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Introduction and Summary

This report broadly summarizes the nature and magnitude of the increases in federal and
state spending on child care and early childhood education programs between the passage of the
1996 welfare reform law, the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA), and 2005. This report concludes that total child care and early education spending
essentially doubled between 1997 and 2003, but has since declined. During the same period,
state-funded prekindergarten/preschool spending increased, but as of 2005, it had not made up
all of the decline.

As many as one hundred programs support some aspect of child care or early childhood
education.! Six programs, though, account for almost all government spending in both areas.
Four of these programs have as their primary purpose helping low-income mothers? work outside
the home: the Child Care and Development Fund (CCDF), Temporary Assistance for Needy
Families (TANF), the Child and Adult Care Food Program (CACFP), and the Social Services
Block Grant (SSBG).? Two of these programs have as their primary purpose providing early
childhood education: Head Start and state-funded prekindergarten/preschool programs. Between
1997 and 2001, total spending on five of these programs (all except prekindergarten/preschool
programs) rose about 69 percent (or about 17 percent per year), from about $12.04 billion to
about $20.39 billion (see figure 1, page 4, and table 1, page 5). Growth then slowed substantially
between 2001 and 2003, rising by only about 8 percent, from about $20.39 billion to about
$22.06 billion. From 2003 to 2005, total spending declined by about 5 percent to about $20.88
billion, or by about $1.180 billion, with the decline almost entirely in child care spending. State
spending, however, on prekindergarten/preschool programs grew rapidly, from an estimated

'Douglas J. Besharov, ed., Enhancing Early Childhood Programs: Burdens and Opportunities
(Washington, DC: CWLA Press and American Enterprise Institute, 1996), 213.

2This report uses “mothers” instead of the more neutral “parents” because it is working mothers who are the
predominant basis for CCDF eligibility. About 55 percent of federally CCDF-eligible children live with a single
parent, which is assumed to be their mother. And while it is true that in some low-income married-couple families
the mother works more hours than the father, these are the exception.

®Most other reports focus on the CCDF and TANF as the main sources of federally funded child care and
tend not to include many, if any of the other programs. See, for example, U.S. General Accounting Office, Child
Care: States Increased Spending on Low-Income Families, GAO-01-293 (Washington, DC: U.S. GAO, February
2001), http://www.gao.gov/new.items/d01293.pdf (accessed July 9, 2007); and U.S. Department of Health and
Human Services, Administration for Children and Families, Child Care Bureau, Child Care and Development Fund
(CCDF): Report to Congress (Washington, DC: HHS, January 2003),
http://www.acf.hhs.gov/programs/ccb/ccdf/rtc/rtc2002/rtc_general/rtc_2002_2003.pdf (accessed July 9, 2007).
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$970 million during the 1991/1992 school year to about $2.84 billion during the 2004/2005
school year.* (Unless otherwise indicated, all dollar amounts in this paper are in 2005 dollars.)®

Of the remaining child care programs, the vast majority are small—if a $5 million or $10
million program is small—and they are ignored in this analysis.® But four other programs have
annual spending of more than $200 million and, even though they are not configured to help
low-income mothers work, because of their size they are also described: the 21* Century
Community Learning Centers Program; the Individuals with Disabilities Education Act’s
(IDEA) Special Education Preschool Grants and Grants for Infants and Families; Title | of the
Elementary and Secondary Education Act (ESEA) preschool education funds; and Even Start. To
emphasize, because these programs are not now used to provide a substantial amount of child
care for low-income families, this report does not include them in its spending estimates,
although some other analysts do.” Instead, this report explores the possibility of reorienting these
programs so that they do so and concludes that two of these programs—the 21* Century
Community Learning Centers Program and Even Start—could be reoriented. Hence, they are
potential sources of child care funding (see figure 1, page 4).

This report also describes the growing number of state prekindergarten programs (usually
for disadvantaged children) and federal and state tax credits for child care expenditures. Because
this paper is about federal program expenditures (and associated state expenditures), it does not
include prekindergarten programs in the summary of expenditures. It also does not include tax
credits because they provide little assistance to low-income families.

“The National Institute for Early Education Research, The State of Preschool: 2005 State Preschool
Yearbook, http://nieer.org/yearbook2005/pdf/yearbook.pdf (Accessed August 10, 2007).

We use the Bureau of Labor Statistics’ (BLS) Consumer Price Index for All Urban Consumers (CPI-U) to
adjust for inflation. The programs discussed in this paper use the CPI-U to determine eligibility. (The CPI-U is the
most commonly used inflation adjustor.) However, the CPI-U overstates inflation. Although the index has
experienced a variety of improvements over the years (thus improving the present and future CPI), the BLS does not
adjust historical price indexes to reflect these changes. To address this problem, the BLS established a research
series using current methods (CPI-U-RS) which corrects for the overstatement of inflation found in the CPI-U. Had
we used this measure, the estimated increases in child care expenditures would be lower (in both absolute and
percentage terms).

®Among the smaller programs excluded from this report are Early Reading First (about $94 million), the
Early Learning Fund/Early Learning Opportunities Act Program (about $34 million), the Child Care Access Means
Parents in School program (about $16 million), and the Early Childhood Educator Professional Development
program (about $15 million). All of these dollar amounts represent 2004 funding levels. Melinda Gish, Child Care
Issues in the 108" Congress, CRS Report RL31817 (Washington, DC: Congressional Research Service, July 20,
2004).

"Gish, Child Care Issues in the 108" Congress, CRS Report RL31817, p. 8; and Ron Haskins, Testimony
Before the Ways and Means Committee, Subcommittee on Human Resources, U.S. House of Representatives, 109th
Congress, February 10, 2005, http://waysandmeans.house.gov/hearings.asp?formmode=view&id=2492 (accessed
August 22, 2007).
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The total spending estimates are divided into three time periods: 1997-2001, 2001-2003,
and 2003-2005. These years were chosen because (1) 1997 is the first full year after the
enactment of PRWORA'’s child care provisions, (2) 1997-2001 is the period when the pace of
total spending increases was greatest, (3) 2001-2003 is the period when the pace of total
spending increases slowed, (4) 2003-2005 is the period when total spending declined, and (5)
2005 is the most recent year for which complete data are available.

Figure 1
Child Care and Early Childhood Education Spending
and Potential Spending

Federal and State
(1981-2005)

Billions of 2005 $
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Source: See Appendix A. No consecutive data on prekindergarten/preschool
spending are available for the school years prior to 2001/2002.
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Table 1
Child Care and Early Childhood Education Spending and Potential Funding
1981-2005
(millions of 2005 dollars)
Program | 1981| 1982| 1983| 1984| 1985| 1986| 1987| 1988| 1989| 1990| 1991| 1992| 1993| 1994| 1995| 1996| 1997| 1998| 1999| zooo| 2001| zooz| 2003| zoo4| 2005

Primarily child care programs

Child Care and Development Fund (CCDF)* 173 | 2227 | 2435 | 3010| 3542| 3866| 3890| 4757| 6312 7.365| 8191 8766 9323 10,049 9,698 9,380

Temporary Assistance for Needy Families (TANF)? 172| 162| 157| 169| 163| 160| 172| 165| 158 | 164 172 181 176 178 167 149 162 545 | 1253 | 2478 2652 2828| 2718 2546| 2,309

Child and Adult Care Food Program (CACFP) 730| 656| 698| 765| 820| 884| 942 1,037 | 1,098 1,215| 1,355 | 1,523 | 1,655| 1,784| 1876 1909 1913| 1,860 1900 1910| 1917| 2012| 2044 2087| 2111

Social Service Block Grants (SSBG)* 1,137 1,038 | 984 1,049| 996 | 952| 923| s880| 841| 822| 809| 754 753 720 716 619 366 334 464 187 222 218 175 263 241

Subtotal 2,038 | 1,856 | 1,839 | 1,983 | 1,979 | 1,996 | 2,037 | 2,082 | 2,097 | 2,374 | 4,563 | 4893 | 5594 | 6,224 6625| 6567| 7,198| 9,051 10982 12,766 | 13,557 | 14,381 | 14,986 | 14,594 | 14,041
Primarily early childhood education programs

Head Start? 1,760 | 1,845 | 1,788 | 1,872 | 1,951 | 1,853 | 1,944 | 1,990 | 1,945 | 2,319 | 2,799 | 3,065 | 3,752 | 4,383 | 4528 | 4443| 4844| 5208| 5460| 5972 6836 | 7097| 7076| 7,004| 6,842

State-funded Prekindergarten/Preschool’ 970 n/a n/a n/a n/a n/a n/a 1,964 n/a n/a 2,643 2,696 n/a 2,837

Subtotal 1,760 | 1,845 | 1,788 | 1,872 | 1,951 | 1,853 | 1,944 | 1,990 | 1,945 | 2,319 | 2,799 | 4,035 | 3,752 | 4,383* | 4528* | 4,443* | 4.844*| 5208*| 7.424| 5972*| 6,836 | 9740 | 9,772 7,004* | 9,679
Total spending 3,798 | 3,701 | 3,627 | 3,855 | 3,930 | 3,849 | 3,981 | 4,072 | 4,042 | 4,693 | 7,362 | 8,928 | 9,346* | 10,607* | 11,153* | 11,010* | 12,042 | 14,250* | 18,406 | 18,738 | 20,393* | 24,121 | 24,758 | 21,598* | 23,720
Other potentially available funds

21% Century Community Learning Centers 1 48 234 514 933 1,086 1,055 1,033 991

Even Start 97 120 120 131 127 124 149 158 170 276 271 263 255 225

Unspent CCDF® 1210 1627 2199 2155| 2,005| 2859 | 2095| 2835| 2330

Unspent TANF® 3300| 7312| 8004| 8082| 7021| 6308| 4124| 3877 3812

Subtotal 97 120 120 131 127 4635| 9136| 10595 | 10,921 | 10325| 10524 | 7537] 8000] 7358
Total spending plus potential funding 3,798 | 3,701 | 3,627 | 3,855 | 3,931 | 3,849 | 3,981 | 4,072 | 4,041 | 4,693 | 7,362 | 9,026 | 9,467* | 10,727* | 11,284* | 11,137* | 16,676* | 23,396* | 29,003 | 29,659 | 30,718* | 34,645 | 32,296 | 29,598* | 31,078

Sources: See Appendix A.

Notes:

* These totals do not include prekindergarten/preschool spending because data are not available for the particular year.

1. The CCDF expenditure data are the amount states actually spent in a given year including funds carried over from a prior year (as opposed to the amount made available or the amount of the year’s allocation that was actually spent).

2. For Head Start, the local grantees are expected to contribute 20 percent of the total state allocation. These contributions may be in cash or in-kind. They are not included in the expenditure calculation.

3. TANF expenditures exclude TANF transfers and TANF MOE expenditures that could also be claimed as CCDF MOE. All CCDF MOE expenditures are deducted, assuming a complete overlap, even though in some states this exaggerates the amount of overlap and, as a result, understates the
amount of TANF child care expenditures that could be counted.

4. For 1981-1996, the calculations for SSBG assume that 20 percent of SSBG outlays are for child care. For 1997-2002, expenditures reflect the amount states actually spent in a given year. (Beginning in 1997, SSBG expenditures include TANF transfers into the SSBG.)

5. Unspent TANF includes cumulative unliquidated obligations and the cumulative unobligated balance.
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Pre-Welfare Reform Provisions

Prior to 1988, most federal child care subsidies for low-income families were provided
through Title XX of the Social Security Act and the Social Services Block Grant (SSBG).® With
the passage of the Family Support Act of 1988, two additional funding streams were created: (1)
AFDC/JOBS Child Care Program (for AFDC recipients who were working or participating in
the JOBS program),® and (2) Transitional Child Care (for families who left welfare for work, for
up to twelve months).* In 1990, Congress added two more funding streams: (1) the At-Risk
Child Care Program (for low-income families “at risk” of going on welfare without child care
assistance),'* and (2) the Child Care and Development Block Grant (CCDBG) (for low-income
families).”

In addition, until the passage of the 1996 welfare reform law, federal law required states
to disregard a certain amount of the income of welfare families for work-related child care costs
when setting AFDC grant amounts. The now-defunct AFDC dependent care disregards reduced
the “countable earned income” of welfare parents who held jobs and, in turn, increased their
AFDC grants by the amount equal to their work-related child care expenses (up to $175 per
month for each child two years or older and up to $200 per month for each child less than two
years old). (Perhaps half of the states or more still use the disregard under their TANF

80ther major child care programs were Head Start, the Child and Adult Care Food Program, and the
Dependent Care Tax Credit.

*The AFDC/JOBS Child Care Program provided states with child care funds for AFDC recipients who were
working or participating in approved education, training, and work activities. It was an open-ended entitlement with
the same federal matching rate used for AFDC. In FFY 1995, federal funding was about $867 million with an
average monthly enrollment of 422,049 children. U.S. Department of Health and Human Services, Administration
for Children and Families, Child Care Bureau, Federal Child Care Programs in FY 1995 (Washington, DC: HHS,
undated), http://www.acf.dhhs.gov/programs/ccb/research/1995.htm (accessed October 2, 2001).

“The Transitional Child Care Program provided states with funding for up to twelve months of child care
for families leaving AFDC due to employment. It was an open-ended federal entitlement with the same matching
rate used for AFDC. In FFY 1995, federal funding was about $276 million with an average monthly enrollment of
141,017 children. U.S. Department of Health and Human Services, Federal Child Care Programs in FY 1995.

The At-Risk Child Care Program provided states with child care funds for low-income families who were
not on AFDC, but who would be “at risk” of going on welfare without assistance. It was a capped entitlement set at
about $384 million annually with the same matching rate used for AFDC. In FFY 1995, federal funding was about
$367 million with an average monthly enrollment of 198,891 children. U.S. Department of Health and Human
Services, Federal Child Care Programs in FY 1995.

2The CCDBG provided states with funds for child care for low-income families and to improve the quality
and availability of child care generally. In FFY 1995, federal funding was about $1.194 billion and the annual,
unduplicated count of children served was 662,735. (The average monthly number of children served was
unavailable.) U.S. Department of Health and Human Services, Federal Child Care Programs in FY 1995.

5
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programs.)*® Parents could claim the disregard for any kind of child care, including relative-
provided care. Parents were required to present receipts for child care purchased, and, in the case
of relative-provided care, the receipt could be a note designating the hours of care used and the
amount paid. In FFY 1996, the last year of the program, 73,351 families claimed an average of
about $229 per month in child care fees.* In that year, total federal and state expenditures on the
dependent care disregard were about $195 million.

Although most child care advocates welcomed the funding increases during the time
between 1988 and the passage of the Personal Responsibility and Work Opportunity
Reconciliation Act of 1996, many advocates complained about the overlapping and confusing
nature of these child care funding streams.™ A report from the U.S. Government Accountability
Office, for example, described the ninety early childhood programs throughout eleven federal
agencies and twenty offices that made up the federal government’s approach to child care.*

Child Care and Development Fund

As part of the 1996 welfare reform law, Congress partially streamlined the major child
care funding streams and provided a framework and incentives for sharp increases in spending.”’
The new welfare law repealed the legislative authority for the three AFDC-related child care
programs with differing rules (At-Risk Child Care, AFDC/JOBS Child Care, and Transitional
Child Care) and combined their funding with CCDBG funding to create the new Child Care and
Development Fund (CCDF).*®

3Center for Law and Social Policy and Center on Budget and Policy Priorities, “States’ Use of Child Care
Deductions When Determining Eligibility for TANF and for Medicaid Under the Family Coverage Category,”State
Policy Documentation Project, table 4, http://www.spdp.org/medicaid/table_4.htm (accessed July 9, 2007), reporting
that, in 2000, twenty-eight states used child care disregards when determining eligibility for TANF.

4U.S. Department of Health and Human Services, Administration for Children and Families, Office of
Family Assistance, Division of Performance Measurement, “Disregards of AFDC Families with Earned Income:
October 1995-September 2006,” in Characteristics and Financial Circumstances of AFDC Recipients: Fiscal Year
1996 (Washington, DC: HHS, 1997), table 39, http://www.acf.dhhs.gov/programs/ofa/AX39.PDF (accessed July 9,
2007).

BBesharov, ed., Enhancing Early Childhood Programs: Burdens and Opportunities.

18U.S. General Accounting Office, Early Childhood Programs: Multiple Programs and Overlapping Target
Groups, HEHS-95-4FS (Washington, DC: GAO, October 31, 1994), http://archive.gao.gov/f0902a/152657.pdf
(accessed July 9, 2007).

"Douglas J. Besharov, “Trapped in the Day Care Maze,” Washington Post, December 11, 1994,

8The “CCDF” is not a specific term used in the authorizing legislation, but it is the term used by the
Department of Health and Human Services to describe the various child care funding streams.

6
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States may use CCDF funds to aid families with incomes up to 85 percent of the state
median income for families of similar size. States are required to give priority to “very low-
income” families.” Both parents (or one parent in a single-parent family) must be either working
or in an employment and training activity,® and the child must generally be under age thirteen.
(CCDF funds may also be used to subsidize child care for children at risk of abuse or neglect, or
who need child care as a protective service.)* Under the CCDF, funding is provided in three
main categories: mandatory funds, matching funds, and discretionary funds, as described
immediately below.

Mandatory funds provide a guaranteed level of federal child care funding to states, for
which no state matching funds are required. Each state receives a fixed amount each year, equal
to the funding it received under the AFDC child care programs in either FFY 1994, FFY 1995, or
the average of FFY 1992-1994, whichever is highest.?? Since 1997, these “guaranteed
mandatory” fund appropriations have totaled $1.2 billion per year.

Unused funds may be carried over into future years (with no fiscal year limitation).
Federal mandatory funds have no obligation or liquidation deadline, unless federal matching
funds (see below, under “Matching funds”) are also requested. If so, the federal mandatory funds
must be obligated in the year they are received, but there is no limit on when they must be
liquidated. In FFY 2005, states spent about $1.253 billion in federal mandatory funds, including
funds obligated in prior years.? (This included about $1.116 billion in FFY 2005 funds.)

Matching funds are available from the federal government to states that have spent their
guaranteed mandatory funds and have met their maintenance-of-effort (MOE) requirements. The

¥Child Care and Development Block Grant Act, U.S. Code 42 (1990) § 9801, section 658 (E).

2y S. Department of Health and Human Services, Office of the Assistant Secretary for Planning and
Evaluation (ASPE), “Child Care Eligibility and Enrollment Estimates for Fiscal Year 2001,” memorandum, April 4,
2003, stating: “Some states limit eligibility to parents who meet certain minimum work requirements (ranging from
15-40 hours in the 17 states explicitly reporting these requirements).” The states define “working” and “training
activity” in their individual State CCDF plans. National Child Care Information Center, “State Plan FY 2004-2005
Eligibility and Priority Terminology,” (Washington, DC: HHS, undated),
http://nccic.acf.hhs.gov/pubs/stateplan/app-eligibility.html#9.

2'Child Care and Development Block Grant Act, U.S. Code 42 (1990) § 9801, section 658 (P).

ZAlice Butler and Melinda Gish, The Child Care and Development Block Grant: Background and Funding,
CRS Report RL30785 (Washington, DC: Congressional Research Service, April 7, 2003).

2.S. Department of Health and Human Services, Administration for Children and Families, Child Care
Bureau, “Expenditures in FY 2005 by Appropriation Year,” 2005 CCDF State Expenditure Data, table 1
(Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/fy05_overview_allyears.htm (accessed July 9,
2007).
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amount of federal matching funds provided to a state depends on the amount of additional, or
“state matching,” funds it spends. In FFY 2005, state MOE spending was about $928 million and
federal and state matching funds totaled about $2.957 billion.**

Federal matching funds are allocated to states according to their share of children under
age thirteen; unclaimed matching funds are redistributed to states that have spent more than their
allocation. The annual amount of available federal matching funds increased steadily between
FFY 1997 and FFY 2001, from about $793 million to about $1.416 billion. After that, the rate of
increase slowed. In FFY 2005, the amount available was about $1.524 billion.” Federal
matching funds must be obligated in the year they are received and must be liquidated within the
next fiscal year (that is, spent within two years). In FFY 2005, states spent about $1.524 billion
in federal matching funds.?® (This included about $1.287 billion in FFY 2005 funds.)

State maintenance-of-effort (MOE) funds are the amount of their own money that states
must spend on child care in order to become eligible for federal matching funds. State MOE
requirements are set at the greater of each state’s FFY 1994 or FFY 1995 spending levels in the
Title 1\V-A child care programs and total $888 million nationally (in 2005 dollars). State MOE
funds must be obligated and liquidated in the same fiscal year (that is, spent within one year). In
FFY 2005, reported state MOE expenditures were about $958 million.”” (Eight states accounted
for all of the $70 million in reported MOE spending above the required level.)

State matching funds are state child care expenditures that exceed the state’s MOE level
and, thus, can be used to claim federal matching funds. (The state’s matching rate for child care
is the same as its FFY 1995 matching rate for Medicaid.)?® State matching funds must be
obligated by the end of the year in which the state receives federal matching funds and must be
liquidated by the end of the following year (that is, spent within two years). In FFY 2005, state-
match spending was about $1.433 billion.? (This included about $1.253 billion in FFY 2005
funds.)

#bid.

B|bid.

%|pid.

2'U.S. Department of Health and Human Services, Administration for Children and Families, Child Care
Bureau, “Fiscal Year 2004 Child Care Development Fund Maintenance of Effort (MOE) Summary,” 2005 CCDF
State Expenditure Data (Washington, DC: HHS, 2005), table 8,
http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/table8.htm (accessed July 9, 2007).

2Butler and Gish, The Child Care and Development Block Grant: Background and Funding.

.S, Department of Health and Human Services, “Expenditures in FY 2005 by Appropriation Year,”

http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/fy05_overview_allyears.htm (accessed July 9,
2007).
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Discretionary funds are federal funds (no state match is required) appropriated each
year for state child care programs. TANF transfers to the CCDF are treated as discretionary
funds.

In 1997, Congress appropriated about $1 billion in discretionary funds, but by FFY 2001,
the appropriation had risen to $2 billion, and has since remained at about that level.*® These
funds must be obligated by the end of the fiscal year following the year they are received and
must be liquidated within the next fiscal year (that is, spent within three years).

Quality set-asides, described next, are often funded with discretionary funds, and TANF
transfers to the CCDF are treated as discretionary funds. In FFY 2005, states spent about $4.242
billion in discretionary funds.® (This includes about $2.924 billion in FFY 2005 funds.)

Quality set-asides are funds dedicated to “quality improvement” activities, such as
practitioner training, technical assistance, and higher pay for child care teachers and staff. The
CCDF requires that states spend 4 percent of their total federal and state CCDF expenditures on
quality improvement activities, although they may, of course, spend more. In FFY 2004, states
spent about $365 million, or 4.8 percent of their FFY 2004 expenditures, on “improving the
quality of child care services.”*

In addition, Congress has added discretionary funds specifically earmarked for quality
improvement activities. In FFY 1997, it created a $23 million fund for after-school resource and
referral services. In FFY 1998, it added a $60 million set-aside for “infant and toddler quality
improvement,” and in FFY 1999, a $203 million set-aside for “child care quality improvement
activities.” In FFY 2001, the set-aside for infants and toddlers rose to about $110 million.* In
FFY 2005, states spent about $150 million of earmarked funds, including about $99 million on
“child care quality improvement activities,” about $38 million on “infant and toddler quality

®U.S. Department of Health and Human Services, Administration for Children and Families, Child Care
Bureau, FFY 2005 Final CCDF Allocations (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/ccb/law/allocations/current/state2005/final_allocations2005.htm (accessed July 9,
2007).

*1U.S. Department of Health and Human Services, “Expenditures in FY 2005 by Appropriation Year.”

21.S. Department of Health and Human Services, Administration for Children and Families, Child Care
Bureau, “Summary of Expenditures by Categorical Items,” FY 2005 CCDF State Expenditures, table 1.

$American Public Human Services Association, “Child Care,” in Crossroads: New Directions in Social
Policy (Washington, DC: APHSA, 2001), http://www.aphsa.org/Publications/Doc/crossroads.pdf (accessed June 19,
2006).
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improvement,” and about $14 million on “child care resources and referral and school age
1134
care.

TANF transfers to the CCDF, described above, are treated as discretionary funds and are
subject to CCDF rules. A state may transfer up to 30 percent of its federal TANF block grant to
the CCDF each year. (States may transfer these funds back to TANF within the next two years.)
From FFY 1997 to FFY 2001, TANF transfers to the CCDF rose from about $286 million® to
about $2.094 billion.* In FFY 2005, states transferred a total of about $1.937 billion in TANF
funds to the CCDF.*’

Program totals include combined mandatory, matching, and discretionary expenditures
under the CCDF, as well as unspent funds. Given the multiplicity and complexity of CCDF
funding streams, it may be helpful to recapitulate these numbers.

Total expenditures increased greatly after the passage of PRWORA. From 1997 to 2003,
total CCDF expenditures rose about111 percent, from about $4.757 billion to about $10.049
billion. From 2003 to 2005, total expenditures declined by about 7 percent, to about $9.380
billion (about $7.018 billion in federal funds and about $2.362 billion in state funds).*®

Unspent CCDF funds include cumulative unliquidated obligations and the cumulative
unobligated balance. Unliquidated obligations are CCDF funds that a state has committed to
spend, but has not yet spent, while unobligated funds have not been spent or committed. In FFY
2005, unspent funds totaled about $2.330 billion, including unliquidated obligations of about
$2.030 billion and an unobligated balance of about $299 million (all from FFY 2005 funds).*

*U.S. Department of Health and Human Services, “Summary of Expenditures by Categorical Items,”
http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/tablel.htm (accessed July 9, 2007).

%U.S. Department of Health and Human Services, Administration for Children and Families, “Overview of
Federal Funds Available and Spent in FY 1997 by Grant Year,” FY 1997 TANF Financial Data (Washington, DC:
HHS, undated), http://www.acf.hhs.gov/programs/ofs/data/tanf_1997.html (accessed July 9, 2007).

%U.S. Department of Health and Human Services, Administration for Children and Families, “Overview of
Federal Funds Available and Spent in FY 2001 by Grant Year,” FY 2001 TANF Financial Data (Washington, DC:
HHS, undated), http://www.acf.hhs.gov/programs/ofs/data/overview.html (accessed April 19, 2005).

37U.S. Department of Health and Human Services, Administration for Children and Families, “Overview of
Federal Funds Available and Spent in FFY 2005 by Grant Year,” FY 2005 TANF Financial Data (Washington, DC:
HHS, 2006), http://www.acf.hhs.gov/programs/ofs/data/2005/overview.html (accessed July9, 2007).

*8U.S. Department of Health and Human Services, “Expenditures in FY 2005 by Appropriation Year.”

¥U.S. Department of Health and Human Services, “Summary of Expenditures by Categorical Items.”
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Number of children served is the average monthly number of children served through the
CCDF. In FFY 2005, approximately $9.380 billion in CCDF funds served about 1.75 million
children.*

Average per-child costs for CCDF vary by care arrangement. In 2004/2005, the average
per-child cost was about $5,372.*" In a separate paper, we calculate the cost of CCDF-subsidized
care for different durations and arrangements.** In FFY 2004, the average per-child cost of full-
time, full-year (fifty hours per week, forty-nine weeks per year) center-based care was about
$8,908 (about $8,616 in 2004 dollars); for part-time care, it was about $5,636 (about $5,451 in
2004 dollars).

Temporary Assistance for Needy Families

States can also use unspent Temporary Assistance for Needy Families (TANF) funds on
child care. Recognizing that as welfare caseloads fell, the need for child care would grow, the
welfare law gives states two ways of using unspent TANF funds to pay for child care: (1)
transfer up to 30 percent of their TANF block grant to the CCDF, or (2) use TANF funds directly
to pay for child care. Most states do both. TANF funds transferred to the CCDF are counted
under CCDF discretionary expenditures (described above, under “TANF transfers to the
CCDF™).

Direct TANF expenditures on child care are not limited to helping TANF recipients;
they may be used to help “needy families” work or prepare for work. States can define “needy
families” essentially as they wish, although most seem to use these funds for TANF-related
purposes such as helping families to work while on welfare, to leave welfare for work, and to
avoid going on welfare in the first place.

TANF funds are subject to various restraints about when they can be spent—and on
what. For example, final TANF regulations stipulate that after FFY 1999, unspent TANF funds
(that is, funds carried over from prior years) can only be spent on activities considered to be

“°U.S. Department of Health and Human Services, Administration for Children and Families, Child Care
Bureau, “Child Care and Development Fund: Average Monthly Adjusted Number of Families and Children Served
(FFY 2005),” FY 2004 CCDF Data Tables and Charts, table 1 (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/cch/data/ccdf_data/05acf800/tablel.htm (accessed July 9, 2007).

“TAuthors’ calculation based on FFY 2005 expenditures (about $9.380 billion) and the estimated total
number of children served in the same year (about 1,746,100).

“’Douglas J. Besharov, Justus A. Myers, and Jeffrey S. Morrow, “Costs Per Child for Early Childhood
Education and Care: Comparing Head Start, CCDF Child Care, and Prekindergarten/Preschool Programs
(2003/2004),” http://www.welfareacademy.org/pubs/Early _Childhood_Education_and_Care_Costs_07_0629.pdf
(accessed June 29, 2007).
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“assistance.”* “Assistance” is defined to include benefits and services to help needy families
meet ongoing basic needs, such as food and housing. It generally does not include short-term
assistance, work supports such as child care, and services such as counseling. However, child
care is generally considered “assistance” if it is used by people who are not employed, unless it
is used for a short-term purpose, such as job search. Thus, as of FFY 2000, states have been
unable to transfer TANF carryover funds from prior years to the CCDF or to use such funds
directly for child care (unless it meets the definition of “assistance”). In practice, this restriction
has little effect, because states can simply rearrange the way they spend current and carryover
funds, using the current funds for child care and other nonassistance needs and the remaining
funds (both current and carryover) on assistance.

Federal TANF child care expenditures are the portion of a state’s federal block grant
funds that is spent on child care. From FFY 1997 to FFY 2001, these expenditures rose from
about $16.40 million* to about $1.812 hillion.* In FFY 2005, they dropped by about 29 percent
to about $1.279 billion.*

State TANF child care expenditures are the portion of their own TANF funds that states
spend on child care and report as counting toward their TANF MOE requirements.*’ In FFY
2005, states spent about $1.918 billion in TANF MOE funds* and about $928 million in CCDF

“3U.S. Department of Health and Human Services, Administration for Children and Families, “Temporary
Assistance for Needy Families Program (TANF): Final Rule,” Federal Register (Washington, DC: HHS, April 12,
1999), 17719-17931.

“U.S. Department of Health and Human Services, Administration for Children and Families, “Table A,” FY
1997 TANF Financial Data (Washington, DC: HHS, undated),
http://www.acf.hhs.gov/programs/ofs/data/tanf_1997.html (accessed May 19, 2006).

“U.S. Department of Health and Human Services, Administration for Children and Families, “Table A,” FY
2001 TANF Financial Data (Washington, DC: HHS, undated),
http://www.acf.hhs.gov/programs/ofs/data/tanf _2001.html (accessed May 19, 2005).

“U.S. Department of Health and Human Services, Administration for Children and Families, “Table A,” FY
2005 TANF Financial Data (Washington, DC: HHS, 2007),
http://www.acf.hhs.gov/programs/ofs/data/2005/tanf_2005.html (accessed July 9, 2007).

“"PRWORA requires states to spend their state TANF funds at a level equal to 80 percent of what they
spent in FFY 1994 (75 percent if they were in compliance with TANF’s work requirements). The CCDF program
has a similar MOE requirement, as described above. States can count some of their child care expenditures toward
both requirements.

“8U.S. Department of Health and Human Services, Administration for Children and Families, “Table B,

Table B1, Table C, and Table C1,” FFY 2005 TANF Financial Data (Washington, DC: HHS, 2005),
http://www.acf.hhs.gov/programs/ofs/data/2005/tanf_2005.html (accessed July 9, 2007).
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MOE funds on child care.”® Some of these expenditures may have been counted toward both
programs. Excluding the potential overlap leaves about $990 million of TANF MOE child care
expenditures in FFY 2005.%°

Program totals under TANF include federal and state direct spending on child care, as
well as TANF transfers to the CCDF. Once again, given the multiplicity and complexity of
TANF funding streams, it may be helpful to recapitulate these numbers here.

Total expenditures on child care increased greatly after the passage of PRWORA. From
FFY 1997 to FFY 2001, total expenditures on child care rose nearly 1000 percent, from about
$448 million to about $4.924 billion, but have since declined. In FFY 2005, total expenditures
amounted to about $4.246 billion.

The above number includes about $1.937 billion of TANF transfers to the CCDF, which
this report counts under the CCDF (as do most analysts). Hence, to avoid double-counting, these
transfers are subtracted from the above figure. From FFY 1997 to FFY 2002, TANF direct
expenditures (not counted under the CCDF) rose from about $162 million to about $2.828
billion. From 2002 to 2005, expenditures declined by about 18 percent, to about $2.309 billion
(%$1.381 billion in federal funds plus $928 million in state funds not counted toward the CCDF
MOE).%

Number of children served must be estimated because states are not required to report the
number of children receiving child care assistance directly from TANF. To estimate the number
of children served by TANF, the average cost of serving a child through TANF is assumed to be
the same as it is under the CCDF for the relevant year. That would mean that the number of
children served in FFY 2001 and FFY 2005 was about 548,663 and 429,821, respectively.*

“U.S. Department of Health and Human Services, “Expenditures in FY 2005 by Appropriation Year.”

00f child care counting toward TANF MOE, $888 million is also allowed to count toward satisfying the
MOE requirements for the Child Care and Development Block Grant. Mark Greenberg and Hedieh Rahmanou,
TANF Spending in 2003 (Washington, DC: CLASP, February 2, 2005), 6.

*'There may be some additional state spending on child care that is not reported as TANF or CCDF MOE or
matching funds. However, because such spending is not well documented, it is not included in the summary of
expenditures.

*2The Department of Health and Human Services estimates child care enrollment in the same way; however,
it assumes a slightly higher cost per child, which we do not. (The per-child cost under the CCDF is based on total
CCDF expenditures rather than direct service expenditures.) See U.S. Department of Health and Human Services,
Office of the Assistant Secretary for Planning and Evaluation, Child Care Eligibility and Enrollment Estimates for
Fiscal Year 2003 (Washington, DC: HHS, April 2005), http://aspe.hhs.gov/hsp/05/cc-elig-est03/index.htm. Actually,
it appears that children receiving TANF child care subsidies are 20 percent less likely to use center-based care than
children in CCDF. Since center-based care is 15 percent more expensive than other arrangements, the TANF child
care per-child cost is probably 2 percent or so less. We ignore this small difference here. [For the finding that
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Average per-child costs, in FFY 2005, were $5,372.%

Unspent TANF funds potentially available for child care include cumulative
unobligated and, to some extent at least, unliquidated balances as well. As mentioned above,
because of the dramatic declines in welfare caseloads, most states have large surpluses of federal
TANF funds which can be used to fund services for “needy families.” Thus, unlike CCDF funds
which must be spent on child care, TANF funds can be spent on a wide range of activities, with
child care as just one example. Although the cumulative national surplus has declined from its
peak of about $8.082 billion, it remained high in FFY 2005 at about $3.812 billion.

Unobligated funds are federal TANF funds that have not been committed by the states;
they remain in the federal Treasury until states draw them down. States can carry forward
unobligated TANF funds for use in future years to meet anticipated needs, and most have done
so. As explained above, carryover funds cannot generally be used for child care, but they can be
used to free up current year TANF funds, which could then be used for child care. Thus, as a
practical matter, unobligated funds are potentially available to increase child care spending.

At the end of FFY 2005, the cumulative national total of unobligated TANF funds was
about $2.104 billion.* There is, however, no telling how much, if any, of these funds might be
spent on child care.

Unliquidated obligations are federal TANF funds that a state has committed to spend, but
has not yet spent. These funds may remain in the federal Treasury.> They could include, for
example, funds that a state has contracted to pay a private child care provider, but has not yet
spent because the child care has not yet been provided or because payment is still being

children receiving TANF child care subsidies are 20 percent less likely to use center-based care than children in
CCDF, see Ann M. Collins, Jean I. Layzer, J. Lee Kreader, Alan Werner, and Fred B. Glantz, National Study of
Child Care for Low-Income Families, Report prepared for the U.S. Department of Health and Human Services
(Washington, DC: HHS, Administration for Children and Families, 2000),
http://www.abtassoc.com/reports/NSCCLIF.pdf#search=%22national%20study%200f%20child%20care%20for%20I
ow-income%?20families%22(accessed September 5, 2006); and authors’ calculations based on data from U.S.
Department of Health and Human Services, Child Care Bureau, “Child Care and Development Fund Administrative
Data, Federal Fiscal Year 2004, ACF-801 Sample Data Set.”]

Authors’ calculation based on FFY 2005 expenditures (about $2.309 billion) and the estimated total
number of children served in the same year (456,449).

%4U.S. Department of Health and Human Services, “Combined Federal Funds Spent in FY 2005,” FY 2005
TANF Financial Data, table A.

**U.S. Government Accountability Office, Welfare Reform: Challenges in Maintaining a Federal-State
Fiscal Partnership, GAO-01-828 (Washington, DC: GAO, 2001), http://www.gao.gov/new.items/d01828.pdf,
stating that states may keep unliquidated obligations in the treasury and that the distinction between unobligated and
unliquidated funds is often blurry.
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processed. (If the services have not yet been provided, many state grants and contracts will allow
for termination “at the convenience of the government,” which could free the funds for other
purposes.)

States can carry forward their unliquidated obligations into future years. At the end of
FFY 2005, the cumulative national amount of unliquidated TANF obligations totaled about
$1.707 billion.*® The portion of these funds already committed to child care is not known.

The Deficit Reduction Act of 2005, passed in February of 2006, re-authorized TANF
through 2010. Total yearly appropriations increased by $200 million to $3.016 billion for 2006-
2010. The program is widely expected to increase work and participation rates among welfare
recipients. This will likely increase the call on TANF child care resources, as more working
parents will require additional child care assistance.

Head Start

Within the framework of developmental, educational, and social services for low-income
children and families, Head Start provides the equivalent of child care services for many low-
income working mothers. For that reason, it is included in this discussion. Most Head Start
programs, however, are only part-day and part-year, so that most of the children whose mothers
work full time need supplemental care. Of course, some mothers who do not work and, thus, do
not need child care, enroll their children in Head Start because of its other perceived benefits.

Federal funding is awarded by the U.S. Department of Health and Human Services
directly to more than 1,600 local public or private nonprofit or for-profit agencies. Each state
receives an amount equal to the amount it received in FFY 1998, and the remaining funds are
distributed proportionately to states on the basis of the number of children less than five years
old from families whose income is below the poverty line.>” Grantees must contribute matching
funds equal to 20 percent of the grant, unless they are granted a waiver.>®

In FFY 2005, grant awards to local agencies totaled about $6.842 billion in federal Head
Start funds.*

*U.S. Department of Health and Human Services, “Combined Federal Funds Spent in FY 2005,”
http://www.acf.hhs.gov/programs/ofs/data/2005/tableA_spending_2005.html (accessed July 9, 2007).

*"Human Services Reauthorization Act, U.S. Code 42 (1998) § 9835, paragraph 4.

*®Melinda Gish, Head Start Background and Issues, CRS Report for Congress (Washington, DC:
Congressional Research Service, February 15, 2005), 3.

%U.S. Department of Health and Human Services, Administration for Children and Families, Head Start

Bureau, Head Start Program Fact Sheet: Fiscal Year 2006 (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/hsb/research/2006.htm (accessed July 9, 2007).
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State funding is supplemental moneys that some states provide to the Head Start
programs in their state. According to the National Institute for Early Education Research
(NIEER), in FFY 2005, sixteen states provided supplemental funding to Head Start, that totaled
about $152 million.® State spending varied from about $241,000 (New Hampshire) to about $49
million (Ohio). Some states used these funds to support additional slots in local Head Start
programs, while others used some or all of their supplemental funds to enhance services or to
provide extended-day or extended-year programming.®* (State spending on Head Start is not
included in the summary of expenditures because of the absence of reliable data for earlier years
and the possible overlap between this spending and reported CCDF and TANF spending.)®

Quiality set-asides are the amount of Head Start appropriations that must be spent on
quality improvement activities, as originally required by the Human Services Reauthorization
Act of 1990 (P.L. 101-501).

In 1991, 10 percent of the total Head Start appropriations were set-aside for quality
improvement activities. Beginning in 1992, the set-aside was modified to include 25 percent of
all new funds.®® Half of these “quality monies” are to be used to raise the salaries of classroom
teachers and other staff, for the putative purpose of helping programs recruit and retain quality
staff.* Quality improvement funds can also be spent on providing transportation, improving
facilities, and expanding staff training and development.® In 1999, the set-aside was increased to

The National Institute for Early Education Research, “Appendix B: Head Start Data,” The State of
Preschool: 2005 State Preschool Yearbook, p. 214.

®1The National Institute for Early Education Research, The State of Preschool: 2004 State Preschool
Yearbook (New Brunswick, NJ: NIEER, 2004), http://nieer.org/yearbook2004/pdf/yearbook.pdf#page=169
(accessed July 9, 2007), p. 179.

2For example, Ohio’s supplemental state funding for Head Start included about $73 million in TANF
dollars, and Kansas Early Head Start receives $8.3 million from the CCDF. The National Institute for Early
Education Research, “Appendix B: Head Start Data,” The State of Preschool: 2004 State Preschool Yearbook, p.
218.

®Head Start Expansion and Quality Improvement Act, Public Law 101-501, U.S. Code 42 (1990) § 9835,
paragraph a(3) stating that new funds, or “excess funds” are defined as the difference between the current and
previous year’s appropriations, after the previous year’s appropriations are adjusted to reflect the percentage change
in the Consumer Price Index.

®*Head Start Expansion and Quality Improvement Act, Public Law 101-501, U.S. Code 42 (1990) § 9835,
paragraph a(3)c).

85US Congress, Senate Committee on Labor and Human Resources, Committee Report on the Human
Services Reauthorization Act of 1998, 105th Congress, 2nd session, 1998, S. Rep. 105-256.
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60 percent, with the percent then declining to 50 percent in FFY 2000, 47.5 percent in FFY
2001, and back again to 25 percent in FFY 2003.%

In FFY 2001, quality improvement funding peaked at about $393 million.®” Due to a
slower growth in Head Start appropriations since then and a drop in the percent required to be
spent on such activities, quality improvement funding dropped to about $34 million in FFY
2003.°® In FFY 2004, quality improvement funding was required by law to be no less than
approximately $41 million.®

Program totals under Head Start raise the question of how to count the number of
children in the program.

Total expenditures increased after the passage of PRWORA, but growth has slowed in
recent years. Between FFY 1997 and FFY 2002, federal Head Start expenditures rose from about
$4.844 billion to about $7.097 billion, about a 47 percent increase. Between 2002 and 2005,

®*Human Services Reauthorization Act, U.S. Code 42 (1998) § 9801, section 6403 (A),
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=105_cong_public_laws&docid=f:publ285.105.pdf
(accessed May 19, 2005), stating:

(A)(i) In order to provide assistance for activities specified in subparagraph (C) directed at the goals
specified in subparagraph (B), the Secretary shall reserve, from the amount (if any) by which the funds
appropriated under section 639(a) for a fiscal year exceed the adjusted prior year appropriation, a share
equal to the sum of-

(1) 60 percent of such excess amount for fiscal year 1999, 50 percent of such excess amount for
fiscal year 2000, 47.5 percent of such excess amount for fiscal year 2001, 35 percent of such
excess amount for fiscal year 2002, and 25 percent of such excess amount for fiscal year 2003; and

(11) any additional amount the Secretary may find necessary to address a demonstrated need for
such activities.

(ii) As used in clause (i), the term “adjusted prior year appropriation” means, with respect to a fiscal year,
the amount appropriated pursuant to section 639(a) for the preceding fiscal year, adjusted to reflect the
percentage change in the Consumer Price Index for All Urban Consumers (issued by the Bureau of Labor
Statistics) during such preceding fiscal year.

7U.S. General Accounting Office, “Quality Improvement Funding and Head Start Appropriations, Fiscal
Years 1999-2003,” Head Start: Increased Percentage of Teachers Nationwide Have Required Degrees, but Better
Information on Classroom Teachers’ Qualifications Needed, GAO-04-05 (Washington, DC: GAO, October 1,
2003), table 3, http://www.gao.gov/new.items/d045.pdf (accessed July 9, 2007), p. 16.

®8U.S. General Accounting Office, “Quality Improvement Funding and Head Start Appropriations, Fiscal
Years 1999-2003,"table 3, Head Start: Increased Percentage of Teachers Nationwide Have Required Degrees.

%9School Readiness Act of 2003, HR 2210, 108™ Cong., 1% session.
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spending declined by about three- and one-half percent, to about $6.842 billion.” The latter
figure should not be taken as necessarily being a reduction in spending, because most Head Start
grantees have unspent, carryover funds.

Number of children served depends on which of the three definitions of Head Start
enrollment is used.

*  “Funded enrollment” is the number of slots financed by some or all of the program’s
annual funding sources. The “Head Start Fact Sheet,” published by the Head Start
Bureau, reports a funded enrollment number based on the federal grant awards issued in
September of each fiscal year. According to the Fact Sheet, the total FFY 2005 funded
enrollment was 906,993 children.” The “Head Start Program Information Report” (PIR),
however, provides a different figure for funded enrollment because it includes children
funded by other sources of support (as reported by grantees at the end of the program
year in May or June). For the 2004-2005 program year, the PIR’s figure for total funding
of Head Start or Early Head Start enrollment was 910,102 children.™

e “Midyear enrollment,” called “End-of-Month Enrollment” by the Head Start Bureau, is
the average number of children reported by grantees as enrolled on the last operating day
of June and April. (The months differ from year to year.) Because of program dropouts
(some of whose slots are not filled), this definition results in a lower count than “funded
enrollment.” In 2004-2005, midyear enrollment was 887,633 children.”

*  “Cumulative enrollment,” called “Actual Enrollment” by the Head Start Bureau, is the
total number of children reported by grantees as enrolled in Head Start at any time during
the year, even if they dropped out or enrolled late, and even if they attended for only one

y.S. Department of Health and Human Services, Administration for Children and Families, Head Start
Bureau, Head Start Program Fact Sheet: Fiscal Year 2003. The expenditure level is the FFY 2003 actual amount
and the FFY 2004 appropriation amount.

U.S. Department of Health and Human Services, Administration for Children and Families, Head Start
Bureau, Head Start Program Fact Sheet: Fiscal Year 2005 (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/hsb/research/2006.htm (accessed July 9, 2007).

2U.S. Department of Health and Human Services, Head Start Bureau, “Head Start Program Information
Report for the 2004-2005 Program Year,” (Washington, DC: HHS, 2006).

®U.S. Department of Health and Human Services, “Head Start Program Information Report for the

2004-2005 Program Year.” The average monthly enrollment figure is the average of the end-of-month enroliments
reported for June and April (the only end-of-month enrollment figures reported by the PIR).
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day. Consequently, this definition results in the highest count of enrolled children. In
2004-2005, cumulative enrollment was 1,065,225 children.™

Average per-child costs have been rising steadily since 1990. Between 1990 and 2005,
per-child costs rose about 70 percent, from about $4,288 to about $7,287. In the 2003/2004
program year, the cost of part-day, center-based care was about $5,798 (about $5,608 in 2004
dollars); for full-day care, it was about $12,996 (about $12,570 in 2004 dollars).”

However, because Head Start is ordinarily a nine-month, part-day program
(September—June), these costs do not reflect the full-time, full-year cost of Head Start. We
estimate the average cost of a year of full-time, full-year (fifty hours per week, forty-nine weeks
per year) Head Start to be about $21,305 (about $20,607 in 2004 dollars),” or about two- and
one-half times the cost of full-time, full year center-based child care (about $8,908, or about
$8,616 in 2004 dollars™).

The primary explanation for the growth in costs seems to be the increasing amount of
money spent on quality improvements, with other factors, such as lengthening hours of
operations, also playing a role. The increase in costs per child, the slowing of increases in Head
Start funding, along with the expansion of other federally funded child care programs for
low-income families, such as the CCDF, and the continued expansion of
prekindergarten/preschool programs, have resulted in a smaller relative role for Head Start in the
child care world. From 1990 to 2005, Head Start expenditures fell from 49 percent to 33 percent
of total child care expenditures (see table 1, page 5). In the 2000-2001 program year, Head Start
served fewer than half of all income-eligible three- and four-year-olds (see figure 2, below).

™U.S. Department of Health and Human Services, “Head Start Program Information Report for the
2004-2005 Program Year.”

" Besharov, Myers, and Morrow, “Costs Per Child for Early Childhood Education and Care.”
®Besharov, Myers, and Morrow, “Costs Per Child for Early Childhood Education and Care.”
This cost includes monthly payments to providers, parental copayments, administrative and quality

spending under the CCDF, and the Child and Adult Care Food Program (CACFP) subsidy. See Besharov, Myers,
and Morrow, “Costs Per Child for Early Childhood Education and Care.”
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Figure 2
Combined Coverage of Poor Children

in Head Start and Selected Other Arrangements
(At enrollment, 2000/2001)

Other” Other”
57% 16%

Kindergarten
Prek & & School
SRR 9

Head Start
30%

: :: B e g
CCD: : B B gy

Poor Poor Poor
3-year-olds 4-year-olds 5-year-olds

Sources: See Appendix A.

Note: “Other” represents the remainder of Head Start-eligible children who are not in
Head Start; prekindergarten; kindergarten; school; or full-time, subsidized care. Thus,
the children in the “Other” category are in, but not limited to, the following
arrangements: free, full-time care by the child's relative (when not subsidized);
part-time, subsidized care; and any unduplicated children in child care funded through
the Individuals with Disabilities Education Act, through Title I of the Elementary and
Secondary Education Act, and through Even Start.

State-Funded Prekindergarten/Preschool Programs

The foregoing programs are all funded with either federal funds alone or combinations of
federal and state funds. Many states, however, also use their own funds to support child care and
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early education through their state prekindergarten/preschool programs,’ which serve mostly
low-income children.” Spending on these programs has increased sharply.

The federal government does not maintain a comprehensive source of information on
state-funded prekindergarten/preschool programs. To fill this gap, the National Institute for Early
Education Research (NIEER) conducts regular surveys of state and local programs. According to
the NIEER, state spending on these programs increased greatly over the last decade and a half.
Comparing its estimates with those of the Children’s Defense Fund, it appears that state
spending on these programs about tripled between the 1991/1992 and 2004/2005 school years,
going from about $970 million® to about $2.84 billion.®* In 2005/2006, spending increased to
nearly $3.2 billion (about $3.3 billion in 2005 dollars), which included federal TANF funds
“directed toward preschool at states’ discretion.”®

School-based prekindergarten/preschool programs now enroll more children (of all
incomes) than Head Start, and at their current growth rate, they will soon be the dominant early
childhood education program for low-income children. According to the U.S. Department of
Education, total prekindergarten/preschool enrollment (of all ages and incomes) almost tripled

8James J. Gallagher, Jenna R. Clayton, and Sarah E. Heinemeier, Education for Four-Year-Olds: State
Initiatives (Chapel Hill: National Center for Early Development and Learning, Frank Porter Graham Child
Development Center, 2001).

The early care and education field has not settled on the term to be used for non-Head Start educational
services for preschoolers, alternating between “preschool” and “prekindergarten” (or “pre-K”). However, because
upwards of 90 percent of these children are in public school settings, for convenience, we call them
“prekindergarten/preschool programs.” See, for example, W. Steven Barnett and Kenneth B. Robin, “How Much
Does Quality Preschool Cost?” (working paper, National Institute for Early Education Research, 2006),
http://nieer.org/resources/research/CostOfEffectivePreschool.pdf (accessed December 20, 2006), using the two terms
interchangeably by showing identical total state spending figures for both “2004—2005 preschool spending” and
20042005 state Pre-K spending at current cost” (in Tables 1 and 2, respectively).

The National Institute for Early Education Research, The State of Preschool: 2004 State Preschool
Yearbook, stating: “Most states targeted their programs to low-income children and children with other background
factors that place them at risk for starting school behind their peers.”

®Karen Schulman, Helen Blank, and Danielle Ewen, Seeds of Success: State Prekindergarten Initiatives
1998-1999 (Washington, DC: Children’s Defense Fund, 1999), p.31.

8Barnett and Robin, “How Much Does Quality Preschool Cost?”

#The National Institute for Early Education Research, The State of Preschool: State Preschool Yearbook
(various years), http://nieer.org/docs/index.php?DoclD=131 (accessed July 17, 2007), p. 5.
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between 1990/1991 and 2000/2001 (the latest year with comparable data), rising from about
300,000 children to about 800,000 children.®

Total state expenditures prekindergarten/preschool programs have grown rapidly, from
an estimated $970 million during the 1991/1992 school year to about $2.84 billion during the
2004/2005 school year.®

Number of children served, between the 1991/1992 school year and the 2004/2005 school
year, climbed from 290,000% to over 800,000.%° Although the data have many weaknesses, as
illustrated by varying estimates of enrollment, the overall trend is clear:
prekindergarten/preschool enroliment has increased substantially over the past decade.

Average per-child costs, in the 2004/2005 school year, were about $3,550.%
NOTE: State-funded prekindergarten/preschool programs are not included in the

summary of expenditures because of a lack of reliable data from earlier years. These programs,
however, may provide the equivalent of child care services that help low-income mothers work.

#U.S. Department of Education, National Center for Education Statistics, Digest of Education Statistics
2003, NCES 2005-025, “Table 40. Enrollment in public elementary and secondary schools, by level and grade: Fall
1987 to fall 2001,” (Washington: U.S. Department of Education, 2004), available from:
http://nces.ed.gov/programs/digest/d03/tables/dt040.asp, accessed April 11, 2005. These data on 1990/1991 and
2000/2001 prekindergarten enrollment come from the Common Core of Data, as reported by Department of
Education’s Digest of Education Statistics. Throughout this document, we base our estimates of 2000/2001
prekindergarten enroliment on data from the Current Population Survey, as reported by the Department of
Education’s Condition of Education report because these data come from the same source as the data on the number
of poor children and the number of children enrolled in school. Here we use the Common Core of Data because we
wish to compare current prekindergarten enrollment to enrollment in earlier years, something that The Condition of
Education report does not provide. We are comfortable using the comparative data from Common Core in this
instance because the prekindergarten enroliment reported by the Common Core of Data is within 6 percent of that
reported by The Condition of Education.

#The National Institute for Early Education Research, The State of Preschool: 2005 State Preschool
Yearbook.

®Blank, Schulman, and Ewen, Seeds of Success: State Prekindergarten Initiatives 1998—1999.

8The National Institute for Early Education Research, The State of Preschool: 2005 State Preschool
Yearbook.

8 Authors’ calculation based on the 2004/2005 school year expenditures for state-funded prekindergarten
child care and early education (about $2.84 billion) and the total number of children served in the same year
(800,000).
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Other Federal Programs

There are dozens of other federal programs that provide (or could provide) direct or
indirect support for state and local child care programs. The vast majority are small. This report
discusses only those that have annual expenditures of more than $200 million a year.® In order
of size, the six largest are the Child and Adult Care Food Program, the 21st Century Community
Learning Centers Program, the Individuals with Disabilities Education Act (IDEA), Title | of the
Elementary and Secondary Education Act, Even Start, and the Social Services Block Grant
(SSBG). This report discusses them in that order.

Child and Adult Care Food Program provides meals to children in child care. The
Child and Adult Care Food Program (CACFP) is an entitlement, with funds going to licensed or
“approved” child care centers and family or group child day care homes serving both low- and
middle-income children. (The CACFP subsidizes providers regardless of whether they receive
assistance under CCDF, TANF, or SSBG.) Although the CACFP is not a child care program per
se, it provides funds that subsidize the operations of child care providers (especially those
serving low-income families). Therefore, it is included in this report’s summary of expenditures
of child care programs that help low-income mothers work outside the home.

Subsidies for centers are based on the type of meal served and the child’s family income:
Children in families with incomes below 130 percent of poverty receive “free” meals, while
those with incomes between 130 and 185 percent of poverty receive “reduced price” meals.
Children in families with incomes above 185 percent of poverty receive a small subsidy. Family
day care homes receive smaller subsidies per meal than do centers and are divided into two tiers.
Tier | payments are higher and are paid to family day care homes in low-income areas or to low-
income child care providers. Tier Il payments are lower and are paid to family day care homes
that do not meet the criteria for a low-income area or provider. If individual children in tier 11
homes, however, have incomes that qualify them for the higher tier I rates, the family day care
provider can be reimbursed at the higher rate.

CACEFP funding is determined by multiplying the total number of each type of meal
provided by the national average payment rate for that type of meal. Furthermore, funding under
this program cannot exceed the sum of (1) other federal funds provided by the state to these
participating child care centers and family/group child day care homes, and (2) any funds used
by the State under section 10 of the Child Nutrition Act of 1966.%

#Among the smaller programs excluded from this report are Early Reading First (about $97 million), the
Early Learning Fund/Early Learning Opportunities Act Program (about $35 million), the Child Care Access Means
Parents in School program (about $17 million), and the Early Childhood Educator Professional Development
program (about $16 million). All of these dollar amounts represent 2004 funding levels. Gish, Child Care Issues in
the 108th Congress, CRS Report RL31817.

®Richard B. Russell National School Lunch Act, U.S. Code 42 § 1766, paragraph (b).
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It would be reasonable for one to assume that CACFP spending would go up in tandem
as child care spending for low-income families increases. However, CACFP funding is not
automatic; it requires that the provider apply and be approved. Many providers apparently do not
apply or are not qualified to receive assistance.

Between FFY 1997 and FFY 2001, CACFP expenditures remained at a steady level,
going from about $1.913 billion to about $1.917 billion. In FFY 2005, expenditures rose to about
$2.111 billion.

Number of children served, in FFY 2005, was about 3.11 million.*
Average per-child costs, in FFY 2005, were about $680.™

21st Century Community Learning Centers Program provides grants to local
educational agencies, community-based organizations, and other public or private entities to
establish or expand after-school programs for students attending schools that are eligible for
school-wide programs under the Elementary and Secondary Education Act® or schools that
serve a high percentage of low-income families.*

Recipient schools are expected to work with community-based organizations to provide
safe, drug-free, supervised learning environments after school, on weekends, and during the
summer. Typically, the learning centers offer three types of activities: (1) academic assistance,
such as homework tutoring and test preparation; (2) recreation activities, such as gym time or
computer use; and (3) cultural and interpersonal activities, such as drama classes or leadership
workshops.**

%y S. Department of Agriculture, Food and Nutrition Service, “Child and Adult Care Food Program:
Average Daily Attendance,” (Washington, DC: USDA, 2007), http://www.fns.usda.gov/pd/12ccfypart.htm (accessed
July 9, 2007). Nearly 2 percent of participants and costs were adults.

*Authors’ calculation based on FFY 2005 expenditures (about $2.111 billion) and the total number of
children served in the same year (about 3.11 million).

®2Elementary and Secondary Education Act, as amended by the No Child Left Behind Act, Public Law 107-
110, Title I, Part A, section 1114, stating that a school is eligible for a school wide program if it “serves an eligible
school attendance area in which not less than 40 percent of the children are from low-income families, or not less
than 40 percent of the children enrolled in the school are from such families.”

®Elementary and Secondary Education Act, as amended by the No Child Left Behind Act, Public Law 107-
110, Title IV, Part B, section 4203.

*Mark Dynarski, Susanne James-Burdumy, Mary Moore, Linda Rosenberg, John Deke, and Wendy
Mansfield, When Schools Stay Open Late: The National Evaluation of the 21st Century Community Learning
Centers Program: New Findings, Report prepared for the U.S. Department of Education, National Center for
Education Evaluation and Regional Assistance (Washington, DC: U.S. Government Printing Office, 2005).
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From FFY 1997 to FFY 2002, federal funding increased from about $1.22 million to
about $1.086 billion, and then fell to about $991 million in FFY 2005.%

Number of children served, in the 2004/2005 school year, was about 1,155,000.%
Average per-child costs, in FFY 2005, were about $858.%

NOTE: The 21* Century program is not included in the summary of expenditures,
because it does not provide an organized form of daily child care that working parents can rely
on during the after-school hours. However, it might be possible to reorient the program to
provide child care, as well as meet its current objectives. Given the past negative evaluations of
this program as it is presently configured,® it seems reasonable to explore the possibility of re-
focusing the program on the twin goals of student enrichment and child care.

Individuals with Disabilities Education Act includes two parts that provide services for
children from birth through preschool age. These services include family training, counseling,
home visits, physical therapy, health services, special education, and other related services for
disabled children and their families.

The Special Education Preschool Grants programs provides funds to states for special
education and related services for disabled children ages three through five (and, at the state’s
discretion, to children age two who will turn three during the school year). All states currently
participate in the program and are required to serve all eligible children. States must distribute at
least 75 percent of their grant to local educational agencies. In FFY 2004, federal funding totaled
about $401 million.*® In FFY 2005, federal funding totaled about $385 million.'®

%U.S. Department of Education, “Education Department Budget History Table: 1980-
Present,”(Washington, DC: DOE, 2005), http://www.ed.gov/about/overview/budget/history/edhistory.pdf (accessed
July 9, 2007).

%N. Naftzger, J. Margolin, and S. Kaufman, An Overview of the 215 CCLC Program: 2004-2005,
(Naperville, IL: Learning Point Associates 2006).

¥ Authors’ calculation based on FFY 2005 expenditures (about $999 million) and the estimated total
number of children served in the same year (1,155,000).

®Dynarski, James-Burdumy, Moore, Rosenberg, Deke, and Mansfield, When Schools Stay Open Late: The
National Evaluation of the 21st Century Community Learning Centers Program: New Findings.

®U.S. Department of Education, Office of Special Education and Rehabilitative Services, “Preschool
Grants for Children with Disabilities: Funding Status” (Washington, DC: DOE, 2007),
http://www.ed.gov/programs/oseppsg/funding.html (accessed July 9, 2007).

01bid.

25



Besharov, Higney, and Myers Child Care and Early Education Expenditures

Number of children served, in FFY 2005, was about 699,000.1%
Average per-child costs, in FFY 2005, were about $550.*

The Grants for Infants and Families program provides early intervention services for
infants and toddlers with disabilities. These services include family training, counseling, home
visits, physical therapy, and various health services. In FFY 2005, federal funding totaled about
$441 million. 1%

Number of children served, in FFY 2005, was about 293,816.1%4
Average per-child costs, in FFY 2005, were about $1,500.'%

From FFY 1997 to FFY 2001, combined appropriations for these two programs rose
slightly, from about $823 million to about $854 million. In FFY 2003, appropriations totaled
about $872 million and fell slightly in FFY 2005, to about $825 million.1%

NOTE: The Individuals with Disabilities Education Act programs are not included in the
summary of expenditures, because the programs provide services for families with very specific
needs and it is not clear the extent to which they are used for employment-related child care.
Moreover, because these programs are intended to serve families with very specific needs and,
thus, provide very specific services (such as family training, counseling, home visits, physical
therapy, and various health services), it is unlikely that they could be reoriented to provide child
care assistance for working parents.

Yndividuals with Disabilities Act (IDEA) Data, “Children and youth served under IDEA, Part B, by age
group and state, 2005,” table 1-1 (Rockville, MD: Westat, 2005),
https://www.ideadata.org/tables29th%5Car_1-1.htm (accessed July 9, 2007).

92Authors’ calculation based on FFY 2005 expenditures (about $385 million) and the number of children
served in the same year (about 699,000).

%3Individuals with Disabilities Act (IDEA) Data, “State grant awards under Parts B and C of IDEA. Federal
fiscal year 2005,” table G-1.

Individuals with Disabilities Act (IDEA) Data, “Infants and toddlers receiving early intervention services
under IDEA, Part C, by age and state: 2005,” table 6-1.

05Authors’ calculation based on FFY 2005 expenditures (about $441 million) and the number of children
served in the same year (about 293,816).

108y.S. Department of Education, “Fiscal Year 2005 Congressional Action” (Washington, DC: DOE, 2006),
http://www.ed.gov/about/overview/budget/budget05/05action.pdf (accessed July 9, 2007).
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Title I of the Elementary and Secondary Education Act provides funds to help schools
meet the educational needs of economically and educationally disadvantaged children from birth
to age twenty-one. Title | funds for preschoolers are targeted at children from low-income
families and provide educational, medical, and social services. They can also be used to enhance
services provided by Head Start, Even Start, or other childhood programs.

Although most of those served by Title | are school-aged children, the U.S. Government
Accountability Office (GAO) reports that a growing number of participants are preschoolers.?’
(For the 2000/2001 program year, Title | supported 301,144 children in prekindergarten.'%) The
GAO estimated that, in the 1999/2000 school year, school districts spent about $496 million in
Title | funds to support preschool education services.’® This was about 5 percent of total Title |
grants to local education agencies. Assuming that this same percentage applied in the following
years would suggest that, in 2004, spending increased to about $596 million, and in 2005,
remaining steady at about $595 million.**°

NOTE: The Title | program is not included in the summary of expenditures, because
spending under it may have been counted under other programs, such as Head Start and state-
funded prekindergarten.

Even Start provides grants to the states for family literacy programs that integrate early
childhood education, adult literacy, parenting education, and interactive parent and child literacy
activities. Eligible participants include parents who have not earned a high school diploma or its
equivalent and their children ages one through seven. Priority is given to programs that serve
areas with high levels of poverty, illiteracy, unemployment, or other need-based indicators. In
addition to providing various education and supportive services, Even Start also provides funds

197y.S. Government Accountability Office, Title I Preschool Education: More Children Served, but
Gauging Effect on School Readiness Difficult, GAO/HEHS-00-171 (Washington, DC: GAO, September 2000).

1%8Beth Sinclair, State ESEA Title | Participation Information for 2000-2001, Report prepared for the U.S.
Department of Education (Washington, DC: DOE, Policy and Program Studies Service, 2004),
http://www.ed.gov/rschstat/eval/esea/title-i-participation-2004.pdf (accessed August 23, 2006). This figure
represents children in prekindergarten who received Title | funds at public schools designated as requiring school-
wide funding (or about 90 percent of all prekindergarten children served under Title ). An additional 33,986
children in prekindergarten were served by Title | funds. Most receive funds through targeted assistance programs
(31,325), but a small proportion receive funds through private schools (1,723) or by being designated as neglected or
delinquent (938).

109 S. Government Accountability Office, Education and Care: Early Childhood Programs and Services
for Low-Income Families, GAO/HEHS-00-11 (Washington, DC: GAO, November 1999).

19y.S. Department of Education, “Education Department Budget History Table: 1980-Present,”
http://www.ed.gov/about/overview/budget/history/edhistory.pdf (accessed July 9, 2007).

27



Besharov, Higney, and Myers Child Care and Early Education Expenditures

for child care while parents participate in the program.'** (Even Start programs typically
coordinate services provided under other programs, rather than directly providing their own
services.)

Between FFY 1997 and FFY 2001, federal funding for Even Start increased from about
$124 million to about $276 million, and has since remained at about this level, declining slightly
in FFY 2005. In FFY 2004 and FFY 2005, federal funding for Even Start totaled about $255
million, and about $225 million, respectively.'2

Number of children served, in FFY 2004, the last year for which data are available, was
about 66,515.13

Average per-child costs, in FFY 2005, were about $3,383.**

NOTE: Even Start spending is not included in the summary of expenditures, because it
does not appear to be used for employment-related child care. Given repeated evaluations that

MElementary and Secondary Education Act, as amended by the No Child Left Behind Act, Public Law
107-110, Title I, Part B, Subpart 3, section 1235 stating that:
“Each program assisted under this subpart shall —
(3) be designed to accommaodate the participants' work schedule and other responsibilities,
including the provision of support services, when those services are unavailable from other sources,
necessary for participation in the activities assisted under this subpart, such as —

(A) scheduling and locating of services to allow joint participation by parents and children;

(B) child care for the period that parents are involved in the program provided under this
subpart; and

(C) transportation for the purpose of enabling parents and their children to participate in
programs authorized by this subpart;”

112 S. Department of Education, “Even Start Funding Status” (Washington, DC: DOE, 2006),
http://www.ed.gov/programs/evenstartformula/funding.html (accessed July 9, 2007).

BFor 2005, no Even Start enrollment data are available, and so we use the 2004 figure found in U.S.
Department of Education, “Title | Consolidated Report, Even Start Data Summary”(Washington, DC: DOE, 2005).

W Authors’ calculation based on FFY 2005 expenditures (about $225 million) and the number of children
served in 2004 (the last year for which Even Start enrollment data are available). See U.S. Department of Education,
“Title | Consolidated Report, Even Start Data Summary”(Washington, DC: DOE, 2005).
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find Even Start to have little impact™™® and given the similarity of its goals to Head Start’s, it
seems reasonable to explore the possibility of redirecting its funding to Head Start.

Social Services Block Grant is used by states to fund various social services, including
child care. Social Services Block Grant (SSBG) funds for child care are provided either (1)
directly by the state (through state-owned and operated centers), which is very rare these days, or
(2) indirectly (through grants and contracts for child care “slots” with selected providers,
including centers and licensed family day care homes). Since 1997, the SSBG has been
supplemented by TANF transfers.*

Between FFY 1997 and FFY 2001, SSBG expenditures on child care declined from about
$366 million™’ to about $222 million,**® and have since remained at about this level. According
to the U.S. Department of Health and Human Services (HHS), in FFY 2005, states spent $241
million of SSBG funds on child care.**®

Number of children served must be estimated. The Department of Health and Human
Services reports that, in FFY 2005, the SSBG provided child care services to4,494,306
children.’ This implies an annual cost of about $54 per child, which is too low to be accurate.

5Robert St. Pierre, Anne Ricciuti, Fumiyo Tao, Cindy Creps, Janet Swartz, Wang Lee, and Amanda
Parsad, Third National Even Start Evaluation: Program Impacts and Implications for Improvement; and Robert St.
Pierre, Beth Gamse, Judith Alamprese, Tracy Rimdzius, and Fumiyo Tao, Even Start: Evidence from the Past and
Look to the Future, Report prepared for the U.S. Department of Education (Washington, DC: DOE, Planning and
Evaluation Service, 2003).

118Y.S. Department of Health and Human Services, Administration for Children and Families, “Chapter 2:
Expenditures,” Social Service Block Grant Annual Report on Expenditures and Recipients (Washington, DC: HHS,
undated), http://www.acf.hhs.gov/programs/ocs/ssbg/ch2.htm (accessed June 7, 2005), stating: “SSBG service
expenditures include funds transferred from TANF for some States and not for others. Because the SSBG reporting
instructions were developed prior to the existence of the TANF block grant and State discretion to transfer TANF
funds into SSBG, States were left to their own devices as to how to report the funds transferred in from TANF.”

The Title XX Coalition, “The Social Services Block Grant: FFY 1997 Expenditure Report,”
http://www.thearc.org/ga/ssbg_report.html (accessed June 7, 2005).

118y.S. Department of Health and Human Services, Administration for Children and Families, “Executive
Summary,” Social Services and Block Grant Reports: Annual Report on Expenditure and Recipients 2001
(Washington, DC: HHS, undated), http://www.acf.hhs.gov/programs/ocs/sshg/annrpt/execSummary.html (accessed
June 7, 2005).

11%U.S. Department of Health and Human Services, “SSBG Expenditures by Service, 2005,” table 2-1
(Washington, DC: HHS, 2007), http://www.acf.hhs.gov/programs/ocs/ssbg/annrpt/2005/chapter2.html (accessed
July 9, 2007).

120y S. Department of Health and Human Services, Office of Community Services, “Executive Summary,”

Social Services Block Grant Program Annual Report 2005,
http://www.acf.hhs.gov/programs/ocs/ssbg/annrpt/2005/execSumm.html (accessed July 9, 2007).
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Rather than overstate the number of children served, it is assumed that the average cost of
serving children through the SSBG is the same as under the CCDF (about $5,372 in 2005). Thus,
in FFY 2005, the $241 million in child care assistance spent through SSBG could have served
about 44,862 children.'?

Average per-child costs, in FFY 2005, were about $5,372.%
Tax Credits for Child Care Expenditures

Working parents can receive one of two tax credits to offset some of their child care
expenditures. Although not always included in listings of child care programs, these tax credits
often provide substantial assistance to working parents. They are described in this report even
though they provide little assistance to low-income families.

Child and Dependent Care Tax Credit allows working families to claim a tax credit on
up to 35 percent of their employment-related child care expenditures for children under age
thirteen. The credit is calculated on a sliding scale, based on the taxpayer’s adjusted gross
income. Beginning in 2003, taxpayers with incomes up to $15,000 can claim 35 percent of
employment-related child care expenses, with the percentage declining by 1 percentage point for
each additional $2,000 in income up to $43,000. Taxpayers with incomes above $43,000 can
claim 20 percent of allowable expenses. At 35 percent, the maximum credit is $1,050 for one
dependent and $2,100 for two or more dependents. At 20 percent, the maximum credit is $600
for one dependent and $1,200 for two or more dependents. This tax credit is not refundable, so
families who do not have a tax liability do not benefit from the credit.

In FFY 2005, the U.S. Treasury’s estimated revenue loss due to the credit was about
$2.69 billion.® (The Child and Dependent Care Tax Credit is not included in the summary of
expenditures because it provides relatively little assistance for low-income families.)

Dependent Care Assistance Plan (DCAP) allows employees whose employers have
established a DCAP plan to pay for work-related child care by annually setting aside, tax-free,
up to $5,000 of their earned income. These funds then reimburse employees for their

21T his approach is similar to HHS calculations of child care enrollment estimates; however, it assumes a
slightly higher cost per child. (The per-child cost under the CCDF is based on total CCDF expenditures rather than
direct service expenditures.) See U.S. Department of Health and Human Services, Office of the Assistant Secretary
for Planning and Evaluation, Child Care Eligibility and Enrollment Estimates for Fiscal Year 2003.

22Authors’ calculation based on FFY 2004 expenditures (about $241 million) and the estimated total
number of children served in the same year (44,862).

2Tax Policy Center, “Estimates of Total Income Tax Expenditures,” (Washington, DC: Tax Policy Center,

undated), http://www.taxpolicycenter.org/TaxFacts/TFDB/Content/PDF/project_taxexpend.pdf (accessed July 9,
2007).
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documented child care expenditures. Dependent Care Assistance Plans (DCAPs) can also be
structured to provide employers with a $5,000 tax credit per employee if the employer pays for
or provides child care. The set-aside funds are also not subject to state taxes. DCAPs may be
used by families of all income levels.

In FFY 2003, the Treasury’s estimated revenue loss due to DCAPs was about $597
million; in FFY 2004, it was about 610 million.** (The DCAP is not included in the summary of
expenditures, because it provides relatively little assistance for low-income families.)

Conclusion and Implications

Between 1997 and 2001, spending under five of the six major programs that account for
almost all government spending in child care and early childhood education (all except
prekindergarten/preschool programs)—the Child Care and Development Fund, Head Start,
Temporary Assistance for Needy Families, the Child and Adult Care Food Program, and the
Social Services Block Grant—rose about 69 percent, from about $12.041 billion to about
$20.392 billion. (That is an average increase of about 17 percent per year.) Growth then slowed
substantially between 2001 and 2003, rising by only about 8 percent, from about $20.39 billion
to about $22.06 billion. From 2003 to 2005, total spending declined by about 5 percent to about
$20.88 billion, or by about $1.180 billion, with the decline almost entirely in child care spending.
At the same time, state spending on prekindergarten/preschool programs has grown rapidly, from
an estimated $970 million during the 1991/1992 school year to about $2.84 billion during the
2004/2005 school year.'® Across the entire nine-year period, spending rose by about 73.4
percent.

If unspent funds from TANF and the CCDF were included in this calculation, the
absolute numbers and the percentage increase between 1997 and 2005 would have been
larger—with available funding going from about $16.68 billion to about $28.24 billion. But
because these funds represent potential funding for child care, not actual spending, they are not
included in the total.

Four smaller programs were also discussed: the 21* Century Community Learning
Centers Program, the Individuals with Disabilities Education Act’s Special Education Preschool
Grants and Grants for Infants and Families, Title | of the Elementary and Secondary Education
Act preschool education funds, and Even Start. These programs were not included in the

124Tax Policy Center, “Estimates of Total Income Tax Expenditures.” For FFY 2005, no data are available
for the Treasury’s estimated revenue loss due to DCAPs.

%5The National Institute for Early Education Research, The State of Preschool: 2005 State Preschool
Yearbook.
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summary of total spending because either they do not provide actual child care (or its equivalent)
or the amount spent for child care cannot be determined.

This report concludes, however, that two of these programs, the 21* Century Community
Learning Centers Program and Even Start, could be reoriented to provide additional child care
support for working families. Between 1997 and 2001, spending under these two programs rose
a stunning 967 percent, from about $125 million to about $1.209 billion. From 2001 to 2003,
spending increased by only about 9 percent, and from 2003 to 2005, spending declined by about
9 percent, from about $1.318 billion to about $1.216 billion (see figure 1, page 4 and table 1,

page 5).

Five overarching points about federal and state support for child care emerge from the
summary:

(1) Following the passage of the 1996 welfare reform law, the growth in child care spending
was dramatic, but has slowed in the recent years.

(2) A significant portion of post-welfare-reform funding for child care comes from unspent
TANF block grant funds, making their future availability dependent on TANF caseloads
remaining substantially lower than their 1994/1995 levels and continued state support of
child care over other spending choices.

(3) Despite some streamlining of child care funding, fragmentation of child care programs is
still a problem.

(4) Head Start is losing its dominant place in the constellation of federal child care and early
childhood programs. In the 1980s and early 1990s, it was by far the largest early
childhood program, amounting to nearly half of total spending in some years. By 2005, it
was only about 33 percent of total child care spending (see table 1).

(5) As Head Start’s growth has slowed, state-funded prekindergarten programs have been

expanded and are on track to be the dominant early childhood education program for
low-income children.
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Appendix A: Sources and Notes for Figures and Tables

Figure 1

Sources:

Child Care Development Fund (CCDF)

For 1980-2000: U.S. House of Representatives, Committee on Ways and Means, Green Book (Washington, DC: GPO,
various years); for 1992-2000: Melinda Gish, Child Care: Funding and Spending under Federal Block Grants
(Washington, DC: Congressional Research Service, March 19, 2002); for 2001: U.S. Department of Health and Human
Services, Administration for Children and Families, Child Care Bureau, FFY 2001 CCDF State Expenditures
(Washington, DC: HHS, 2003), http://www.acf.dhhs.gov/programs/cchb/research/archive/01acf696/tot01exp.htm
(accessed December 16, 2003); for 2002: U.S. Department of Health and Human Services, Administration for Children
and Families, Child Care Bureau, FFY 2002 CCDF State Expenditures (Washington, DC: HHS, 2003),
http://www.acf.dhhs.gov/programs/ccb/research/02acf696/FY02chart.htm (accessed December 16, 2003), and Melinda
Gish, Child Care: Funding and Spending under Federal Block Grants (Washington, DC: Congressional Research
Service, March 19, 2002); for 2003, U.S. Department of Health and Human Services, Administration for Children and
Families, Child Care Bureau, FFY 2003 CCDF State Expenditures (Washington, DC: HHS, 2004),
http://www.acf.hhs.gov/programs/ccb/research/03acf696/table9.htm (accessed January 24, 2005); for 2004, U.S.
Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, FFY 2004
CCDF State Expenditures (Washington, DC: HHS, 2004),
http://www.acf.hhs.gov/programs/ccb/research/04acf696/table9.htm (accessed June 12, 2006); and for 2005, U.S.
Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, “Summary of
Expenditures by Categorical Items,” FY 2005 CCDF State Expenditures, table 1 (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/tablel.htm (accessed July 9, 2007).

Head Start
U.S. Department of Health and Human Services, Administration for Children and Families, Head Start Bureau, Head
Start Fact Sheet (Washington, DC: HHS, various years).

Temporary Assistance for Needy Families (TANF)

For 1997-2000: Melinda Gish, Child Care: Funding and Spending under Federal Block Grants (Washington, DC:
Congressional Research Service, March 19, 2002); for 2001-2002: unpublished CRS tables; For 2003: authors’
calculations based on U.S. Department of Health and Human Services, Administration for Children and Families, Fiscal
Year 2003 TANF Financial Data (Washington, DC: HHS, 2004),
http://www.acf.hhs.gov/programs/ofs/data/tanf_2003.html (accessed April 4, 2005); for 2004: authors’ calculations based
on U.S. Department of Health and Human Services, Administration for Children and Families, Fiscal Year 2004 TANF
Financial Data (Washington, DC: HHS, 2004), http://www.acf.hhs.gov/programs/ofs/data/tanf_2004.html (accessed June
12, 2006); and for 2005, U.S. Department of Health and Human Services, Administration for Children and Families,
“Overview of Federal Funds Available and Spent in FFY 2005 by Grant Year,” FY 2005 TANF Financial Data
(Washington, DC: HHS, 2006), http://www.acf.hhs.gov/programs/ofs/data/2005/overview.html (accessed July9, 2007).

Child and Adult Care Food Program (CACFP)
U.S. Department of Agriculture, Food and Nutrition Service, “Child and Adult Care Food Program” (Washington, DC:
USDA, undated), http://www.fns.usda.gov/pd/ccsummar.htm (accessed June 12, 2006).

Social Services Block Grant (SSBG)

For 1981-1996: Executive Office of the President, Office of Management and Budget, Historical Tables: Fiscal Year
2004 (Washington, DC: OMB, 2003), table 12.3; for 1997, The Title XX Coalition, “The Social Services Block Grant:
FY 1997 Expenditure Report,” http://www.thearc.org/ga/sshg_report.html (accessed December 18, 2003); and for
1998-2004: U.S. Department of Health and Human Services, Administration for Children and Families, “Annual Report
on Expenditure and Recipients,” Social Service Block Grant Reports (Washington, DC: HHS, various years),
http://www.acf.hhs.gov/programs/ocs/ssbg/docs/reports.htm (accessed June 12, 2006).
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21 Century Community Learning Centers Program
U.S. Department of Education, Education Department Budget History Table: 1980-Present (Washington, DC: DOE,
2005), http://www.ed.gov/about/overview/budget/history/edhistory.pdf (accessed June 13, 2006).

Even Start
U.S. Department of Education, “Even Start Funding Status” (Washington, DC: DOE, 2006),
http://www.ed.gov/programs/evenstartformula/funding.html (accessed July 9, 2007).

Unspent TANF

U.S. Department of Health and Human Services, Administration for Children and Families, “Overview of Federal Funds
Available and Spent,” TANF Financial Data (Washington, DC: HHS, various years),
http://www.acf.dhhs.gov/programs/ofs/data/index.html (accessed June 13, 2006).

Unspent CCDF

U.S. Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, CCDF
State Expenditures (Washington, DC: HHS, various years), http://www.acf.dhhs.gov/programs/ccb/research/index.htm
(accessed June 13, 2006).

Prekindergarten/preschool

W. Steven Barnett, Jason T. Hustedt, Laura E. Hawkinson, Kenneth B. Robin, The State of Preschool Yearbook (New
Brunswick, NJ: NIEER, various years), http://nieer.org/docs/index.php?DoclD=131 (accessed July 18, 2007). No
consecutive data on prekindergarten/preschool spending are available for the school years prior to 2001/2002.

Table 1

Sources:

Child Care Development Fund (CCDF)

For 1980-2000: U.S. House of Representatives, Committee on Ways and Means, Green Book (Washington, DC: GPO,
various years); for 1992-2000: Melinda Gish, Child Care: Funding and Spending under Federal Block Grants
(Washington, DC: CRS, March 19, 2002); for 2001: U.S. Department of Health and Human Services, Administration for
Children and Families, Child Care Bureau, FFY 2001 CCDF State Expenditures (Washington, DC: HHS, 2003),
http://www.acf.dhhs.gov/programs/ccb/research/archive/01acf696/tot01lexp.htm (accessed December 16, 2003); for 2002:
U.S. Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, FFY
2002 CCDF State Expenditures (Washington, DC: HHS, 2003),
http://www.acf.dhhs.gov/programs/ccb/research/02acf696/FY02chart.htm (accessed December 16, 2003) and Melinda
Gish, Child Care: Funding and Spending under Federal Block Grants (Washington, DC: Congressional Research
Service, March 19, 2002); for 2003, U.S. Department of Health and Human Services, Administration for Children and
Families, Child Care Bureau, FFY 2003 CCDF State Expenditures (Washington, DC: HHS, 2004),
http://www.acf.hhs.gov/programs/cchb/research/03acf696/table9.htm (accessed January 24, 2005); for 2004, U.S.
Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, FFY 2004
CCDF State Expenditures (Washington, DC: HHS, 2005),
http://www.acf.hhs.gov/programs/ccb/research/04acf696/table9.htm (accessed May 30, 2006); and for 2005, U.S.
Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, “Summary of
Expenditures by Categorical Items,” FY 2005 CCDF State Expenditures, table 1 (Washington, DC: HHS, 2006),
http://www.acf.hhs.gov/programs/ccb/data/expenditures/05acf696/tablel.htm (accessed July 9, 2007).

Head Start

U.S. Department of Health and Human Services, Administration for Children and Families, Head Start Bureau, Head
Start Fact Sheet (Washington, DC: HHS, various years).
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Temporary Assistance for Needy Families (TANF)

For 1997-2000: Melinda Gish, Child Care: Funding and Spending under Federal Block Grants (Washington, DC:
Congressional Research Service, March 19, 2002); for 2001-2002: unpublished CRS tables; for 2003: authors’
calculations based on U.S. Department of Health and Human Services, Administration for Children and Families, Fiscal
Year 2003 TANF Financial Data (Washington, DC: HHS, 2004),
http://www.acf.hhs.gov/programs/ofs/data/tanf_2003.html (accessed April 4, 2005); for 2004, authors’ calculations based
on U.S. Department of Health and Human Services, Administration for Children and Families, Fiscal Year 2004 TANF
Financial Data (Washington, DC: HHS, 2005), http://www.acf.hhs.gov/programs/ofs/data/tanf_2004.html (accessed May
30, 2006); and for 2005, U.S. Department of Health and Human Services, Administration for Children and Families,
“Overview of Federal Funds Available and Spent in FFY 2005 by Grant Year,” FY 2005 TANF Financial Data
(Washington, DC: HHS, 2006), http://www.acf.hhs.gov/programs/ofs/data/2005/overview.html (accessed July9, 2007).

Child and Adult Care Food Program (CACFP)
U.S. Department of Agriculture, Food and Nutrition Service, “Child and Adult Care Food Program” (Washington, DC:
USDA, undated), http://www.fns.usda.gov/pd/ccsummar.htm (accessed May 30, 2006).

Social Services Block Grant (SSBG)

For 1981-1996: Executive Office of the President, Office of Management and Budget, Historical Tables: Fiscal Year
2004 (Washington, DC: OMB, 2003), table 12.3; for 1997, The Title XX Coalition, “The Social Services Block Grant:
FY 1997 Expenditure Report,” http://www.thearc.org/ga/ssbg_report.html (accessed December 18, 2003); for
1998-2002: HHS, Administration for Children and Families, “Annual Report on Expenditure and Recipients,” Social
Service Block Grant Reports (Washington, DC: HHS, various years),
http://www.acf.hhs.gov/programs/ocs/sshg/docs/reports.htm (January 21, 2005), and for 2003-2004: HHS,
Administration for Children and Families, “Annual Report on Expenditures and Recipients,” Social Service Block Grant
Reports (Washington, DC: HHS, various years), http://www.acf.hhs.gov/programs/ocs/sshg/docs/reports.html (accessed
June 1, 2006).

21 Century Community Learning Centers Program
U.S. Department of Education, Education Department Budget History Table: 1980-Present (Washington, DC: DOE,
2005), http://www.ed.gov/about/overview/budget/history/edhistory.pdf (accessed May 30, 2006).

Even Start

U.S. Department of Education, “Department of Education Fiscal Year 2004 Congressional Action” (Washington, DC:
DOE, 2004), http://www.ed.gov/about/overview/budget/budget04/04action.pdf (accessed January 25, 2005); and for
2004: U.S. Department of Education, “Even Start Formula Grants to States” (Washington, DC: DOE, 2006),
http://www.ed.gov/programs/evenstartformula/funding.html (accessed June 1, 2006).

Unspent TANF

U.S. Department of Health and Human Services, Administration for Children and Families, “Overview of Federal Funds
Available and Spent,” TANF Financial Data (Washington, DC: HHS, various years),
http://www.acf.dhhs.gov/programs/ofs/data/index.html (accessed May 30, 2006).

Unspent CCDF

U.S. Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, CCDF
State Expenditures (Washington, DC: HHS, various years),
http://www.acf.dhhs.gov/programs/ccb/research/archive/01acf696/tot01exp.htm (accessed May 30, 2006).

Figure 2

Sources:
Special tabulations by Richard Bavier, Office of Management and Budget, based on: U.S. Census Bureau, March 2002
Current Population Survey (Washington, DC: U.S. Department of Commerce, 2002); U.S. Department of Education,

35



Besharov, Higney, and Myers Child Care and Early Education Expenditures

National Center for Education Statistics, Prekindergarten in U.S. Public Schools: 2000-2001, NCES 2003-019
(Washington, DC: DOE, 2003), http://nces.ed.gov/pubs2003/2003019.pdf (accessed December 19, 2003; U.S. Census
Bureau, “Table 2: Single Grade of Enrollment and High School Graduation Status for People 3 Years Old and Over, by
Age (Single Years for 3 to 24 Years), Sex, Race, and Hispanic Origin: October 2001,” School Enrollment—Social and
Economic Characteristics of Students: October 2001, Detailed Tables (Washington, DC: Census Bureau, undated),
http://www.census.gov/population/socdemo/school/cps2001/tab02.pdf (accessed April 25, 2005); Anteon Corporation,
Child Care and Development Fund: Special tabulations of 2001 CCDF data, prepared for the U.S. Department of Health
and Human Services, Administration for Children and Families, Child Care Bureau, 2003; and University of Maryland,
Welfare Reform Academy, Early Education/Child Care (ee/cc) Model (College Park: University of Maryland, 2005).
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