602,129 19.94% $18,557,015 12.50% $0 0.00% $11,045,114 7.44% $0 0.000% $0

Tennessee 1999 569,513,840 40.22% $51,811,123 29.98% $4,674,342 2.70% $13,028,375 7.54% $0 0.000% $0

Texas 1997 $16,879,073 8.02% $0 0.00% $0 0.00% $16,758,179 7.96% $0 0.000% $120,894

Texas 1998 $14,140,285 5.11% $12,183,631 4.40% $0 0.00% $1,896,936 0.69% $0 0.000% $59,718

Texas 1999 $14,713,245 4.11% $14,404,149 4.02% $0 0.00% $252,037 0.07% $0 0.000% $57,059

Virginia 1997 50 0.00% $0 0.00% $0 0.00% 50 0.00% $0 0.000% $0

Virginia 1998 $0 0.00% $0 0.00% 80 0.00% $0 0.00% $0 0.000% $0

Virginia 1999 $31,131,163 22.87% 531,131,163 22.87% $0 0.00% $0 0.00% $0 0.000% $0

Washington 1997 $528,211 0.47% 50 0.00% $0 0.00% $528,211 0.47% $0 0.000% $0

Washington 1998 $32,309,089 19.89% $28,973,879 17.84% $0 0.00% $3,335,210 2.05% $0 0.000% $0

Washington 1999 $86,350,557 39.26% $82,850,557 37.67% $0 0.00% $3,500,000 1.59% $0 0.000% $0

See Exhibit 2.5 for descriptions of optional federal funding sources.

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S.
Department of Health and Human Services and additional sources. Data not available for New York.

(1) These are amounts spent each year from transferred TANF funds; they are not the amounts transferred. States have one year after transfer to obligatetransferred TANF funds, and another yea

them.

(2) For Indiana, Massachussetts, Ohio, and Washington, 1999 amounts differ from those posted on the website of the Administration for Children and Families of theU.S. Department of Health anc

Services (www.acf.dhhs.gov/programs/ofs/data) as of May 5, 2000. The states directed us to use these more recent figures.
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Appendix Table 2.9: Amounts and Percentages of total annual spending from optional state sources, by federal fiscal year

State

Total Optional State
Amt.

Optional
State %

Add.' TANF
MOE/TANF Child
Care Amt. (1)

Addi TANF
MOE/
TANFChIId
Care MOE %

Optional

Addi TANF
MOE/Separate
State Prog. Child
Care Amt. (1)

State Funding Sources

Add'I TANF
MOE/ Separate
State Prog. Child Other General
Care % Revenue Amt.

Other
General
Revenue
%

Child Protective
Services Amt.

Child
Protective
Services %

Alabama 1997 $81,276 0.17% $0 0.00% $0 0.00% $81,276 0.17% $0 0.00%

Alabama 1998 $1,797,152 2.32% $0 0.00% $0 0.00% $1,797,152 2.32% 0.00%

Alabama 1999 $1,205,227 1.44% 50 0.00% $0 0.00% $1,205,227 1.44% 0.00%

California 1997 $495,055,234 56.05% 50 0.00% $1,446,934 0.16% $493,608,300 55.89% $0 0.00%

California 1998 $747,333,037 54.93% $31,729,054 2.33% $159,553,594 11.73% $556,050,389 40.87% $0 0.00%

California 1999 $919,120,976 44.39% $497,932 0.02% $154,156,341 7.45% $764,466,703 36.92% $0 0.00%

Illinois 1997 $92,701,420 27.55% $25,000,000 7.43% $0 0.00% $15,356,820 4.57% $52,344,600 15.55%

Illinois 1998 $105,435,018 28.70% $63,731,439 17.35% $0 0.00% $8,049,379 2.19% $33,654,200 9.16%

Illinois 1999 $125,480,999 22.88% $81,779,334 14.91% $0 0.00% $8,464,665 1.54% $35,237,000 6.43%

Indiana 1997 $100 0.00% 50 0.00% $0 0.00% $0 0.00% $0 0.00%

Indiana 1998 $2 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Indiana 1999 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Louisiana 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Louisiana 1998 $27,515 0.03% $0 0.00% $0 0.00% $27,515 0.03% $0 0.00%

Louisiana 1999 $20 0.00% $0 0.00% $0 0.00% $20 0.00% $0 0.00%

Massachusetts 1997 $2,301,107 0.90% $0 0.00% $0 0.00% $2,301,107 0.90% $0 0.00%

Massachusetts 1998 $34,647,896 13.31% $1,679,201 0.64% $0 0.00% $29,270,800 11.24% $3,697,895 1.42%

Massachusetts 1999 $9,561,911 3.19% $2,715,232 0.90% $0 0.00% $6,846,679 2.28% $0 0.00%

Michigan 1997 $26,615,315 10.05% $26,615,315 10.05% $0 0.00% $0 $0 0.00%

Michigan 1998 $53,003,829 11.92% $50,991,399 11.47% $0 0.00% $2,012,430 0.45% $0 0.00%

Michigan 1999 $99,992,535 19.39% $97,327,267 18.87% $0 0.00% $2,665,268 0.52% $0 0.00%

Minnesota 1997 $16,211,896 17.48% $0 0.00% $0 0.00% $16,211,896 17.48% $0 0.00%

Minnesota 1998 $42,165,132 31.05% $0 0.00% $0 0.00% $42,165,132 31.05% $0 0.00%

Minnesota 1999 $67,031,687 31.37% $30,691,034 14.36% $0 0.00% $36,340,653 17.01% $0 0.00%

New jersey 1997 $13,360,321 9.21% $0 0.00% $0 0.00% $13,360,321 9.21% $0 0.00%

New Jersey 1998 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

New jersey 1999 $5,000,000 2.36% $0 0.00% $0 0.00% $5,000,000 2.36% SO 0.00%

New Mexico 1997 $3,414,692 15.21% $0 0.00% $0 0.00% $2,740,563 12.21% $674,129 3.00%

New Mexico 1998 $3,798,730 8.24% $0 0.00% $0 0.00% $2,859,934 6.20% $938,796 2.04%

New Mexico 1999 $3,209,781 6.89% $0 0.00% $0 0.00% $2,006,317 4.30% $1,203,464 2.58%

New York 1997
New York 1998
New York 1999

North Carolina 1997 $34,727,475 17.81% $0 0.00% $0 0.00% $34,727,475 17.81% $0 0.00%

North Carolina 1998 $46,435,052 18.29% $2,562,901 1.01% $0 0.00% $43,872,151 17.28% $0 0.00%

North Carolina 1999 $36,337,968 12.72% $3,012,840 1.05% $0 0.00% $33,325,128 11.67% $0 0.00%

Ohio 1997 $4,749,787 2.40% $0 0.00% $0 0.00% $0 0.00% $4,749,787 2.40%

Ohio 1998 $10,760,259 5.10% $6,446,668 3.06% $0 0.00% $0 0.00% $4,313,591 2.04%

Ohio 1999 $7,153,421 2.93% $4,031,611 1.65% $0 0.00% $0 0.00% $3,121,810 1.28%

Tennessee 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Tennessee 1998 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Tennessee 1999 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Texas 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Texas 1998 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Texas 1999 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Virginia 1997 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Virginia 1998 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Virginia 1999 $4 0.00% $0 0.00% $0 0.00% $4 0.00% $0 0.00%

Washington 1997 $1,681,643 1.51% $0 0.00% $0 0.00% $1,681,643 1.51% $0 0.00%

Washington 1998 $182,173 0.11% $0 0.00% $0 0.00% $182,173 0.11% $0 0.00%

Washington 1999 $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

See Exhibit 2-5 for descriptions of optional state funding sources.

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S Department of
Health and Human Services and additional sources. Data not available for New York.

(1) Additional TANF Maintenance of Effort amounts are state expenditures on child care for TANF-eligible families in addition to CCOF-required spending-either under the TANF Program or in

Separate State Programs.



Appendix Table 2.10: Quality spending by federal fiscal year and percentage growth in quality spending,
Federal Fiscal Years 1997

State

- 1999

FFY 1997
Quality Spending

FFY 1998
Quality Spending

% Growth
FFY 1999 FFYs

Quality Spending 1997-1999
ALABAMA $3,029,450 $3,295,560 $4,107,973 35.60%
CALIFORNIA $11,233,788 $34,059,804 $47,003,572 318.41%
ILLINOIS $7,778,798 $19,506,448 $19,302,519 148.14%
INDIANA $1,548,773 $7,219,440 $10,795,303 597.02%
LOUISIANA $1,170,900 $3,141,621 $7,455,352 536.72%
MASSACHUSETTS $11,069,151 $9,201,194 $13,201,368 19.26%
MICHIGAN $3,436,906 $8,340,342 $18,305,175 432.61%
MINNESOTA $7,402,751 $12,404,455 $8,139,104 9.95%
NEW JERSEY $7,851,611 $3,427,307 $6,886,526 -12.29%
NEW MEXICO $639,806 $991,411 $1,620,121 153.22%
NEW YORK
NORTH CAROLINA $7,251,476 $7,743,019 $9,929,731 36.93%
OHIO $7,259,862 $10,234,687 $11,234,569 54.75%
TENNESSEE $4,941,199 $4,838,791 $9,236,850 86.94%
TEXAS $10,497,220 $9,351,434 $19,268,474 83.56%
VIRGINIA $2,157,537 $2,843,018 $3,309,825 53.41%
WASHINGTON $2,979;557 $8,017,845 $7,606,094 155.28%

Source: Information provided by study states, drawn from their ACF-696 and ACF-196 financial reports to the U.S. Department of Health
and Human Services and additional sources. Data not available for New York.
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Appendix Table 3.1
Child Care Subsidy Usage for April 1997, April 1998, and April 1999

State

APRIL 1997
Enrollment

APRIL 1998
Enrollment

APRIL 1999
Enrollment

% Change
1997-1999

ALABAMA 21,875 29,731 32,910 50%

CALIFORNIA*
ILLINOIS 98,777 119,888 167,951 70%

INDIANA 18,000 29,311 37,828 110%

LOUISIANA 15,475 28,754 41,902 171%

MASSACHUSETTS 51,804 46,209 69,308 34%
MICHIGAN 71,312 102,336 118,045 66°k

MINNESOTA 24,485 32,721 35,565 45%
NEW JERSEY* 34,086
NEW MEXICO 7,950 14,876 18,563 133%

NEW YORK 81,001 119,978 151,848 87°k.

NORTH CAROLINA 72,532 86,061 92,921 28%

OHIO* 60,053 63,225 66,114 10%

TENNESSEE 51,608 55,213 56,159 9%

TEXAS 41,721 76,957 109,963 164%

VIRGINIA 33,363 39,613 65,767 97%

WASHINGTON 42,070 51,520 57,966 38%

Source: Information provided by the study states drawn from their ACF-800, ACF-801 reports to the U.S. Department of Health and
Human Services and additional sources. Includes subsidies from all sources of funding as reported in chapter 2.

* No information provided for one or both years.

14U



Appendix Table 3.2
Percent of Federally-Eligible Children Served by Subsidies

April 1997 and April 1999

APRIL 1997 APRIL 1999 Federally-Eligible % 1997 % 1999
State Enrollment Enrollment Children** Served Served

ALABAMA 21,875 32,910 232,113 9% 14%

CALIFORNIA* 1,732,009
ILLINOIS 98,777 167,951 675,876 15% 25%

INDIANA 18,000 37,828 298,991 6% 13%

LOUISIANA 15,475 41,902 219,523 7% 19%

MASSACHUSETTS 51,804 69,308 301,560 17% 23%

MICHIGAN 71,312 118,045 544,854 13% 22%

MINNESOTA 24,485 35,565 297,578 8% 12%

NEW JERSEY* 34,086 350,500 10%

NEW MEXICO 7,950 18,563 127,184 6% 15%

NEW YORK 81,001 151,848 879,719 9% 17%

NORTH CAROLINA 72,532 92,921 411,074 18% 23%

OHIO 7,950 66,114 579,749 1% 11%

TENNESSEE 51,608 56,159 345,716 15% 16%

TEXAS 41,721 109,963 1,159,061 4% 9%

VIRGINIA 33,363 65,767 348,077 10% 19%

WASHINGTON 42,070 57,966 310,329 14% 19%

Source: Enrollment data provided by the study states drawn from their ACF- 800 and ACF-801 reports to the U.S. Department of Health and Human
Services and additional Sources reflects subsidies from all sources of funding reported in Chapter 2.

* No information provided for one or both years.

** The number of federally-eligible children is the result of a simulation model conducted by the Urban Institute using data on
income, and employment from the combined March 1995, 1996, and 1997 Current Population Surveys.
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Appendix Table 3.3
TANF Caseloads for 1997 and 1999

STATE

1997
RECIPIENTS

1999
RECIPIENTS

1997 - 1999
CHANGE

PERCENT
CHANGE

ALABAMA 89,239 47,325 -41,914 -47%

CALIFORNIA 2,424,344 1,804,232 -620,112 -26%

ILLINOIS* 110,371
INDIANA 568,128 335,461 -232,667 -410/0

LOUISIANA* 89,439
MASSACHUSETTS 207,029 131,139 -75,890 -37%

MICHIGAN 442,899 250,185 -192,714 -44%

MINNESOTA 140,908 138,829 -2,079 -10/0

NEW JERSEY* 253,783 149,151 -104,632 -41%

NEW MEXICO 83,386 78,826 -4,560 _50/0

NEW YORK 1,050,635 817,579 -233,056 -22%

NORTH CAROLINA*
OHIO*
TENNESSEE 175,147 147,038 -28,109 -16%

TEXAS 591,998 357,659 -234,339 -40%

VIRGINIA 129,071 92,143 -36,928 -29%

WASHINGTON 258,175 172,585 -85,590 -33%

Source: data supplied by the study states.

* Data for 1997 and/or 1999 not provided.
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Appendix Table 3.7
Maximum Income Eligiblity for a Family of Three Not Receiving TANF
As a Percentage of State Median Income
June 1999

State Income eligibilty SMI* 85% of SMI
Income eligibility
as Percent of SMI

ALABAMA $17,328 $40,520 $31,808 43%
CALIFORNIA $33,924 $46,382 $29,452 73°/0

INDIANA $25,932 $48,562 $36,520 53%
ILLINOIS $24,243 $45,008 $36,520 54%
LOUISIANA $29,580 $32,518 $29,452 91%
MASSACHUSETTS $23,172 $54,610 $36,520 42%
MICHIGAN $26,064 $48,318 $34,164 54%
MINNESOTA $35,410 $50,884 $43,589 70°/0

NEW JERSEY $27,300 $56,562 $38,876 48%
NEW MEXICO $27,756 $33,628 $22,384 83%
NEW YORK $28,056 $46,966 $27,096 60%
NORTH CAROLINA $32,628 $43,504 $34,164 75%
OHIO $25,680 $46,978 $34,164 55%
TENNESSEE $22,702 $40,524 $29,492 56%
TEXAS $20,475 $40,326 $27,096 51%
VIRGINIA $25,692 $47,922 $36,525 54%
WASHINGTON $28,644 $48,234 $36,520 59%

Source: Information supplied by the study states.

* State Median Income
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Appendix 3.8
Percent of Children Eligible Under State Eligibility Guidelines
April 1999

State April 1999 Enrollment 1999 State Eligible
% 1999 State

Eligible Served

ALABAMA 32,910 111,552 30%
CALIFORNIA 1,511,070
ILLINOIS 167,951 359,000 47%
INDIANA 37,828 190,137 20%
LOUISIANA 41,902 207,807 20%
MASSACHUSETTS 69,308 138,133 50`1/0

MICHIGAN 118,045 359,034 33%
MINNESOTA 35,565 248,544 14%

NEW JERSEY 34,086 184,126 19%

NEW MEXICO 18,563 127,637 15%

NEW YORK 151,848 633,245 24%
NORTH CAROLINA 92,921 331,351 28%
OHIO 66,114 341,076 19`)/0

TENNESSEE 56,159 218,912 26%
TEXAS 109,963 724,664 15%

VIRGINIA 65,767 244,231 27%
WASHINGTON 57,966 267,786 22%

Source: Information provided by the study states drawn from their ACF-800, ACF-801 reports to the U.S. Department of Health
and Human Services and additional sources. Includes subsidies from all sources of funding as reported in Chapter 2.



Appendix 3.10
Adjusted Payment Rates:
Three Year-Old Child in Full-Time Center Care in the Study County Located in the State With the Highest
Reimbursement Rate June 1999

State County
Unadjusted

Rate
CC Labor

Cost Index
Adjusted

Rate

ALABAMA Mobile $74.00 0.896 $82.59
CALIFORNIA Orange $141.68 1.294 $109.49
INDIANA Madison $70.00 1.113 $62.89
ILLINOIS Cook $118.75 1.113 $106.69
LOUISIANA Ouchita $65.00 0.793 $81.97
MASSACHUSETTS Franklin $127.50 1.113 $114.56
MICHIGAN Wayne $189.00 1.113 $169.81
MINNESOTA Hennepin $137.00 1.016 $134.84
NORTH CAROLINA Mecklenburg $119.75 0.892 $134.25
NEW JERSEY Union $108.80 1.096 $99.27
NEW MEXICO Dona Ana $72.40 0.933 $77.60
NEW YORK Orange $125.00 1.096 $114.05
OHIO Hamilton $121.00 1.113 $108.72
TENNESSEE Shelby $72.00 0.896 $80.36
TEXAS Harris $86.28 0.793 $108.80
VIRGINIA Arlington $157.00 0.892 $176.01
WASHINGTON King $120.00 1.294 $92.74

Source: payment rates supplied by the states. The Child Care Labor Cost Index is defined as : CCCIi Wi/WN), where Wi
- average hourly wage rate for child care workers in Region i, and WN - national average hourly wage rate for child care
workers. Adjusted child care expenditures in State j - actual child care expenditures in State j divided by CCCIi, when
State i is located in Region j. Average hourly wage rates for child care workers were obtained from the 1997 Census
Bureau's National Compensation Survey. Wages are estimated for 9 Census regions, nationally.
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