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Sponsored by Smart Start’s National Technical Assistance Center

and the Linking Economic Development and Child Care Project


Speakers:  Featured speakers included:

Louise Stoney is an independent consultant specializing in child care and early childhood education policy, co-founder of the Alliance for Early Childhood Finance, and a partner in the Linking Economic Development and Child Care Project. Louise has worked in public policy for more than twenty-five years, including positions as a staff member in the New York State Legislature and instructor at the State University of New York. Her client list includes over 30 states, seven cities (including New York, San Francisco, Miami and the District of Columbia) and the Cherokee Nation. She has worked for more than two dozen national organizations including the National Conference of State Legislatures, National Governors Association, National Association of Counties, Education Commission of the States, the United Way, Committee for Economic Development and the American Enterprise Institute. 

Anne Mitchell is the President of Early Childhood Policy Research, an independent consulting firm specializing in evaluation research, policy analysis and planning on child care/early education issues and co-founder of the Alliance for Early Childhood Finance. Previously she was Associate Dean of the Research Division at Bank Street College of Education. Anne has conducted national studies of state and local pre-kindergarten policy and early care and education finance and has written widely on ECE policy and practice.  Anne is serving her fourth term (11th year) as an elected member of the Greenville (NY) Board of Education, served five years on the State Professional Standards and Practices Board for Teaching appointed by the New York State Board of Regents, and is President of the National Association for the Education of Young Children.
Eva Carter, Technical Assistance Specialist with the National Child Care Information Center, will moderate the call. Eva has a long history of work in child advocacy, children’s mental health and Head Start.

Resource Materials:  To access the resource materials developed for this call, go to:

 
http://www.earlychildhoodfinance.org/Meetings&Calls/ConferenceCallTaxStrategiesResources.doc
Discussion Notes

Eva:  Before beginning, it’s important to note that neither one of our speakers are tax experts. That’s not what this call is about. This is a general overview of tax strategies.

Anne:  We all care about the early childhood field and know that it needs to be well-financed. We want to use all the resources available to us and tax policies are one strategy for financing the field. We are not experts on this field but will refer you to experts.  

Louise:  The National Women’s Law Center is an organization that IS an expert on tax policy and we have included a link to their materials in the resource materials for this call.

Eva: Why should child care leaders even be thinking about tax credits?

Louise:   It all depends on how you view the world. Some people think that the most appropriate way to spend public dollars is to tax people and then allocate those tax dollars to programs. That is the approach that most of us are used to. But it's not the only way to do things. In economic development, tax policy is frequently used as a financing strategy. And it isn't uncommon for the US to use tax policy as a strategy to encourage citizens or businesses to spend their money in ways that benefit the public good.  From the perspective of early care and education, there are three key reasons why it behooves us to seriously consider tax credits:

First, tax credits are politically popular. Legislatures may not vote for a "tax and spend" bill but they are often willing to fund a "don't tax and spend" bill. So if we can't get support for legislation that will create a wage supplement program for early childhood teachers, we might be able to get support for legislation that creates "tax free" teachers (via a refundable tax credit).  In many cases it's a much easier sell.

 

Second, tax credits have stability. They aren't a budget appropriation that disappears the following year and requires advocates to come back, year after year, and fight to make sure funds are appropriated. In most cases, once you have a tax credit, it remains unless it is repealed (unless there is a sunset clause...). Repealing a tax credit isn't easy.

 

These are a few reasons why the early care and education community should be thinking about tax credits.  Anne is going to talk about a few more.

Anne: The third reason is that tax credits go directly to the consumer or provider. There is no middle person and no complex or costly bureaucracy. Think about  the efficiency. If you make federal funds available to support a state-based wage initiative, first you have to create a federal structure to administer the funds to the states. This costs money in staff, administration, monitoring, etc. Then each of the states has to create a structure to administer the funds to programs.  Again, this is more staff, monitoring and administrative costs). Then the state might have local partners and need to create a local initiative – yet another layer of bureaucracy. In contrast, if you have a federal tax credit, the money goes directly to the provider in their tax refund. There already is a federal agency to administer the tax system. Yes, there needs to be a structure to track compliance but that could be state or national practitioner registries and these would be a really good national infrastructure to have for many reasons. 

There really are some interesting efficiencies when you begin to think about using the tax system as an infrastructure to redistribute wealth. This is indeed what some of the more progressive countries do as part of their family policy.

 

One of the ways to think about tax policy is that you can tax what you own, earn or spend.  You can construct tax policy to be regressive or more beneficial to higher income people - or not. Income taxes can be the most progressive. Sales taxes are the most regressive because people of different incomes have to pay the same amount of tax for a given product. Property taxes are somewhere in between. We must craft tax policies that are progressive and that support the ends we want to achieve and we can do that if we focus on the goal and on the details.

Eva:  Describe some of the tax credits that states are developing.

Anne:  There are three types of tax credits that we’ll talk about – consumer, provider and investment tax credits.

Basically, the primary tax benefit for consumers of early care and education is the Federal Dependent Care Tax Credit. It is available to everyone who pays federal income taxes. Twenty-seven states (including the District of Columbia) also have child care income tax provisions – either credits or deductions or both. 

Taxpayers can claim the federal child and dependent care tax credit for a portion of what is spent for work-related child care. The size of the credit varies. Low-income families may claim up to 35 % of what is spent while persons with higher incomes may claim up to 20%.  Allowable expenses are limited to $3000 for one child and $6000 for two or more. Under this program, low-income families with more than one child can receive up to $1,050 BUT they have to spend $3000 on child care in order to get that maximum deduction. The reality is that few low-income families would have the income necessary to actually spend enough to get that maximum deduction.  Moreover, since this tax credit is not refundable, most likely they do not make enough to pay taxes and thus will not get the benefit of this tax credit at all.

State credits follow the same type of pattern. For those states that allow taxpayers to claim the expense as a credit rather than a deduction, it is much more helpful. Credits produce larger tax benefits than deductions and also assure that a lower-income taxpayer gets the same value as a higher-income taxpayer. 

Three states have structured their tax credits to give higher credits to families that choose higher quality care. It is definitely possible to build quality into tax credits. This is a great way to think about how you not only use tax credits to finance the system but also how you use tax credits to support higher quality early care and education systems as well. In Colorado, they actually proposed a plan to link the state child care tax credit to their quality rating system. While the proposal was not enacted, it is an example of what is possible and certainly should be considered by others in the future.

Supply Side/Provider Credits: This area is still evolving. A handful of states have proposed such a credit. Maine has a quality child care improvement tax credit so that providers can improve the quality of their centers or homes and get a tax credit. It’s a fairly generous credit. 

Some years back Colorado proposed a very innovative provider tax credit linked to their quality rating system. Again, it didn't pass but the idea was intriguing. They proposed a refundable tax credit for providers (profit & non-profit) based on quality -- $400 per child enrolled in a center at the lowest quality level up to $1600 per child in the highest quality center  The point is that you can structure your tax credits to incentivize quality on both the provider and consumer side.

Louise:  There is another kind of tax credit called Investment Credits. This is a credit that would encourage a business or individual to invest in the early care and education industry.

About 3 years ago, Oregon passed an investment tax credit called the Child Care Contribution Tax Credit. Under this program, the State first decides how much revenue it is willing to forgo--in this case they set the cap at a half million a year (but there is now talk of raising that cap.) The state then "sells" those tax credits to investors for 75 cents on the dollar. So…an investor that wants to lower their taxes then purchases these tax credits from the state. 

Proceeds from the credit are put into a pool fund. (And remember, people are paying $1 for a tax credit that is worth 75 cents…so the pooled fund generates more than the initial half million…I think last year they got $667,000. These pooled funds support several community-based projects. Each demonstration project includes three elements: 1) a wage initiative to enhance provider compensation; 2) subsidies to ensure that low-income families do not spend more than 10% of their income on child care; and, 3) quality enhancements that include staff for training, technical assistance, classroom observation and equipment. 

Why would investors spend $1 to buy a credit worth 75 cents? Because when you combine the tax benefits that result, it is worth it. In addition to the credit certificate they are purchasing, taxpayers are also permitted to claim the contribution as a charitable deduction. Tom Olsen (from the Oregon Child Care Division) tells me that most of the folks who have purchased the certificates are individual taxpayers who can no longer itemize deductions because they are in the Alternative Minimum Tax bracket. This is a way for them to simultaneously lower their taxes by contributing to something positive.

Colorado also has a child care contributions tax credit but it's quite different from the Oregon one. They don't sell tax credits in Colorado, they don't have a cap and they don't pool the money. 

What Colorado does is to allow taxpayers that make a 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 money goes directly to the program -- and a wide range of child care facilities, programs or services are eligible. The credit is not refundable (e.g. cannot exceed the tax liability) but may be carried forward for up to 5 years. 

Pennsylvania has a tax credit structure that could potentially be used to generate funds for early care and education.  It's called The Educational Improvement Tax Credit (EITC) and the approach is pretty similar to the Colorado contributions credit. The Women's Community Revitalization Project in Philadelphia is currently helping child care centers explore the feasibility of using this credit to generate funding for their programs. 

I didn't go into the details on any of these credits because I don't want to lose the forest while looking at the trees. But on the handout there is at least one web link for each of these credits, so that you have a place to go for more information if you want details. The important message here is that you can think about investment tax credits as a way to generate funds for the child care industry at large.

Another strategy that probably fits in the broad category of investment tax credits is an Employer Tax Credit. These are tax benefits for employers who make investments in a child care center -- or help to pay for a child care service -- on behalf of their own employees. About half of the states have these tax benefits but the bad news is that they don't work very well. The National Women's Law Center has documented this problem very well in a report called "The little engine that hasn't…" which revealed that, in 5 states with these credits, not a single employer had claimed the credit. In 16 states, only five or fewer employers had claimed it. 

So…the bottom line is that a tax credit just isn't enough of an incentive to make an employer get involved in child care. The National Women’s Law Center has really done an excellent, comprehensive job of explaining why and how and giving you lots of details. If you want to know more read their report. We include a link to it on the handout. 

Eva:  It’s not easy to go to the legislature and get things like this passed. What would you see as the major challenges?

Louise: It’s a real paradigm shift. ECE folks are used to focusing on appropriations. Using a tax credit strategy requires us to think differently about how we write policy. Now let me pause for a moment and underscore this point.  Anne and I are very clear that tax credits cost money. We do not think this is somehow free. But budget appropriations cost money too and we are quick to advocate for those. And the interesting thing about tax credits is that they are typically a way to tap general fund dollars -- not CCDF or other funds earmarked for child care. So it gets us into a different pot of money.

The bottom line is that more resources need to go to young children. We need to use every tool we've got - both direct appropriations AND tax credits/deductions. Using tax credits requires us to think differently. For example, to support the child care workforce, you could create a refundable practitioner tax credit that requires ECE teachers to have a degree (or other credential or training) in early childhood. In order to prove someone meets the criteria for the tax credit, the state would need to create a statewide registry.  That's a good thing. It supports our infrastructure. So…crafting tax policy sort of forces you to think a bit more systemically and in a broader, industry-wide way. We are used to creating programs where there is a direct, linear relationship between the funds and the monitoring or funding source. Tax policy doesn't work that way. It's a different approach.

Anne: It’s not that paying attention to the details or structure doesn’t matter. We all care about quality. We’re talking about tax policy that supports high quality early care and education. One challenge with this is that state agencies that use a direct appropriation approach typically have a lot of control over who gets public funds and how they are spent. This tax provision takes away some of that control. We have to think carefully about how tax credits can reach the same goals by building in similar quality and accountability controls. 

Louise:  This is a more market-based approach to accountability and feeds into the systems that we are building. It also forces us to think differently about how we reach our constituencies – parents, providers, consumers, etc. We have to help them take advantage of it. 

Anne: Another challenge about this is that poor people sometimes get left out. That does not have to be true if the tax policy is carefully crafted. For example, the Earned Income Tax Credit is aimed at lower wage workers, especially families, and it’s structured so that poor people can take advantage of it. It is a refundable credit. It’s also set up so that you don’t have to wait until the end of the year to get it; you can increase your withholding allowance to match the amount of your credit and get the money in each paycheck. For early childhood tax strategies, we must think similarly.

We also aren’t arguing that tax strategies should replace direct funding. Absolutely not. We need both. 

Louise: We must diversify and have lots of different strategies.

Eva:  Has anyone developed a matrix of states and the types of tax credits?

Anne: There isn’t a comprehensive matrix related to early care and education. In the Finance catalog that we wrote with Harriet Dichter, there is a good list and the National Women’s Law Center has provided a lot of information as well. There isn’t yet a completely comprehensive list though. 

If anyone knows of ways that communities and states are using other types of tax policy to support early care and education, let us know. Keep this conversation going by emailing us. Go to www.earlychildhoodfinance.org and click on “email”. 

Eva:  Has anyone measured the impact of tax credits?

Louise:  The impact depends on how the tax credit is crafted. The National Women’s Law Center has analyzed the impact of employer tax credits and has a helpful resource on this. You can find a link to this in the resource materials provided for this call.

The Enterprise Foundation did a comprehensive report on the Oregon Tax Credit that described the process of developing it but it didn’t evaluate the actual credit. Oregon has just launched an evaluation of how they use the tax credit but that is just an evaluation of how they spend the dollars. To my knowledge, there isn’t a lot of information out there

Anne: What has been done is process evaluation – how did it work – rather than an outcome evaluation of whether it is having the effect that we desired.  Someone should do this kind of study.

Eva:  Are any child advocacy organizations working on this?

Anne: Between the Center on Budget Priorities and the National Women’s Law Center, there has been a good campaign to help families claim these credits (CDCTC, EITC and the Child Tax Credit.) They do great outreach in this regard.  Child advocacy organizations around the country have been very helpful with outreach to families as well.

Eva:  What kind of public awareness strategies are states using to inform families and providers?

Louise:  In Colorado, the providers are actively advertising the child care contribution tax credit. If you google "Colorado child care contributions tax credit" you'll pull up examples of flyers and other materials that providers out there have created to encourage contributions to their program. It's interesting to take a look.  In Oregon, where they have a different strategy and the contributions are pooled, the Child Care Division is responsible for marketing the credit. They have an application on the Division website to apply for the credit. They also go directly to CPA firms who identify clients who can benefit from the tax credit.  In Maine, they have a consumer and a practitioner credit. The consumer credit is actually advertised on the tax form. So many parents are asked if they use quality child care by their accountant or tax preparer--because they get a bigger credit if their provider has a quality certificate.  Maine hasn’t done a lot in terms of advertising the practitioner credit. They put things about it in their provider newsletter and the Regional Development Centers tell providers about it, but they really don't do a lot of outreach.

Anne:  We have to learn to market whatever we are doing – whether it’s funded programs or tax credits.

Eva:  Are you aware of the use of any tax credits to finance parental  leave?

Louise:   In Colorado, when they put in their proposal to create a provider tax credit that was linked to Qualistar, at the same time they wanted to offer something to families staying home with their children. I believe they drafted a proposal for a parallel tax credit for parents staying home with their children under age one. It was going to be comparable in value to the tax credit for care in a 4-star center. That was proposed but not approved. 

Eva: Have you considered the use of payroll taxes to fund early care and education?

Anne:  I am not a tax expert. I haven’t heard of such a thing but I don’t see why it wouldn’t be possible. There have been proposals on other areas of tax policy to use payroll taxes. It’s an advocacy strategy. Who would you have to engage? Who would it annoy?  How would you craft it? Business groups might not like it because they’d have to collect it. These are all things you need to think about in developing your strategies.

Louise: There are states with no state income tax. Some of these have a tax on businesses as a percentage of payroll. For early childhood programs, that tax could be linked to a quality rating system. A 5-star could get a percentage discount on the tax. 

Eva:  Are there any county or city-level strategies?

Louise: I think you could come up with tax strategies at any level of government. Start by thinking about what you tax. How could any of these taxes be used as an incentive for quality? In Florida, they don’t have a state income tax but they have a local children’s services property tax. They could offer families a discount on that tax if they enroll their child in a high quality center. Now…that wouldn't be a lot of money, but these strategies are not just about money or big returns. The issue is linking a financial incentive to quality, and then picking something that reaches many families. The goal is to emphasize quality so that consumers pause and think about it. And nothing makes consumers pause more than money. So, sometimes it’s a good thing to do these linked tax credits just because they generate more attention towards quality. Sometimes the link is worth more than the actual money that is generated.

Anne: It would be fascinating to look at all the taxes that an average family pays in a community. What would it take (in tax credits) to pay for high quality care using your own resources?

Louise: Look at all the initiatives in a state that have been created to support small businesses. Many of these are tax benefits. If we go through each of these initiatives and think about how it can help the early care and education industry, we may find some that can be easily tweaked. You can build on something that already exists rather than creating something new.

Eva:  In addition to the National Women’s Law Center, do you know of other bodies of research that states look at to determine the best tax strategy in their state?

Anne:  There’s an Encyclopedia of Taxation. It would be helpful to engage those persons that write for this encyclopedia.

Eva:  What tweaks of existing tax credits might be most helpful? What about the employer tax credits--can we make them work?

Louise:  The National Women’s Law Center (NWLC) has done a report on this that you should look at on this question. I think the key issue with the Employer Tax Credit is that it just isn’t enough of an incentive to make an employer willing to get involved in paying for child care. So I'm honestly not sure how much tweaking that law will help. It just might not be the right approach. My take on the research that NWLC did was that if we just think about tax benefits for employers (that is, what they do for their employees) then we are missing the boat. But if we take a broader view--and consider all taxpayers--then we have a better chance at success. The investment tax credits that are most successful are the ones that are broader – tax credits that are available to any taxpayer who makes a contribution to the ECE industry, whether they are doing it on behalf of their employees or not. 

Anne:  We also need to make the Child Dependent Tax Credit work better – increase the expense that can be deducted to reflect the real expense for high quality care.  Also make it refundable so that it’s more valuable to low-income children. Make it so that every family can get something out of it. Also link it to program quality.

Eva:  Any final words on this topic?

Louise: Let’s think about some creative ideas. This is an area that we haven’t really thought about. We don’t have to be experts. We need to be willing to take some risks and toss out some different ideas that can help us support the industry. We also need to think in terms of how to link to the structures that are going to help us build quality and think about how we build awareness of quality.

Anne:  We all care about children and families and high quality early care and education. We know the industry needs to be better financed. We need to be open to the possibilities of how to finance it and one of those possibilities is tax policy.

Louise:  Let’s think about how we come up with a whole new agenda in this regard.  

If you want to continue this dialogue, go to www.earlychildhoodfinance.org and click on “email”. 



�Can we say a bit more about Eva – like former ED of child advocacy org and stuff like that?





