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Introduction

America’'s longterm economic success depends on ensuring that childhennext
generation otitizensi succeed in school and liteleckman & Masterov, 2004)

Advances in neuroscienc@derscoreéhat young children learfirom the earliest moments
of life, andthatlearningis especially rapid in their first five yearShe accumulated
evidence from evaluations of high quality early education programs tells us clmidren
those programadvance in intellectual, social and emotional competence in the syt t
do better academically (in both reading and math) and socially in school, and generally live
more productive lives as adults than children who have no preschool education or who
have poor early educational experien(@sore, 1997; Shonkoff & Phillip2000; Brown

& ScottLittle, 2003; Rolnick & Grunewald, 2003; Lynch, 2004; Gilliam & Zigler, 2004;
Barnett & Ackerman, 2006

Research suggests that many kinds of programs for young children have the potential to
provide good early education, i.e., tmmote social, emotional, intellectual, and physical
development and learnin®l(CHD Early Child Care Research Network 2005; Marshall et

al. 2003 Kontos, et al. 1995 However, many young children do not have opportunities to
experience good earbhildhoodeducation ECE)for two key reasons. First, many of the

early care and education programs and services available to families do not meet accepted
standards of qualityMandell & Wolfe, 2002; Helburn & Bergmann, 200%5gcond, the

costof high-quality early care anéducatiorexceeds the price most families are willing or

able to payRearce, 2006; Helburn & Bergmann, 202

Early Care and Education is a Market-Based Service

ECE isessentiallya marketdriven serviceproviders . .
offer services for @rice; consumers choose among thoseECE IS e_ssentlally a
services and pay @price.Most early care and education marketdnven system:
services are delivered by thevate sectof in for-profit, | providers offer
nonprofit andfaith-basedcenterbasedorogramsas well services for a price;
asthousand ofhomebased businesseBy and large, consumers choose
theonly public agencies providing early care and among those services
education are public schodfsatprimarily offer partday .

classes for preschoolethese classrooms represent a and pay the price.
small fractioni probably less than 6%of total ECE
services.

Current estimatesuggest thdhe private sectogarly care and education indusingludes
over 300,000 regulatezstablishments 120,000 centers and 214,000 hebased
businesses that serve nearly 10 million children every d&enter for the Child Care
Workforce, D02; National Association for Regulatory Administration and the National
Child Care Information and Technical Assistance Center, 2006t of thesdusinesse

! The National Institute for Early Education Research reports that in 2006 sthiegeegarten programs served
942,766 children and a third of these children were served outside the phblitssé&ssuming the ECE industry serves
10 million children the 628,510 enrolled in schbalsed pré represent slightly more than 6% of the total.
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-- sincethe majority are hombasel -- areproprietary(U.S. Census, 200X asper and
O'Connd, 1998)and thecenterbased oneare generally quite smallhe average child
care center habte capacity to serviewerthan 70 children andhore than 80%f all early
care and education busineseemploy 20 or fewer workers

Early care and edugan is a special market sector because it serves both public and

private needs (Warner et al, 2004). As a private good, it enables parents to work. As a
public good, it prepares children for school, enhances the productivity of our educational
system, andhelps strengthen our future workforce. But the public good aspect of ECE
services is vulnerable to market forces, which are focused ontshorfactors such as

price and convenience, rather than the {tergn benefits of quality early education. And
children, the primary beneficiaries of ECE, have no consumer voice in the child care
marketplace. All of these factors work at cross purposes with what is needed to support the
long-term health of our econordyhigh-quality ECE services (Stoney, Mitchell and

Wamer, 2006.

Current expenditures for early care and education services can be grouped into three broad
categories the family contribution, government assistance (including all tax and
expenditurebased subsidies from federal, state and local goversinanid private sector
support (including employers and philanthropy). While current data on the percent in each
category are not available, a study conducted in 1995 revealed that the largest share of
early care and education revenues, about 60%, isitwatetd by consumers, about 39% is
government assistance and less than 1% comes from the private sector (Mitchell, Stoney
and Dichter, 20013 Efforts to update these numbers suggest that, over thdquastethe
percentage of revenues derived from faroiwytributions has declined slightiye

percentage derived from government contributions has risen sl{ghdiply as a result of
welfare reform an@xpansion of stateinded prekindergartehand private philanthropic
contributions havalsoincreased Still, family contributions are by far the largest ECE
revenue sourcé reasonable estimate of the total annual expenditure by consumers is $46
billion based on information from the US Census Bur&iar(ey, Mitchell and Warner,

2006) By comparison, arrent state expenditures for gkmdergarten- which is the

fastest growing ECE public revenue sourcmtal about $3 billion nationally.

Unlike other U.S. educational institutions such as colleges or private schools, most ECE
businesses rely solebn tuition revenue. The average child care center generates 87% of
its revenue from parent tuition, while the average institution of higher education generates
only 35% from tuition and fees (Mitchell, Ston&yDichter, 2001). Public support (child

care sibsidy) is mainly in the form of fees paid on belwdl€hildren in lowincome

eligible families and typically paid only when an eligible child is in attendance. While

2The industry has a paid workforce of 2.3 million, with slightly more than half (52%) working in retyéitats. Paid

jobs in the child care services industry sector, which includes both child care and preschool, are projected to grow 38
percent over the 2002014 period, compared with the 14 percent employment growth projected for all industries

combined (Bireau of Labor Statistics, 2006).

3 These data should not be interpreted to mean that 60% of every dollar spent on ECE comes from consumers, but rather
that 60% of overall revenues in the ECE system are derived from user fees. On averagmrmfamiles receive a

higher percentage of government subsidy and therefore contribute a lower percentage of fee income than do families with
higher incomes.
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there are a few thirgarty sources that provide direct operating suppstich as Head

Start grantsstate prekindergarten initiatives, or employer graintthese sources represent

a relatively small percentage of total ECE expenditures in the TSIs, to remain
economically viable, early care and education programs must set feesibigih¢o cover
costs, maintain full enroliment, and collect fees (or publicly funded vouchers in lieu of
fees) in full and on time. This makes programs especially vulnerable to market conditions.

Economists at Cornell UniversifyVarner et al., 2004Namer, 2006 have described early
care and education as an "underdeveloped market" for several reasons, which include:

Lack of effective demand from consumers for high quality ser@Gbdd care is
expensiveThe average price for futime services im center for a preschooler is
more than public college tuition in all sta(l@ACCRRA, 2007. Yet families have
years to save for college expenses and are often at the peak of their earning
potential when children enter college; ECE costs, on the othdr harst be paid
when parents are yourgnd typically havdimited savings and wages.

Low profitability because labor expenses are high due to high staff/child ratios and
small classes necessary for highality services.Labor costs constitute the
majarity of expenses in early childhoodograms (6680%).

Few economies of scal&arly care and education is largely composed of very
small businesses, reducing opportunities for sasings that are possible on a
larger scale

Insufficient product diffrentiation It is extremely difficult both for consumers to
get objective information on the quality of ECE services and for programs that
offer high-quality services to distinguish themselves in the market.

Carefully crafted markdbased finane and plicy strategies that reaghbroad range of
families and ECE providersanhelp addressome ofthe market challengesoted above

The Quality Rating and Improvement Systems (QRIS)dhabperating in 14 states and
beingdevelopedn many moreareone ekample.A QRIS is an organized way to assess,
improve and communicate the quality of early care and education programs that families
might consider for their childrenAn intervention likeQRIS canaffect early care and
education markstin several ways:irst, it creates an industwyide standard foguality
assurance Second, it offers a framework feupply side interventioresg.supports for
program improvement, technical assistance to programs, professional development for
personnel, and financiat¢centives for providers to seek and maintain higher quality
Third, it offers a framework fademand side interventiomsg.easy to understand publicly
available ratings that show the relative quality of different programs and financial
incentives for cosumers to choose higher quality.

* Head Start was funded at $6.7 billion for FY 2007; stateled prekindergarten was $3 billion for 2008. Together
they represent almost $10 billion annually.
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This paper explores the feasibility usinganothemarket interventiontax creditslinked
to quality/accountability measures likegRIS, to helppromote andperhaps partially
finance higher qualityearly care anddication serviced ax credits and deductions in
other fields will be examined, with an eye to identifytag )
policies that offer lessons for ECB/hile the principles This paper explores the
described in this paper apply to both federad state tax | feasbility of using a
policy, most of the examptewe use are state tax credits | market interventiontax
simply because that is where most policy innovation has credits, linked to quality
occyrred States plgy a key role in policy and finance. and accountability
While much attention is focused on federal taxes, state .

taxes have been growing steadily since World Wand measures like a QRJSO
now represent about otleird of total tax receipts help promote and finance
(Stewerle, 2003. higher quality early care

and education services.

This paper focuses on one, markased financing
strategy: tax creditd.he authors' primary interest is in exploring the extent to which tax
credits can help encourage the use giguality ECE. These credits may also help to

offset the cost of ECE and, in that respect, are part of the overall ECE financing system.
However, the reader shouhdt mistake oufocus to imply that tax credits alone are a
sufficient financial support foearly care and educatiohhey are not. fie Alliance for

Early Childhood Finance has written extensively about a broad approach to ECE policy
and finance, one that includes a range of public and private investments in institutions,
infrastructure, pradioners and families. The Alliance approasitructured around five

key principles: 1) sysmic reform; 2) universal acces improved quality, with clear
performance indicators to measure accountability; 4) respect feothed and economic
valueof children and the families who raise them; and 5) increased public investments and
leadership to secure these investméstsney, Mitchell and Warner, 20D6Io

demonstrate that it is entirely possible to craft and finance an ECE system that embodies
thes principlesthe Alliance has developed a concrete proposal and national policy
agenda, which is availablewatvw.earlychildhoodfinance.org

Background Lessons from other fields
suggest that to be effective, tav
Usingthe tax system tpromote high quality policy must be designed to

ECE and partiallyfinanceearly care and
educatiormight appear to ban unusual
approach. Yet there are several reasons to

augment and coordinate with
but not replacé existing direct

consider it. These include the following: SUbSIidieS- Tax credits alone ar
not likely to produce the results
Salience we desire for children.

Tax policyessentially defines Americamles and touchesarlyevery Amerian.Taxes
influence how citizens consume, work, save and invest. Policymakers often turn to the tax
code when they see& fundamentallychange the economy society's behavioiStelerle,
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20049). Even if a taxprovisiondoes not result in immediate or sifggant financial gains

for consumers or producers, the action of creating a tax benefit increases the visibility of a
product or practice and validates its value. By itself, this raises interest in the product and
helps to reduce skepticism about new gdeatecimologies (Brown et al, 2002T.hus,

policy thatembedghe development and use of highality early care and education into

our tax code sends a powerful message: ensuring that children have accessjtialitigh

early learning matters. Earlyreaand education advocates have long agtestdoublic
engagement iakey part of the agend&mbedding ECE policy in the tax code is a
potentially powerful way to engage the public.

Stability

If our goal is to ensure that ahildrenin Americahave access to higluality early care
and education, stable and consistent policy and funding that reinfoatgalue is needed.
Currently, most public funding for early care and education services is found on the
expenditure side of the budg&heseexpendituresnust be resppropriated each yeaand
funding limits typically prevent most eligible families from receiving assistance
Significant amounts of time, energy (asmmetimesnoney)arespent on advocacy
campaigns to ensure that these fundsrarkeded in state and federal budgetss élmost
always a tough fighfamilies andearly care and educatifmsinesseare never confident
that the government funding they receive will continue. Tax policy offers increased
stability. Tax credits and dagttionsare available to all eligible families and typically
remainin effectunless they are repealdd.somestates a twdhirds majority vote is
required to repeal a tax policy.

Equity

How resources are distributed in an economy is a complex iisgax policy. Horizontal
equity, theprinciplethat those with equal ability to pay should pay equal taxes, is almost
universally accepted/ertical equity(progressivity)is the principlethat those who are

more capable of contributing should contribatoreand those with greater needs should
receive moreln reality, taxpayers with little or no resources cannot be expected to pay an
eqgual share of costs; thus, tax policy can be used to help redistribute resources. Individual
equity refers to therindple that individuals should benefit from their own labor and
savingsand is often used to justify greater choice among a range of options. For example,
higher education tax credits, which may be used at any school, are often viewed as
improving individualequity since they provide greater choice for the same or similar
benefits(Steterle, 2004.)Based on thee definitions, wellcrafted ECE tax credits that are
refundableproadly available, and linked to quality measwesld help to promote

equtable chaces

Efficiency

Expending public funddirectly for early care and education typically requires a fairly
sophisticated administrative infrastructure in federal, state and local government. While
this infrastructureanplay arole inensuringguality and accountabilitysawell as

collecting datdor accountability and planning,is alsocostly. Each time a new initiative
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or funding stream is added by governmergystem for administering these funds must be
developed (e.g. a request for proposalallocation formula must be developsthff
assigned to negotiatabnitor contract®r establish rates and process reimbursenaeick

so forth) In the ideal worldthis administratiowould bestreamlinedand all fundswvould
flow througha common infratructure. In the real world, multiple bureaucraeied

funding structureare all too often the norm.

Allocating funds via the tax system affords the opportunity to use an already existing
infrastructure to administeesourcesindeed, he Internal Reenue Service (IRS}

uniquely qualified to administer a universal, inceraated, markebased benefit such as
ECE financial incentives. The IRSIrrently maintains wage data, and does so for families
at all income level€Even lowincome working famikes that do not owe income taxes file
returns to claim tb Earned Income Tax Credit (Burman et al, 200y unlike a direct
assistance program administered by the Department of Social Services, a tax benefit
administered by the IRS has no ‘welfare stignea does it require completion of an often
lengthy and complex application form or interview with a caseworker (that may conflict
with hours of work.) Adams, Snyder and Sandfort (2002) have documented that these
barriers often prevent eligible familieof applying for or receiving the child care
benefits to which they are entitled.

However, he IRS does not have the capacity to track or verify program guality
drawback if our goal is to ensure that financial incentives are linked to effectivamsgr
However, states are rapidly developing new industide systems and infrastructure to
support ECE programuality, ensure accountability and maintain datse Quality Rating
and Improvement Systems noted earlier areexaenple ECEpractitionemregstries that
include information on the training and educational qualifications attained by early care
and educatioteachers and stafire anotheexample These gstemscould be linked,
through automation, to taxasms. Automated links would not ongymplify administration
but also offer clear incentives for government to
establish and maintain an industwjde A omerit goodd

infrastructure that effectively measures quality service that has benefits beyor

'n all ECE settings. its direct puchaser. Generally
Flexibility these are benefits to society as
whole. High quality ECE is a
There are many ways that families care for andmerit good because it prepares
Zgﬁgact:rheegncdhg%fgaﬁgr? (r)r:z?kg?irgedri’vt:rie and SUleCIUIETEEEE e e
families choose from a wide array of centand and Ilfe’. e.nhances the
homebased services. Administering funds via| Productivity of our current work
the tax system not only allows families to force, and contributes directly t
chaose the services that best mteir needs | growth in jobs andihcome.

but, if strategically linked to quality standards,
offers an economic incentive to select highality services. Higlguality early care and
education services are expensi8ece third party funding is scarce, most hoglality

ECE programsnust pass these increased costs on to consumers through higher fees.
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StructuringECE tax credits so that they provide lardax benefits for higher quality
services recognizes this price differeniceother wordsgarefully crafted tax credits could
function as anarketbased strategy to reinforce a merit goblde "green'tax creditghat
have been established by many statesencourage consumers to purchase and/or install
energyefficientappliances or equipmentare an examplef this approaclandwill be
discussed in more detail later in this paper

Caution: Tax Credits Have Serious Limitations

Despite the strengths noted abowag, $trategies haveaanylimitations. Tax policy is often
complex, anctanrequire a fair amount of sophisticationuoderstand and usgffective

tax strategiegenerallyrequire an industry infrastructure and/or marketing capacityghat
currently notpresentn early care and educatiowithout carefully crafted limitationsak
creditswill provide greater benefitto higher income familieAnd tax creditsoften

generate only small sums. These barriers can be overcome, but they must be carefully
considered and addressé@a. this endthere are clearly some circumstances in whitax
credit strategy mightot be apropriate.

Cash Flow Limitations

Tax credits are based on the assumption that the tax payer spends money to achieve the
desired goal and then claims a credit to reimburse those expenses. That said, cash flow is
an essential ingredient. No matter hosngrous the tax credit, if recipiemf the credit-

a family, an early childhood teacher or an ECE busineds not have the required-up

front funding, they will be unable to benefit from the credit. In some cases it may be
possible to resolve thig@blem through dvance payment, loans or other strategies to
improve cash flowBut in manycases direct government expenditures is simply a more
appropriate approackor examplewithoutaccess to a government subsidized program
and/or a child care voueh-- at least as the primary form of subsidyow-income

families are unlikely to use highuality early care and educaticghnd somefamilies--

such as thoseith health or mental health problems, a history of child abuse or drug
problems- need targted supports and/or counseling in order to make appropriate child
care decisions.

Refundability

Tax credits will not benefit lovincome families, who often owe little or no income taxes,
unless the credit is refundable. Currently the federal Chidzependent Care Tax Credit
is not refundable; most benefits accrudigherincome families. This is a serious barrier
and one that nesdo be addressed (see pagdatzuggested revisions to the federal
CDCTC.) Nine states have made their state afale tax credits fully or partially
refundable.
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Outreach and Tax Assistance

Effectively implementing tax credits that are linked

to quality measures will require

targeted outreachiramilies, as well as ECE practitioners and programs, need tcstarder
the tax benefits and how to apply for them. And many families and ECE businesses will
need assistance in completing and filing tax returns in order to take advantage of the

credits.

Infrastructure

Effectively linking a child care tax credit tpuality measures will requir@ infrastructure

that allows the tax department to readily identify eli
with quality standardsilt is entirely possible to adapt

gible taxpayers and track compliance
existing infrastructureuch as ECE

professional developemt registries and quality rating system® achieve this end. But

the task requires careful thought.

In sum, there are compellimgasons tatrategically
includetax credits a®ne elemenin the package of
financial support fofamilies andthe early care and
educationndustry If combined with government
subsidy for lowincome families and direct supports
for early childhood programs, tax credits can help
providean additional market incentifer higher
quality ECE Tax creditsalone will not poduce the
results we desire fgroungchildren. They arene
potential strategy for ECE finandayt shouldhot be
the only oneLessons from other fields suggest that
to be effective, tax policy must loesigned to
augment and help to coordinédtéut nd replace
existing direct subsidies.

Types of Tax Credits

This paper is based on a review of state and feder
tax policies that target early care and education as
well as tax policy that has been used in other fields
such as energy, housing, busmes/estment,

Tax Credits vs. Tax Deductions
In general, dax creditis more
valuable to a taxpayer tharax
deductionof the same amount. A
tax credit reduces the taxes paid,
dollar-for-dollar. A tax deduction
lowers taxable income. For
example, for a taxayer in the 35
percent tax bracket, the value of &
$100 tax deduction is 35 percent
($35). But the value of the same
amount as a tax credit is 100
percent ($100). Further, a
deduction is worth more to a
taxpayer in a higher tax bracket
than to one in a loar tax bracket.

s And a credit 1 s
to a taxpayer who owes no tax
* unless the credit iefundable

research and developmelueally tax policy is

deemed effective when it has been evaluated to determine that it is producing the desired

effects on behavior or outcomes or other resiiile
been evaluatethey nevertheless offer some helgks

most of these policies have not
sons to the field of early care and

educatiort. We will focus on four types of tax credits, including those éonsumption,

5 Note: the purpose of this inquiry was to identify tax policies that have the potential to affect consumer and practitioner
behavior and/or offer innovative ways to administer public dollaredddsome of the tax policies identified by the
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business investmertharitable contributiongnd job developmenEach of these
strateges will be discussed in more detail below.

Consumer Tax Credits

A consumer tax credit i@ direct reduction in the tax liability of an individual who
purchasegconsumesa particular product or servic€onsumer tax credits can function as
a marketbasel strategy to reinforce a merit gob@n approaclihat has been used to
promote renewable energy technologies such as solar, wind, biomass, geothermal, and
hydropowerMost smalscale renewable energy technologathough they make an
important contrilation to the environmenéare still substantially more expensive on a
dollarsperwatt basis tharnonventional sources. To help address this market inequity, the
federal governmentlong with many states, fiareated tax credits and other incentive
prograns for renewable energy. These credits are notineame date back to the 1970s
and early 19808 and some were quite generoustia pastcombined tax credits of 50
percent or more were available for solar energy technologies. Currently thirteeh states
offer consumer tax incentives for renewable ene@redits range from 10% to 35% of
equipment and installation costs. Maximum incentive amounts range from $1,000 to
$10,500 for residential systems. Most tax credits must be claimed in the first year of
production, allowing for any remaining credit to be carried over to the subsequent five, and
in a few casesgnyears(Gouchoe et al, 2002

Energy credits offer helpful lessons to the field : A
of early care and education because theyare | A T®@ f undabl sonet a
designed to achie similar ends; they are a that is available to a taxpayer whc
flexible, marketbased strategy to reinforce a owes no taxes. For example, a

merit good Researctand evaluation of these taxpayer who is eligible for t@ax
policiessuggests that wetirafted credd can creditworth $500 and who owes
help level thamarket playing field. only $100 in taxes can only claim

Consumer tax credits are also used in early carep100 of the credit. If the same ta
and education, although they aweject to credit wererefundable the

income caps angarely linked to quality taxpayer could claim the full $500
measuresThe federal tax code, as well as 23
states, currently includes a credit for tax filers with employmnelated child and
dependent care expengéEhe federal citd and dependent care tax credit (CDCTC)
applies to carand educatioprovidedin any legalsetting® regardless oprogramquality.

authors meet these criteria but may also support programs or activities that have not been evaluated or proven to
effective. A basic assumption of this paper, however, is that@E@fram qualitywill be meaured by, and linked to, a
QRIS or other researdtased accountability tool. That said, an innovative or effective strategdifiasinistering funds
still offers promise.

6 These states include: Alabama, Arkansas, California, Hawaii, lowa, Maryland, MasstsehMontana, New York,
North Carolina, North Dakota, Rhode Island and Vermont. Most credits cover solar and wind technologies; a few
consider biomass and hydro as eligible technologies. For more information, go to
http://www.nrel.gov/docs/fy020sti/32819.pdf

7 A more indepth discussion, as well as detailed information on each state benefit, is available from the National
Women's Law Center, attp://www.nwlc.org/details.cfm?id=2698&section=tax

8 Tax filers are required to include the social security number, or employer ID, of the child care provider when claiming
the expense.
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Size of the credit varies. Leimcome families (gross incomes below $15,000) may claim
up to 35% of what is spent and sgowith higher incomes (over $43,000) may claim up to
20%. Allowable expenses are limited to $3,000 for one child and $6,000 for two or more.
Theoretically, lowincome families with more than one child can receive a maximum
credit of £,100i1 but only if they actually spend@000 on child careSince t is highly
unlikely that anyone making $1#0a year could spendg00on child care, the

maximum credit ipurelyhypotheticalln fact, a single parent earning $15,000 and
spending $1,200 on child careuld get a whopping $86 (the total tax she owdsg)d

given thatthe current federal CDCTC is not refundalieany potentially eligibléamilies

are unlikely to benefit from the credit at all since they probably do not owe any taxes.
Higher income familisT who are likely to spend more than $6,000 per year on child care
T getalower percentageredit because of thexpenseapsyet a highedollaramount
because they owe more taxbsreality, the average federal CDCTC claim is currently
about $00. Fanilies with adjustedgross incomes below $20,000 receive about $275
annually and families witadjustedgross incomes ovel5$0,000 receive about 86
annually(Mitchell & Stoney, 2006Burman, Maag and Rohaly, 2005

Many states link their child care taxovisions to some or all of the provisions of the

federal CDCTCHowever, quite a fewtates have significantly improved upon the federal
CDCTC in two ways: by making the credit refundable (in other words, families receive the
financial benefit even if iexceeds the amount of taxes they owe) and by linking the credit
to program quality. Thirteen stafdsave credits that are either fully or partially refundable.
Three states Maine, Vermont and Arkansashave made higher tax credits available to
families who use higher quality child care. Maine doubles the credit (from 21.5% to 43%
of the federal CDCTC) for taxpayers who use an early childhood program that has a
Quality Certificate’® Vermont allows a higher credit (from 24% to 50%) if the program
meetsnational accreditation or credential standards.

In addition to making the CDCTC refundalsie that ithas value to lowncome families
and linking it to program quality so that childreenefit, two otherltanges wouldhcrease
its effectiveness. TIseareraisingtheexpense limits to match thetaalprice of chid
care and indexing those limits for inflation so their value does not erode over time.

Louisianarecentlyenacteda package of school readiness tax cretias are designed to
encouragé¢he use of higher quality early care and education servitespackage
includes a increasediefundable tax credit for families with a child under asixolled in
an early care and education program that participatie istate's quality rating system
Maximum credits for one child would range fro@68for a child enrolled in &wo star
program to $150for a child enrolled in a fivastar programThe tax credit package also

%In nine stated California, Colorado, Hawaii, lowdinnesota, New Mexico, New York, Oregon, and Vermdnthe
credit is fully refundable. In four statés Arkansas, Louisiana, Maine, and Nebra8kahe credits are partially
refundable (Campbell et al, 2006).

19 For more information on Maine's tax creditdaquality certificates, go to
http://www.maine.gov/dhhs/occhs/taxcredits.htm

1 Campbell et al, 2006, p 48. For additional information on Vermont's tax credit go to
http://www.state.vt.us/tax/creditslowincome.shtmi
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includesincentives for programs and businesses to participate in theygadilitg system
and for ECE teachers to attain higher levels of education and training. See Appendix A for
more information orLouisiana'snewlaw.

Business Investment Tax Credits

A business investment tax creditislirectreduction inthetax liability of a soleproprietor
or corporatiorto offset cost of investing in the businefke federal tax code currently
allows businesses exclude all (or a portion ohusinesgelated expenses such as labor
costs, office expenses, equipment used in a tabdasiness, and so forth. Thus, for all
intents and purposes, most business investments are aagatbductible. However,
somebusinesexpenses are afforded higher vailua the form of a tax credit.

Federal and state governments have teepbtedax creditdo stimulatebusiness growth
and investments ijobs and new facilities as well asresearch and developmentv&d 30
states ad the federal government have established researcreaatbgment tax credits.
About27 staes have establishedisinesdax credits for investments in facilities,
equipment or new technologht least16 states have created credits for job creation
typically in industries such as manufacturargdhigh tecmology. In most cases job
creation credits require emplogeo pay wages above the county or state average wage
and/or provide employee benefits such as health insunstost business investment tax
credits are designed to be claimed in the gg@enditures were madeut typically allow
for any remaining iedit to be carried forwar{Outlaw, 2004 Evaluation of these credits
has been mixedvith most studies suggesting that the credits were only moderately
successful in encouraging new or additional investm@uhkn & Knaap, 2003)umagan,
J. June, 199%dwads, 1993.)

Several statesncluding Maine, Oklahoma and Florideve enacted targeted tax credits

(or tax exemptiondior early care and educatitmisinessedNhile research on the
effectiveness of these creditas not been conductatieyhave proverio bepopularwith
policymakers and the industtyThese policies are helpfakamples of how ECE business
tax credits might be structuretihe MaineQuality Child Care Improvement Tax Credit

was established in 1990 assist providers as they make inuestits that improve the

quality of care offered in their centers or homikesxpayersd family child care provider or

a child care center owner who operates as a sole proprietor) who have expended at least
$10,000 in one year may receive a $1,000 tax ceadit year for 10 years for a total

$10,000 credit at the end of the-y®ar period. A corporation, financial institution,
partnership, LLC, Sorporation, estate or trust that spends up to $30,000 may receive a tax
credit of 30% of the expensi. neithercase can the credit reduce the tax otherwise due
below zero (i.e., it is not a refundable credipwever any unused portion of the credit

may be carried over to the following year or years until exhaState ofMaine, 2007)

12 ECE leaders in Maine, for example, report that participation rates in practitioner training and ECE program quality
improvement initiatives jumped significantly foling passage of the quality child care tax credit. Similarly, the child

care directors association in Oklahoma believes that the state quality child care tax credit is a significant incemtive to se
threestar status.
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Oklahomahas aax credt for child care businessésatincur expenses to comply with
standards omational accreditatiosystems recognized by tiseate The credit equals 20%
of eligible expenses arahy unused portiomay be carried forward for up to four years.
Florida hasestablished salesax exemption for educational materialsd property tax
exemptionequivalent to that of a nonprofit educational institufi@nECE businesses that
achieveone of several accreditations recognized by the stdtee Gold Seal subsidy
reimbursement progranto receive thealestax exemption, ECE businesses must offer
health insurance~orida Department of Children and Families, ).d.

As noted earlier, the Louisiana legislatueeently enacted school readiness tax credit
package tht includes targeted credits for ECE businesses. The refundable tax credits are
linked to the provider's star quality rating and the number ofiht@eme children they

serve. Proposed benefits range from $750 pefit@ame child enrolled in a-&tar

program up to $1,500 per loimcome child enrolled in a-Star programBecause the

credit s refundablenon-profit providersmayalsoparticipate

Contribution and Community InvestmentTax Credits

A contribution tax credit reducéletax liability of anindividual or business that makes a
contribution tq or investment inanother busines3hesetax credits aréypically used to
raise revenue for neprofit entitiesand/or busiesses that produce a merit good. Other
fieldsi such as housing and communitgvelopment have effectively used this approach
to generate capital in loimcome communities. Several examples follow.

ThefederalLow-Income Housing Tax Credit (LIHTC) was established in 1986 to provide
incentives for private sector production of kiwcome housingThe LIHTC acts as a

capital subsidy, allowing investors to obtain a competitive return on their investments
while allowing rents to be set below the cost of developing or maintaining the property. In
the first 15 years of the program ové&Qbillion in tax credits has been committed to
develop about 1.2 million housing units (Malpezzi & Vandell, 2008 LIHTC allows
taxpayers (businesses and individuals) who invest inh@eme housing to receive a

dollar for dollar credit against feddrtax owed over a ten year period. The LIHEC
administered at the state level. Each state is permitted to allocate a certain amount of tax
credits each year, based on its population. Intermedi@e#iSthe tax credits to investors

and act as a briddeetween investors and projects. Developers who receive tax credit
proceeds must comply with guidelines intended to ensure that the housing is rented, at
affordable prices, to lovand moderatencome families and is wethanaged. Several

states have createstate tax benefits that 'piggy back' on the federal credit and malemit ev
more attractive to investofMalpezzi and Vandell, 2002; Stoney, 1998)

In 2000,Congress established the New Markets Tax Credit (NMTC) to generate
investment capital for reviliaation of economically distressed communities/estors
(including individuals, financial institutions and other corporatiavisd) makequalified
equity investments in designated Community Development Entities (GI&s)igible for
the credits CDEsact as the conduit between investors and development projects in
distresseddommunities. hvestors receive @tal returnof 39%, claimed over a 7 year
period. In the first three years the investor receives a 5% credit on their inve$intieat
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final four years the valuef the credit is 6% annuall£DE investments cannot be
redeemed prior to the conclusion of the seyear periodThe NMTC is not refundable
(that is, taxpayers cannot receive payments for tax credits that exceed their total tax
liability) however taxpayers can sell their investment, along with the right to claim any
remaining tax credits, to another invest#s.of January, 2007, the NMTC has attracted
nearly $5.3 billion in investmengpurred by these funds, CDE investment in-loaome
communities grew from about $140 million in 2003 to $2.2 billion in 200&st CDE
investment has been in the form of lo&ns businesses seeking to build or rehabilitate
commercial real estate, purchase fixed assets or for working capital. Otheraisés i
construction or operation of cultural arts centers and charter scAaalsent GAO study
found that 64% of NMTC investors reported that they increased investments in low
income communities because of the cré€@ihO, 2007)

Nine state$® have estaished Neighborhood Assistance Programs (NAPs) that offer tax
credits to taxpayers (businesses and individuals) that make contribigéshs materials,
staff)to communitybased notprofit organizationshat provide neighborhood assistance,
job training,education, crime prevention or other service®w-income communities
(Outlaw, 2004)Depending on the state, a Aprofit organization may use NAP
contributions to purchase or rehabilitate facilities or to meet operating expéasesedit
amouns range from 40% to 70%, depending on the stael, can typically be carried

forward for a limited number of yearGontributors may receive additional benefits if they
claim the federatleduction forcharitablecontributions In most states, NAP authority is
broad enough to include early care and education as an allowable use @frfdmdsome
cases, such as Connecticut, child care services are specifically mentioned as an allowable
investment The biggest barrier tose of these credits l@arly care anéducation

programs is the competitive nature of applying for NAP credits. Most states set a cap on
the total amount dNAP tax credits that may be claiméda given yearNonprofit

businesses seeking a NAP crediist file an applicatioand must be abl® market
themselves successfully as an attractive NAP prdjaetent information on the
effectiveness of these programs is not available, however in 1991, NAPs generated over
$63 million in private sector funding and cost $33 million in forgone statnree

(NWLC, 2001).

Two states Oregonand Coloradd have established contribution tax credipecifically
for the early care and education industry. Reseamnchexperienceuggests that both of
these efforts havgenerated increased revenue for HEEzpatrick and Campbell, 2003;
Olsen, 2005 Oregorss pilot Child Care Contribution Tax Credivhich was established in
2003, allowsmnvestordo purchase state tax credit certificates worth .75 for every $1
contributed. In addition, investors may claine contribution as a charitable deduction.
Proceeds from the credits are placed into a pooled fund, which supports several
communitybased demonstration projects. Each demonstration project includes three
elements: a wage initiative to enhance provatenpensation; subsidies to ensure that
low-income families do not spend more than 10% of their income on child care; and
guality enhancements that include staff for training, technical assistance, classroom

13 These includeConnecticut, Delawar, Indiana, Louisiana, Maryland, Missouri, Nebraska, Pennsylvania and West
Virginia.
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observation and equipment. At present, $500i0Q@8ax credits is available each year,
which generates annual contributions worth about $667JT08®0regon Child Care
Division, which is responsible for administering the credit program, originally contracted
with a syndicator to help sell the creditowtver, they have found that this is no longer
necessary. The credits are so easy to sell th@ith&on is able toquickly distribute all
available credits by simply notifying the state's leading accountants and tax preparers.
Most credits are purchaséyindividual taxpayers wharesubject tahefederal

Alternative Minimum TaxFor these taxpayers the credits are a t@asimutaneously

lower their taxes and make an important charitable contrib(@tsen, 200k

Colorado allows taxpayers that kesa monetary contribution of up to $100,000 per year to
"promote child care in the State" to claim an income tax credit of 50 percent of the total
contribution. The credit is not refundable (e.g. cannot exceed the tax liability) but may be
carried forwardor up to 5 years. The contribution may be made to a wide range of child
care facilities, programs or services but cannot be made by someone who has a financial
interest in the organizatidi@olorado Department of Revenue, 2Q07)

Twenty-eight states anthe federal government have also enacted tax credits for employers
that provide some form of child care assistance to their employees. The credits range from
20% to 50% of expenditures. In 2002, the National Women's Law Center assessed the
effect of theseredits in 20 states and found little or no impact. Ioflhesestates, five or
fewer corporations claimed the credit 5 of the 16states, no corporation claimed the

credit. Weakness of the credigmdlack of promotioncoupled with minimatorporaé

state tax liability werecited as primary reasons for such limited impact. The research team
suggestedhat broader investment and contributions tax crédstsch as those in Colorado

and Oregon (described above) were far more effective in genernaidg for early care

and education (Fitzpatrick Campbell, 2002)

Occupational Tax Credits

There are various benefits that fall into the category of occupational tax credits. Sometimes
tax credis are established to encourage businesses to epwgfiilar individuals (such

as brmer welfare recipients) or to open an office or plant and/or employ individuals who
residein a particular lowincome aregsuch as an empowerment zgri&ome occupational

tax credits accrue to the emplegethat is taxpayes who work in a targeted industaye

eligible for special tax breaks.

This paper will focus on the latter approdctax credits that accrue to the employees of a
targeted industryA number of tax credit proposals for teachers have been introduced in
state legislatures (including Myland Louisianaand Georgig as well as in Congress.
Californiahas enactetivo creditsfor educatorsThe first is a state income tax credit of
$250 to $1,500 per year for any credentialed California teacher in activeeseho has at
leastfoury e ar s 6 t e ac Ahesize ofdhe predit is lased an years of teaching
experience.Californiaalsoallows cities and counties to use mortgage revenue bonds or

1 1n FY2003 a federal teacher tax deduction was enacted as part of the economic stimulus bill. This law allows teachers
to deduct $250 for owtf-pocket expenditures @kd to classroom instruction.
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tax credis to support th&xtra Credit Teacher Home PurchdrogramThe initiative is
structured as a mortgage credit certificate progRanticipating teachers and principals
who are firsttime homebuyers and agree to serve for a minimum of five years ina low
performing school can reduce their tax liabilitytaking 15 percent of their annual
mortgage interest payments as a dditeirdollar federal income tax credierince, 2002)

Two states Louisiana and New York have developed tax credit proposals for early care
and education teachers and staff20®3 advocates itNew Yorkdrafted a proposal to

convert their (formerghild carewage subsidy initiative into a tax credit. The legislation
would haveestablished a refundable tax credit, provided directG& practitioners,

based on various levets educational attainment. A credit of $2,000 was proposed for

those with the highest credentials with lesser credits of $1,500, $1,000 and $750 based on
identified educationallyelated criteria. By linking proof of education or training to a web
based, wtewide practitioner registry, and using the tax system to distribute funds,
advocates argued that the credits would reach more practitioners and would also be cost
effective to administer. The proposal generated significant discussion and suppors but wa
opposed bNYSAFL-CIO and thereforelid notgo forward™ The school readiness tax

credit packagéhat was recently enact@tLouisiana(seeAppendix A)alsoincludes a
refundable tax credit for early care and education teachers, linked to their etalcatio
attainmentPractitioners who have attained level 4 on the &#&E€E career lattice are

eligible for an annual credit of $3,000, and lesser credits of $2,500, $2,000 and $1,500 are
available for practitioners at levels 1 through 3. The credits willdjusted annually based

on the Consumer Price Index.

Lessons Learned

Most early care and education tax credits are relatively neeanidave been
comprehensively evaluated, thus it is difficult to discuss their effectiveness. However,
some of theax creditinitiatives usedin other fields have undergone evaluation. This
research indicates thedmetax creditshaveproducel results while others fal to have
any impact. Lessons learned from this research suggesffinatively using tax policy as
a marketbased strategy to reinforce a merit good appears to rest on the tsonbed
below.

Cost & Stability

Research on 'green' tax credits indicatesttietreditmust be large enough to encourage
consumers to purchase a higipeiced prodat but not sdarge that a sharp increase in
demand overwhelms a fledgling industry infrastructure causing supply and quality
problems. Abruptly eliminating the incentive can haveadlgudevastating consequences.
Solar tax credits suffered from both oéfie problent alarge initial credit and then

abrupt eliminatior{Clement et al, 2005; Prentice and Hamre, 2004; Gouchoe et al, 2002)

15 The AFL-CIO argued that the tax credit would usurp part of the collective bargaining process.
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Determining the right size of an incentive is importataryland offers title and tax
rebates of $12%2,000 for the pwhase of hybrid and electric cars, which is similar to the
size of the factory rebates auto companies use to affect customer cl®easato
companies have a compelling interest in product shésspendconsiderable resources to
detemineeffectiverebate level$ research that is beyoiide means of most statesy B
building onresearchHrom the auto industryhowever, the state was able to select an
effective credit leve{Brown et al, 2002)

Research on seHufficiency standardsould help detenine the appropriate level of an
ECE consumer tax credit. Salfifficiency datanight be used tdeterminehow much a
family is able to pay and thdimked toincentives large enough to make qualtQE
desirable and moraffordable Standards establishéar a Quality Rating and
Improvement Systemoeild be usedas a guide for industry tax creditdhd cost of
delivering ECE services aachqualitylevel could be estimatedhese data could then be
compared with market prices and available subsidy tordeterthe revenues needed to
raise quality A tax incentive could be crafted to help fill this gap.

Quality Assurance

To have a real impact on consumer behavior, tax bemedits be linked t@ product or
service that produces the desired results.bEst way to achieve this is throuigitlustry

wide standards thatre focusedmraising the bar above what is commonly available in the
market. Experience from federal energy tax credits is a case in point.

The federal Energy Tax Act of 1978 included=#d.tax credit up to a maximum of $300

for residential conservation and renewable energy investments made between April 1977
and December 1985. The credit covered insulation, storm windows and doors, weather
stripping and furnace modificatioiisstandard eergy efficiency measures at that time.
During that period, about 30 million claims were made, resulting in nearly $5 billion in lost
federal revenues. Later evaluation of the credit indittitat it had little impact on

consumer behavior. Most eligible tseholds did not claim a tax credit and 88% of those
who claimed the credit reported that they would have made the improvement even if the
credit had not been availabBecause almost any product was eligible, there is no
assurance that these improvemextially saved significant amounts of energy.

contrast, Oregon offers a green buildings incentive program, called Susté&@ndbiegs,
whichis linked to thenationalLeadership in Energy and Environmental Design (LEED)
standard ratings. The credtstructured as graduatéslels based odollars per square

foot according to the LEEDIser, gold and platinum certification criteria (Brown et al,
2002)

The need for quality assurance is underscored by California’'s experience with solar tax
credits.In the early 1980s California offered generous state tax credits which, when
coupled with federal credits available at the time, fostered the building of thousands of
poorly designed solar hot water systems and early wind turbines. The credits lackgd qual
control mechanisms, as well as technology and energy objectives. Since that time,
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California has switched to production tax credits that are designed to ensure that projects
deliver the estimated energgvings(Brown et al, 2002)

There are a numbei possible quality control mechanisms for the ECE induktsyng
existing quality standards with evidentiary links to good results for childrene
approachCurrenty, federaltax benefits foECE aredelivered via the&hild and
Dependent Care Tax &xuit (CDCTC) which has no features to encourage taxpayers to
choose quality (the merit good aspect of EGtederal, state and lodaCE tax credits
could be structured t@inforce industrywide and researebasedjuality standards, such
as those used ®&stablish astateQuality Rating and Improvement Systemnational early
childhood program accreditation

Market Differentiation

Public incentivedike tax creditxanhelpcreate the@market pulbthat drives new

consumer options (Brown et al, 200But there mugbe an easy way for consumersd
intermediaries o i denti fy which products .Amethdr qual it
important element in Oregon's Sustainable Buildings incentive is the decision to link its
credit tonationalLEED Catification rather than writing its own regulations. The LEED
silver, gold and platinum designation is easy to understandgdaelimentedand familiar

to mostarchitects and enginedrsthe state"By itself, the state's action increases the
visibility of the technology or practice and validates it with the state's credibility. Greater
market share launches a virtuous circle: as market share increases, more market actors
salespeople, specifiers, installers, etc. become vested in the technology oe.ptactic
(Brown et al,2002. p. iii)

Industrywide standard#or early care and education programs and practitidnsueh as
QRIS national accreditatiorand career latticésare already available in many states and
are currently used to reinforce matldifferentiation. Linking tax credits to theseasures
will help to further this goal

Public Education

Educating the public about the policy goal in general is a critical first step in using tax
policy to help shift behavioConsumers, practiti@rs and intermediaries neexfully
understand the credits agdality assurance systeas well as the key role that early
education plays in lifdong success. Experience from energy credits suggests that
consumersend to be strongly motivated by remonomic factors they want to do the

right thing for the environmentCase studies of energy tax credits iemNY ork, Oregon

and North Carolinafound that lhe tax credit wasot the primary motivating factor
influencing purchasing decisions but oftenleeh t o A s.@ la $omé dases, d e a |
customers were unaware of the credit when they first contacted a dealer, but reported that
the credit played a significant role in their final decigi@ouchoe et al, 2002pimilarly,
promoting early care and eduitat through the tax systeoould bean effective strategy to
educate consumers and reward them for making better ctiordegir children
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Administrative Simplicity

Effective tax credits are simple to understand and have minimal papeekeason

that Oregon's ResidentiBhergyTax Credit progranf hasbeen successful is that itéasy

to use. Oregon does not have a sales tax so the credit is HeobasedHowever, credit
applications are available at the padhjpurchase. Upon purchase, tlendor fills out the

state tax credit form and attaches it to the customer's receipt for them to fill out and mail to
the Department of Revenue. When the application is approved the customer is sent a
voucher to attach to their stateeometax return.Oregon is currently in the process of
completely automating the system the application can be directly submitted to the State

at the storevhere the product was purchasather than by mail (Brown et al, 2002)

Using existing administrative infrastructuis efficient. As described earlier, many states

are building automated systems to track the training and education of ECE teachers as well
as the quality rating of ECE programs. These systems could be linked to tax records, and
used to streamline admitiation of ECE tax credits.

Infrastructure

Technology to easily identify eligible providers and track compliance, as well as an

industrywide system of training artéchnical assistance designed to ensure that enough
high-quality servicesire availal# to consumersre essential elements of an effective tax
credtEval uation of renewabl e e weakigfrgstructaire,ent i ves
including a shortage of qualified installers and inadequatelyai ned bui | di ng i ns
diminished effegveness of the incentivé&ouchoe et al, 2002)The ECE industripas

begun to build, and invest in, an industvide infrastructurehat can provide supports to

ECE programs and practitioners. This infrastructure includes statewide career development
sydems that provide and/or track training and education of teachers and staff in early

childhood programs, QRIS monitoring (to track compliance) and QRIS technical

assistance (to ensure that the industry includes a sufficient supply efuagty

programs) Additionally, the National Association for the Education of Young Children
theleadingnational accreding bodyi has strengthesdtheinfrastructureof its

accreditation system

Strong Industry Support

Effective tax benefits are widely marketey the industry they seek to engalyelustry

and utility company support of energfficiency tax credits was instrumental in their
effectivenessStakeholders interviewddr an evaluation oDregors energy crediteoted

that communication and partnesh with equipment vendors and installers, utilities, and
engineemg and architectural firmglayed an important role e progran’s success
(Gouchoe et al, 2002Maryland retailers echoed this sentiment, and reported that star
energy tax incentives dwmt sell products on their own but are effective when combined
with theretailers' ability to explain the benefits of energy efficiency, and the tax credit, to
the customer (Brown et al, 2002)

16 The program offers tax credits for products such as solar water heaters, geothermal heat ptenpsygi@ppliances,
alterndive fuel vehicles and compressed natural gas fueling stations.
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Effectively using tax credits to promote highality earlycare and education will require
strategic engagement BCE industryleaders. ECE

programs, practitioners and intermediary ECE tax credits must be
organizations (such as Child Care Resource and | seen as a complement-to
Referral Agencies angrofessionahssociations) not in lieu of-- current

will need tofully understand theak credits: how federal, staterad local child
Lhey impact the industry, how to apply for them, andcare subsidies as well as tt
ow to use them as a marketing toolit@ach . .
materialsand targeted education campaigns aimec &{Irect supports available
consumers as well as ECE providers, will be needethrough Head Start and
preschool programs.
Complementary Financial Incentives

Tax credits camot stand alone; they must benbedded im package of policies designed

to stimulate the market to develop the programs and supports needed to sustain quality
over time.Experience witlenergy tax credits underscores this parginge financial
incentive byitself cannoensure significant markgenetration of renewable energy
technologiegGouchoe et al, 2002n ECE, tax credits must be seen ammplement to
currentfederal, state and locehild care subsidies as well as theedt supports available
throughHead Start and preschool programs.

A Strategy for ConsumersWho Do Not Owe Taxes

Tax credits have little or no value for many kinmcome families who typically do not owe

taxes and may not even file tax formdakingtax credits refundable is a partial solution.

Yet even those who do fileax returngnay not benefit from the credit since it requires

them to spend their own monapfrontto purchase services and then claim the expense

when filing taxesUnlike the Eaned Income Tax Credithich is based on earnings rather

than spendinghe CDCTC is based on specificild care expenditurdbhat must meet

certain requirements and be predictable. Advancing the CDCTC is possible but risky:

what if child care paymentdange or stop during the year and the cribdit can be

claimedis less than the advances already received? One way to address this ritight be

the employertoallow he advance payments to be transfer
child care providerat her t han included in the thanpl oyeeb
way an automatic payroll deducti@isent to a savings account.

A Strategy for Businessed hat do Not Owe Taxes

Like renewable energy products and servieasly care and edation isessentiallya
marketdriven systemManyECE service providershoweverhave no tax liability or are
nonprofit. Effectively engaging these providers is key to success. Experience with-energy
efficient tax credits suggests that engaging theprofit sector is not only possible but
productive.Oregon offers a unique solutiontimeir energy tax credit packagea fp as s

t hrougho o pt dtared orgahizatiores mgy purahase enearfficient systems

and transfer the credit to a third partydk as a large commercial or industrial company in

the community or an energy services company) in exchange for the net present value of the

Partnership for Amerc a6 s Ec on|oPageg22 Succes



tax credit(Oregon Department of Energy, 2008)aking a comparable grant or other type

of cash incentive availabte nonprofit organizations is another approach. Tleisiana
SchoolReadines ax Creditlaw makes theprovider tax credit refundabland therefore
available to no+profit entitiesand forprofit entities that owe no taxesnotheroption is

to offer incentiveseither via tax cedits or direct appropriationfr middlemarket actors.

In the case of stagnergy products these actors are the manufacturers and marketers. In the
case of early care and education they would be entities thatraefféng and technical
assistance to child care programs and their staff so that they are able to meet the higher
standards.

Adequate Time

It takes several years for marketing channels, intermediaries, providers and consumers in
the state to become familiar Withe credits and how to effectlyause the incentive.
Research suggests thtt be effectiveand reach wideacale usgtax credits are at least a
five-year and often genyear effort Brown et al, 2002)Thus, ECE tax credits should not

be viewed as quick fix. Effective implementation will require a lostgrm commitment

that includes developing industwide standards, outreach and infrastructure.

Conclusion

Tax credits have been used by many states and the federal government to increase the use
of products and services thave amerit goodaspectandto encourage development of

and investment in emerging technologiesl programsEven if a tax credit does not result

in immediate or significant financial gains for consumers or producers, tba atti

creating a tax benefit can increase the visibility and validate the use of a particular product
or serviceThe salience, stabilityquity, efficiency and flexibility of tax strategies offer

unique reasons why carefully crafted tax crediiskedto quality measures such as a
stateQuality Rating andmprovemenBystemi could be a useful strategy for early care

and educationClearly tax credits cannot stand alone. Tax benefits on their own would be
aninsufficient funding source for early canedaeducation. However, when combined with
other direct investments from government, employers, consumers and the private sector,
tax credits offer a promising, markiedsed incentive for high quality early care and
education services
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Appendix A.

LEGISLATIVE FISCAL OFFICE

Fiscal Note
Fiscal Note On: SB 361 SLS Q7RS 1325
Bill Text Version: REENGROSSED
Opp. Chamb. Action:

Proposed Amd.:

= Sub. Bifl For,: S8 189 REVISED
Date: June 20, 2007 5:02 PM Author: DUPLESSIS
Dept./Agy.: Social Services
Subject: Child Care Tax Credits Analyst: Myra Lowe
TAX/TAXATION RE -$7,100,000 GF RV See Note Page 1 of 2

Grants school readiness tax credits to individuals for child care expenses of chiidren five and under, to child care providers,

to child care directors and staff, and to businesses providing assistance for child care. (See Act)

Propesaed law provides a refundable tax credit against an individual's income tax for child care expenses of children 5 and
under. This credit is in addition to the credit provided for such expenses in R.S. 47:297.4 and is based upon the "quality
rating” of the child care center which the child attends. Proposed law provides a refundable tax credit against any individual
or corporation income tax or corporation franchise tax for child care providers based on the number of children who
participate in the Child Care Assistance Program, who are in centers or fadlities operated by the child care provider,
multiplied by an amount which is based on the quality rating of the child care center or facility. Propesed law provides a
refundable tax credit against individual income tax for eligible child care directors and child care staff based on academic
qualifications or attainment of certain levels in the LA Pathways Child Care Administrator or Classroom Certificates. Proposed
law provides for a refundable credit against any income tax or corporation franchise tax for business-provided child care
based on percentages of eligible child care expenses and depends on the quality rating of the child care expenses of the

[exPENDITURES  2007-08 2008-09 2003-10 2010-11 2011-12 5 -YEAR TOTAL
State Gen. Fd. $0 $357,000 $356,000 $367,000 $382,000 $1,462,000
lagy. Self-Gen. $0 Ly 50 $0 0 50
Ded./Other 50 $c $0 $0 $0 $0
Federal Funds 30 $0 50 $0 50 40
Local Funds 50 50 50 $0 50 30
iAnnuai Total $0 $357,000 %$356,000 $367,000 $382.000 $1,462,000
REVENUES 2007-08 2008-09 2009-10 2010-31 2013-32 Z-YEAR TOTAL,
State Gen, Fd. 0 ($7,100,000} {%10,600,000) {$24,700,000) ($25,800,000) (568,200,000}
Agy. Self-Gen. $0 $0 so $0 £0 $0
Ded./Other _ $0 $0 $0 40 50 $0
Federal Funds 30 $0 §0 $0 £0 $0
Lacal Funds 50 0 £0 £0 £0 £0
IAnnual Total $0 ($7,100,000) ($10,600,000) ($24,700,000) {$25,800,000) {$68,200,000)
EXPENDITURE EXPLANATION

The Department of Revenue estimates the need for as many as 7 additional positions ($257,000; nine months in FY08 with
annualization and 4% growth per ysar) plus cne-time expenses of $100,000 for computer system modifications. These
positions will be needed to ensure that the various types of affected taxpayers are properly claiming these various credits.
The Department. of Social Services must establish criteria and systems to determine eligibility for these tax credits, The
Department anticipates no material impact on expenditures. However, material costs du seem likely,
REVENUE EXPLANATION
The discussion below pn:-vldes some illustrative guidance as to the patential costs of the various tax credits pmposed by thrs
bill. Based on the vanous assumptions made, the resulting potential total

milli Y

The fiscal note estimates originally assumed at an immediate 50% participation rate and are described below. However, such
an immediate jumnp to that level of participation does not seem likely. The proponents have provided additional information
from programs In three other states that suggests a ramp-up of participation in this program over four years. The phase-in
schedule resulting from that information seemed reasonable and has been incorporated into the estimates below in an
additional statement appended onto I'.he. dlscusSlon af each credll: component r.lf the bilt, and summed for the overall fiscal
estimate of the bill. Tha ‘ 3 vi 3
other original assumptions haue been retalnec!
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