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Child care assistance is an essential part of any strategy to help families leave or avoid 
welfare, maintain employment, and become self-sufficient.  Families who receive child care 
subsidies are more likely to work and to stay off welfare than those families who do not 
receive this help.1  Without quality child care, children are less safe and families are less 
secure.  However, only one out of seven children who are eligible for child care assistance 
under federal rules receives it.  
 
Substantial additional resources are needed to provide child care assistance to eligible low-
income families to help them work and know that their children are in safe places that 
promote healthy child development.  This fact sheet explains the following points: 
 

• Temporary Assistance for Needy Families (TANF) legislation that is not 
accompanied by an adequate increase in child care funding will cause low-income 
children to lose child care assistance.  

 
• Many low-income families are barely making it and need child care assistance. 

 
• Even without new welfare work requirements, states already lack adequate child care 

resources.    
 

• As a result of declining TANF reserves, along with historic state fiscal crises, many 
states are cutting programs for low-income families, including child care.  

 
TANF reauthorization legislation that is not accompanied by an adequate increase in child 
care funding will cause low-income children to lose child care assistance.  
 
If the work requirements in the welfare bill passed by the Senate Finance Committee in 
September become law, states would need significant new child care resources over five 
years to avoid losing ground and cutting families off of assistance.2   
 
• The Senate Finance bill provides only $1 billion in increased federal mandatory child 

care funding over five years.3   
 
• Legislation passed by the House and the CCDBG reauthorization bill approved by the 

Senate Health, Education, Labor and Pensions Committee would increase discretionary 
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authorization levels by about $2.4 billion over five years.  However, Congress would still 
have to appropriate these funds.  It seems unlikely that these increases would be realized 
in the near future given the current budget climate.  In fact, the FY 2004 Labor, Health 
and Human Services, Education Appropriations bills passed by the House and Senate did 
not increase FY 2004 CCDBG discretionary funding from FY 2002 levels.4  

 
• By FY 2008, about 430,000 children would lose their child care assistance under the bill 

passed by the Senate Finance Committee. 
 

 About 360,000 children served in FY 2003 will lose child care assistance due to the 
fact that funding levels will not keep up with the increasing cost of providing child 
care services, and that states will have fewer Temporary Assistance for Needy 
Families (TANF) dollars to spend on child care.5 

 
 Approximately 70,000 additional children in working poor, non-TANF families will 

lose their child care because states will have to redirect child care and TANF 
resources in order to meet federal welfare work requirements.6   

 
Many low-income families are barely making it and need child care assistance. 
 
• A recent analysis by the National Center for Children in Poverty found that at least one in 

eight families of kindergarten children with incomes between 100 and 200 percent of the 
federal poverty level ($18,400 to $36,800 for a family of four in 2003) cannot obtain 
health insurance for their children, have not taken their children to a dentist in the last 12 
months, and have moved three or more times in their children’s lives.  The study further 
found that a family of four needs roughly $36,800 per year to meet the basic needs for 
food, housing, health care, child care, transportation, and other necessities, and to pay 
taxes.  The vast majority of children in low-income families have working parents.7 

 
• Forty percent of poor, single, working mothers who paid for child care in 2001 paid at 

least half of their cash income for child care; an additional 25 percent of these families 
paid 40 to 50 percent of their cash income for child care.8 

 
Even without new welfare work requirements, states already lack adequate child care 
resources.    
 
• TANF is no longer an increasing source of funding for child care assistance for low-

income families.  States have relied on TANF funds to increase their child care programs 
and meet the needs of working families.  Between FYs 1997 and 2000, the use of federal 
TANF funds for child care increased from $249 million to $4 billion.  In recent years, the 
use of TANF for child care has declined from $4 billion in FY 2000 to $3.5 billion in 
FYs 2001 and 2002.9  

  
• States do not have large stores of unspent TANF funds that could be used for child 

care without disrupting current and future services.  State reserves of unspent TANF 
funds have fallen by over 50 percent since FY 2000, according to the General Accounting 
Office (GAO).  This trend is likely to continue, leaving states with no TANF reserves in a 
few years.  A recent GAO report projected that states will have approximately $5.6 
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billion of unspent TANF balances by the end of FY 2003.10  However, many of these 
dollars are unavailable to meet unanticipated future needs because: (1) about 30 percent 
of these funds have been transferred to CCDBG and the Social Services Block Grant, and 
(2) some portion of the remaining $3.9 billion has been obligated, or legally committed, 
to other specific purposes.  These funds could not be redirected to other TANF purposes 
without forcing current or future services cuts. 

 
• States do not have $2 billion in unspent TANF funds that would be immediately 

freed up for child care upon enactment of the House legislation or Senate Finance 
bill.  The Department of Health and Human Services (HHS) reports that states had over 
$2 billion in unobligated prior-year TANF funds in FY 2002; under current law, these 
funds can only be used for TANF assistance.  Therefore, states face restrictions in using 
these funds for child care for employed families.  The House legislation and the Senate 
Finance Committee bill would allow states to use these prior-year funds on non-
assistance, including child care for employed families.  This is a positive change that will 
enhance state flexibility.  However, if states chose to use all of these funds for child care, 
they would have no reserves to meet future needs, such as caseload increases, further 
economic downturns, or increased work requirements. 

 
• States face historic fiscal crises; state fiscal relief will do little to address child care 

funding needs.  States are experiencing the worst fiscal crises since World War II.  Since 
FY 2001, states have had to close budget gaps cumulatively totaling $200 billion.  States 
faced a budget gap of almost $80 billion for FY 2004.11  Earlier this year, states received 
$20 billion in fiscal relief.  Half of these funds are in the form of increased federal 
Medicaid contributions and half are for general purposes.  These funds will do little to 
address the current child care funding crisis for several reasons.  First, fiscal relief funds 
are only available for FYs 2003 and 2004.  The need for additional child care funding is 
not limited to these years, and it will grow even larger after FY 2004 when no state fiscal 
relief funds will be available.  Second, $20 billion covers only a modest fraction of state 
FY 2004 budget shortfalls.  Finally, child care will be one of many programs, including 
health care, education, and public safety, competing for the modest amount of 
available funds.12  There is little evidence to date that the funds have helped restore the 
numerous cuts states have already made.  

 
As a result of declining TANF reserves, along with historic state fiscal crises, many states 
are cutting programs for low-income families, including child care.  
 
• More than half of the states have cut programs funded with CCDBG and TANF 

dollars that serve low-income families. 13  For example:   
 

 The Maryland FY 2004 budget cut child care assistance to low-income working 
families by 19 percent, from $134 million to $109 million.  As of January 2003, only 
families who are or have been on welfare within the past year can receive assistance. 
 

 In Tennessee, only TANF families and families who are leaving TANF are eligible 
for child care assistance; transitioning families can only receive assistance for 18 
months after leaving TANF.  The state also had a child care wait list of 13,000 
children as of December, 2002.  Finally, as a result of a budget crisis, Tennessee will 
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not implement new rules to protect children as they are transported by child care 
centers.  These rules were adopted following the recent deaths of four children in a 
child care provider’s van. 

 
• In almost half the states, most low-income families who apply for child care are 

placed on a wait list.14  In addition, states that do not have wait lists are not necessarily 
serving all eligible families who want and need help.  In addition, the size of a wait list 
does not capture all of the need for child care.  Some states maintain wait lists but stop 
taking additional applications for services.  Also, some families will not place or keep 
their names on a wait list if doing so seems futile. 

 
• Some states that don’t keep wait lists have adopted other policies to limit child care 

availability and conserve resources.  These policies include: (1) not accepting 
applications from low-income families who want child care assistance, (2) lowering 
income eligibility limits, resulting in fewer families being eligible for child care 
assistance, (3) increasing family co-payments, making subsidized care too expensive for 
low-income families to afford, and (4) decreasing provider payment rates, making it more 
difficult for families to find providers who will accept a child care subsidy.15 

 
• Low-income working families who are struggling to stay off welfare are the first 

ones affected by child care cutbacks. 16  As in Maryland, states often limit child care 
subsidies to welfare recipients or recent welfare leavers when funding is tight. 
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