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CHI L D C A RE
Tax Provisions Fail to Fill the Gaps in Child Care Assistance
for Low-Income Families
Amelia Bell and Amy Matsui
November 2015

High-quality child care gives children a strong start toward success in school and life and enables parents to work
and support their families. Yet many families—particularly low-income families—lack access to the high-quality
child care and early education they need. The Child Care and Development Block Grant (CCDBG) provides direct
child care assistance for low- and moderate-income families—but the funding falls far short of the need. Two tax
provisions—the Child and Dependent Care Tax Credit (CDCTC) and the Dependent Care Flexible Spending Account
(FSA)—are intended to help working families meet their child care expenses. Yet these tax policies provide little or
no help to the low-income families who need it the most.

Child care is a major expense—especially for lower-income families.
•T
 he average cost of full-time care for one child ranges from approximately $4,000 to over $16,500, depending
on the age of the child, the type of care and where the family lives.1
•O
 ne in five working mothers of children ages three and under works in a job that typically pays $10.50 per hour
or less.2 A woman who earns $10.50 per hour and works full time, year round only makes $21,000 per year.
•C
 hild care consumes a larger share of the budgets of lower-income families. Families below the federal poverty
line who pay for child care for children under age five spend an average of 36 percent of their income on that
care.3 For families between 100 to 200 percent of the federal poverty line, those costs average 20 percent of
family income.4

Many lower-income families do not receive the direct child care assistance they need.
• Only 17 percent of the 14.3 million children eligible for federal child care assistance received it in 2011 (the most
recent year for which data are available).5
•T
 he average number of children receiving federal child care assistance each month in 2014—1.41 million—was
at the lowest level since at least 1998.6
•M
 any families with incomes too low to afford child care are not eligible to receive child care assistance under
their states’ restrictive eligibility limits. In 2015, a family with an income above 150 percent of poverty ($30,135
a year for a family of three in 2015) could not qualify for assistance in 17 states. A family with an income above
200 percent of poverty ($40,180 a year for a family of three in 2015) could not qualify for assistance in 39 states.7
•E
 ven families eligible for child care assistance may not receive it. Twenty-one states had waiting lists or
frozen intake (meaning that they turned away eligible families without adding their names to a waiting list)
for assistance in 2015.8 In a number of states, these waiting lists are quite long—over 25,000 children in
Massachusetts, over 31,000 children in North Carolina, over 51,000 children in Florida as of early 2015.9
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• F amilies who receive child care assistance may still incur substantial child care expenses. In 17 states in
2015, a family of three at the poverty line ($20,090) is expected to pay 7 percent or more of their income in
copayments.10  In 29 states, a family at 150 percent of the poverty line ($30,135 for a family of three) is required
to make copayments equal to 7 percent or more of their income.11 That is a larger share of their income than
families with incomes above 200 percent of poverty spent on average on child care for children under age
15—6.3 percent.12
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Low-income families receive little help from the Child and Dependent Care Tax Credit
because it is not refundable.
•T
 he CDCTC allows parents to claim a tax credit for part of their work-related child or dependent care expenses.
The credit is equal to between 20 and 35 percent of allowable expenses:  up to $3,000 for one child or
dependent and up to $6,000 for two or more children or dependents. Families with an Adjusted Gross Income
(AGI) of $15,000 or less can claim 35 percent of allowable expenses. The percentage of allowable expenses that
can be claimed declines as family income rises, to 20 percent for families with AGI above $43,000.
•O
 n paper, the lowest-income families are eligible for the largest credit. The credit can be worth up to $2,100
for a family with AGI of $15,000 or less (35 percent of $6,000) compared to a maximum of $1,200 for a family
with AGI above $43,000 (20 percent of $6,000). However, because the CDCTC is not refundable—it can only be
used to offset federal income tax liability—many low-income families receive little or no benefit from the credit
because they have little or no federal income tax liability.
o A
 single mother with two children must have an AGI above $21,250 to have any federal income tax
liability, assuming she claims the standard deduction and appropriate personal exemptions. With an AGI
below $21,250 she would not qualify for any benefit from the credit.
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•M
 any low- and moderate-income families face a gap where they make too much money to qualify for child care
assistance but too little money to take full advantage of the credit for which they are eligible.
o A
 single mother with two children must have an AGI above $35,230 to have sufficient tax liability to take
full advantage of the $1,440 credit for which she is theoretically eligible. However, in more than half the
states, a family of three at that income level would be ineligible for child care assistance.13
•E
 stimates from the U.S. Department of the Treasury show that families making less than $30,000 will receive a
smaller share of the tax benefits from the CDCTC (8 percent) than families making over $200,000 (9 percent), for
tax year 2016. Families with AGI of less than $50,000 will receive a smaller share of the tax benefits (29 percent)
than families making over $100,000 (38 percent).14
•R
 eforms to the CDCTC that would make it more valuable to low- and moderate-income families include:
making it refundable; increasing the percentage of expenses that low- and moderate-income families can claim;
increasing the child care expense limits; and indexing the expense limits and income levels on the sliding scale.15
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Low-income
less help from Dependent Care Flexible Spending Accounts
than from the CDCTC.
•T
 he Dependent Care FSA allows employees whose employers offer these accounts to set aside up to $5,000
of pre-tax income for work-related child and dependent care expenses. The income set aside to pay for these
expenses is not subject to payroll or income taxes.
•E
 stimates from the U.S. Department of the Treasury show that low- and moderate-income families will receive
only a tiny share of the tax benefits of Dependent Care FSAs. Families with AGI below $75,000 will receive less
than 11 percent of the tax benefits, one-third the share that goes to families with incomes above $200,000, who
receive 34 percent of the benefits, for tax year 2016.16
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• There are several reasons why low-income families receive so few benefits from Dependent Care FSAs:
o T
 he income tax benefit from an exclusion of income is greater for people in higher tax brackets. A family
that sets aside $5,000 in an FSA in the 35 percent tax bracket receives a $1,750 income tax break, 3.5 times
as much as a family in the 10 percent bracket ($500).
o L ow-wage workers are far less likely to have access to a Dependent Care FSA at work. Only 16 percent of
private industry workers whose average wage is in the bottom 25 percent had access to dependent care
reimbursement accounts in 2014. In contrast, 61 percent of private industry workers whose wages were in
the top 25 percent had access to these FSAs.17
o E
 ven if they do have access, low-wage workers with unstable and unpredictable earnings and child care
needs may be reluctant to set aside part of their paycheck into a “use it or lose it” account.
Increasing investments in CCDBG and making the CDCTC refundable and expanding it are key strategies for
helping low- and moderate-income families meet their child care expenses.
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