September 12, 2023

The Honorable Ron Wyden The Honorable Mike Crapo

Senate Committee on Finance Senate Committee on Finance

219 Dirksen Senate Office Building 219 Dirksen Senate Office Building
Washington, DC 20510 Washington, DC 20510

The Honorable Jason Smith The Honorable Richard Neal

House Committee on Ways and Means House Committee on Ways and Means
1139 Longworth House Office Building 1129 Longworth House Office Building
Washington, DC 20515 Washington, DC 20515

Dear Chairs Wyden and Smith and Ranking Members Crapo and Neal:

The undersigned organizations strongly support the Child and Dependent Care Tax Credit (CDCTC), the
Dependent Care Assistance Program (DCAP), " and the Employer Provided Child Care Tax Credit (45F).
Lack of access to child care across the country affects businesses, parents, and our youngest children.

Solutions to this problem must address the needs of all three groups of stakeholders. When combined
with existing sources of federal child care funding, these tax provisions have the potential to do just
that: the CDCTC and DCAP help parents afford child care and 45F helps businesses provide it. All of this
helps ensure that children receive the quality care that they deserve. We urge you to expand and better
align these tax provisions for working families and businesses to improve access to quality, affordable
child care.

All children deserve access to safe and enriching child care experiences. Yet, across the country, working
parents struggle to access quality child care for their children while they work. Child care is
unaffordable, with median annual prices ranging from $5,357 to $17,171 depending on child age,
provider type, and region.” This amounts to 8-19% of median family income, and even more for low-
income families." Even if parents could afford child care, supply is limited. Nearly one in three (31.7%)
children with both parents in the workforce do not have access to formal child care.” The child care gap
is in part due to the high cost of providing child care—in many regions, operating a child care business is
just not financially feasible."' Too often, the places where people can least afford child care have the
greatest need. In rural and small-town America, the child care gap is higher than the national average
(35.1%)."" Rural parents feel this difference acutely, with two in three rural parents (64%) saying that
finding child care is difficult, compared to 47% of urban parents.*

Without access to quality child care, parents experience declines in productivity or are unable to work.
Across just 35 states and the District of Columbia, the child care gap costs the economy at least $142.5
billion in cumulative losses over 10 years.* That is a cost to the economy of $41,168 per missing child
care slot. Even worse, many parents who do not have access to quality care may be forced to place
children in lower-quality child care arrangements. Our current tax code provides some support to
increase the affordability and supply of child care, but limitations in these tax provisions reduce their
ability to help working parents access quality child care.

Child and Dependent Care Tax Credit (CDCTC) is the only tax credit that all working parents can access to
offset the cost of child care necessary for work. In practice, the CDCTC is disproportionately accessed



by middle- and high-income parents both because it is nonrefundable and low-income families typically
cannot afford high child care expenses. ™" This nonrefundable credit allows taxpayers to claim up to
$3,000 for one dependent ($6,000 for two or more) in qualifying child care expenses to calculate the
credit. The maximum credit rate is 35% for the lowest-income taxpayers, and it phases-down as income
increases until it reaches 20%. This means that the most a parent with one child can receive is $1,050—a
small fraction of the total cost of child care. We recommend Congress consider the following changes to

the CDCTC:

e Make the credit fully refundable.

e Increase the credit rate for the lowest-earning families.

e Make the CDCTC advanceable so taxpayers have the ability to pay for the child care they actually
need throughout the year.

e Index increases to CDCTC maximum eligible expenses to inflation.

The Dependent Care Assistance Program (DCAP) allows working parents to exclude up to $5,000 in child
care assistance provided by their employer from their gross income. Unlike the CDCTC, not all working
parents can access DCAP benefits; only those with a sponsoring employer. Child care assistance may
include direct payments by an employer for an employee’s child care tuition and/or an employer-
sponsored Flexible Spend Accounts (FSAs). The $5,000 maximum is not sufficient to offset the cost of
child care, and the limit does not increase as parents have more children. Moreover, contributions to a
DCAP decreases maximum eligible expenses dollar-for-dollar with what a parent can claim on the
CDCTC.X¥™ This means parents who max out their DCAP are unable to claim the CDCTC for additional
out-of-pocket expenses. We recommend that Congress consider the following changes to the DCAP:

e Increase the exclusion maximum to better reflect the cost of child care.

e Decouple dependent care assistance program (DCAP) exclusions from CDCTC expenditures. This
would allow taxpayers to claim the CDCTC up to the maximum allowable expenses for any out-
of-pocket child care expenses, regardless of employer DCAP contribution.

To help increase child care supply, the Employer-Provided Child Care Tax Credit (45F) incentivizes
businesses to help their employees locate child care and increase the number of child care slots
available in their community. Current law provides employers a nonrefundable tax credit of up to 25% of
qualified child care expenditures and 10% of qualified child care resource and referral expenditures. The
credit maximum is $150,000, meaning businesses must spend $600,000 to receive the full credit. The
low credit rate is especially prohibitive for small businesses that often do not have the profit margins to
make significant investments in child care.* Because the credit is nonrefundable, non-profits and other
businesses without federal tax liability are not eligible to claim the credit. The GAO found that the credit
has a low take-up rate, in part due to the limited financial incentive the credit offers businesses.* To
make the credit more accessible to employers, we recommend Congress consider the following changes
to 45F:

o Make the tax credit fully refundable.

e Increase the maximum credit and credit rate.

e Develop a tiered system with a greater credit rate and maximum credit for small employers and
employers in rural areas to make it more financially feasible to claim the credit.



o Simplify the process for multiple employers to jointly enter a contract with a qualified child care
provider for child care services to claim the credit.

It is critical that Congress expand these tax provisions that support businesses and parents
simultaneously. Increasing supports that help parents afford child care without concurrently increasing
supply will not increase access, as the marginal increase in a parent’s budget is not enough to offset the
cost to providers to increase their capacity or open a new business. This would result in parents with
more dollars to spend on quality child care, but nowhere to spend them. Tax code supports designed to
directly increase the number of available child care slots, like 45F, will ensure that boosts in parent
demand through the CDCTC and DCAP are met with the needed supply. Without intervention, child care
will continue to be unaffordable and inaccessible for working parents.

Thank you for your time and consideration. We look forward to working with you to strengthen our
America’s child care system and better support children and parents alike.

Sincerely,
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Association of Maternal & Child Health Programs
Child Care Aware of America

Educare Learning Network

Engage: Promoting Women's Economic Security
First Focus on Children
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Arizona Chamber of Commerce & Industry
Cabarrus Economic Development
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Greater Kansas City Chamber of Commerce
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GATE Pregnancy Resource Centers
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Texas Association of Business
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Local Child Care Providers
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Big Blue Marble Academy
Busy Bees North America

Child Development Schools, Inc.
Help Me Grow National Center
Horizon Education Centers
Kiddie Academy

Lightbridge Academy

New Horizon Academy
Primrose Schools

The Gardner School

The Malvern School

The Sunshine House Inc.
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