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Cleared but never
Sent

The Honorable Carolyn B. Maloney
U.S. House of Representatives
Washington, N.C 20515

Dcar Ms. Maloney:

1 am writing to provide you with the Administration’s views on H.R. 3637, the
“Children’s Development Commission Act.” The bill is commonly referred to as “Kiddic Mac”,
a carryover term from an earlier draft of the bill.

The President shares your deep concern for child care issues and is very grateful for your
efforts and your support in th:s area.

I would like to first note that your bill has received considerable attention and discussion,
hoth here at Treasury and within the Administration. To recap, on March 18 you sent a lotter {u
Secretary Rubin requesting the views of the Department of the Treasury on your Kiddie Mac
draft legislatiou. Ou April 1, you and Rep. Baker introduced HK. 3637. This bill differed in
substantia! ways from the draft that you sent to us in March,

We carefully reviewed your hill, and discussed it with our Administration colleagues. On
June 3, Treasury staff met with staff from your and Rep. Baker’s offices to discuss the technical
concsrmns we havo with the bill. Then, on July 23, W ffom your office and from the offices of
Rep. Baker and Sen. Kohl mer with an interagency group that included representatives from the
White House, Treasury, the Small Business Administration, and the Departments of Housing and
Urben Development and Health and Human Services. In addition to there meetings, your bill
has been the topic of several discussions, both within the Treasury and inter-agency. In short, we
have devoted considerable attantion to both the objectives and the approach taken in yow bill.

Bused on this exhaustive analysis and discussion, we have concluded that we strongly
agree with your objectives but have significant concerns with your approach. Fortunately, we
believe that we can accomplish your objectives through a different approach. I would like to
outline that alternative approach here. Attached to this letter is 2 more detailed outlins of some
of our concerns with the Kiddie Mac bi]],

As we discussed with your staff on July 23, the Small Business Administration (SBA)
operates several loan programs that are quite similar to those proposed in your bill. Indeed, these
programs have been active in providing credit to support child care facilities

Since 1989, SBA’s section 7(a) program has guarantced over 4600 loans to child vare
businesses, totaling over $1 billion. Section 7(a) guaranteed loans may be used for working
capital or fur the purchase or renovetion of Teal estate and equipment. Uver the same pariod, the
SBA has guarenteed nearly 600 loans to child care businesses under the 504 loan program. This
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program is designed for business to secure long-term, fixed-rate financing for major fixed assats,
such as land aud buildings. The SBA may also paovide loans tu ckild vare businesses (hrough
the microloan program. Importantly, at the end of last year, Congress permitted SBA to make
microloans to non-profit child care centers. This is a unique capability in that the SBA’s other
loan programs are prohibited from making or guaranteeing loans to non-profit businesses.
Through the microloan program, 123 loans, totaling $972,000, have been made to child care
providers. '

In addition to providing loan guarantees, your bill would also provide techmical assistance
to child care centers. Several existing programs already provide such assistance. In particular,

. SBA offers technical assistance through a number of its programs including the Service
Corps of Retired Executives (SCORE), the Small Business Development Center (SBDC)
program, and the 7(5) program;

. In collaboration with the SBA Women's Business Development Centers, SBA distributes
a handbook entitled “Dollars and Sense: Child Care Business Skills Traiming” to
promote viable commercial ¢hild care;

. SBA is also expanding its online Women’s Business Center (www.onlinewbc.org) with
specific information on how to start and operate child care businesses;

. SBA is marketing loans, distributing printed materials, and providing child care business
training through the SBA. resource partner network, This network currently includes 69
SBA District offices, 1,100 Small Business Development Centers and subcenters, 63
Women's Business Coaters, 389 SCORE Chapicrs, 119 MicroLoun Program sites, 46
Business Information Centers, and 15 One Stop Capital Shops;

. SBA also provides grants to lenders to provide microborrowers with technical assistance;

. The National Child Carc Information Centcr, sponsored by the Child Care Bureau of the
Department of Health and Human Services (HHS), provides a clearinghouse for
information on child care issues, including child care businesses. It operates a toll free
number and a World Wide Web site for the dissemination of information
(www.nceic.org); and

. HHS’ Child Care Bureau operates the Child Care and Development Fund which will
provide nearly $3.2 billion to States in 1999, (Most States use some of this money to
enhance the quality of child care, and some States use at least part of the money to
operate revolving loan programs that provide credit for, or enhance the quality of child
care facilities. These funds are generally targeted at lower-income families.) The Bureau
also provides an array of technical assistance.

Not all of these programs are focussed solely on child care, and some of them are fairly
new. Yet they are in place and providihg credit and services to child care facilities today. Rather
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than duplicate these services with 2 brand new program, we believe that we can work together to
promote these existiug programy. Duing so would (a) eliminate the need for another
bureaucracy, {b) forego the added expensc and delays of starting from scratch, and () be more
attractive to lenders since they would not have to deal with a special loan guaranty program just
for child care.

I undersinnd that you and your staff have had numcrous discussions with child care ceate
operators, and some may have suggested improvements to existing SBA programs. SBA would
welcome such feedback so that it can improve the delivery of its services. SBA is working hard
to make its programs more accessible.

In conclusion, the Administration is deaply grateful for your commitment to child care
issues and we share your goal of mmproving the supply and quality of child care facilities. We
cncowage you to vonliuue W work with us to strengthen our cwrrent efforts. Working wgether, I
hope that we can improve the fine programs already in place in order to incresse the supply of
quality child care facilites.

The Office of Management and Budget advises that there is nio objection o the
prescatation of this report from the standpoint of the Administration’s progar,

Sincerely,

Lawrence H. Summers
Depury Secretary

Enclosure
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Administration Concerns with H.R. 3637
‘The Children’s Development Commission Act

H.R. 3637 would authorize the Se¢eratary of Housing and Urban Development (HUD) to
insure mortgages related to child care and development facilities and to establish a Children’s
Development Commission. The Commission would be charged with centifying child care and
development facilities for insurance and for other purposes. The bill would require the
Departments of the Treasury, HUD, and Health and Human Services (HHS) each to submit three
nominees far the Children’s Development Commission Yreasvry would also be required to
submit a report to Congress concemning the possibility of creating a secondary market for child
care and development facility loans, and submit a report to Congress after the proguan’s
expiration in 2005 that evaluates the need for contirmed mortgage insurance for child care
tacihtes.

We have doubts about whether potential child care facility operators -- either large or
small  face different copital constraints than other types of businesses of like size. It js
therefore unclear whether there exists a credit market imperfection that would warrant the
esiablishment of the proposed credit program. (We would also note that the program lacks any
targeting that would direct the subsidy towards lower-income households or areas.)

Full HUD insurance of what are eggentially commercial property loans with loan-to-value
ratios up to 90 percent may not provide sufficient private sector incentives to underwrite
reasonably good credit. Poor underwriting or excessive Federal guaranteos would increuse (he
government’s potential risk exposure. We note that the Small Business Administration (SBA)
achieved favorable loss mitigation results by decreasing its maximum risk exposure from 100
percent to 90 percent of each loan. and losses were further decreased when its maximuam risk
exposure was decreased to 75 percent of each loan.

While HUD has considerable experience in guaranteeing residential mortgage loans, it
has no experience -- and no institutional capacity for -- underwriting commercial loans except
hospital loans (with help from the Department of Health and Human Services for underwriting
expertise) and nursing home, board and care home and intenmediate care fasility loans, These
very sperialized loans are not comparble to the loans contemplated by H.R. 3637. The Small
Business Administration (SBA) does have such experience. In fact, Kiddic Mac would duplicate
cxisting SBA programs that alicady provide loan guarantees to child-care Gaility yperaloms that
may face restrictesd access to capital.

The proposed Children’s Development Commission raises several concemns. First, the
proposed micro-loan program places all of the credit risk associated with these loans on the
government and duplioatee the SBA's MieroLoan program. Second, the type of research that
would be carried out by the research foundation is already undertaken by such entities as the
Education Department’s National Institute on Early Childhood Development and Education,
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Finally, the Department of Justice has advised that some members of the Commission would
clearly not be appointed in conformity with the Appointments Clause of the Constitutior, snd
that the mechanism for the appointment of other members would raise concerns under that
clause. For these reasons, we recomnmend that this section of the bill be eliminated.

From a techmical perspective, we note that the terms and conditions of the proposed
programs do not conform to the prineiples of OMB Circular No. A-129, “Palicies for Federal
Credit Programs and Non-Tax Receivables.” In keeping with that circular, the proposed
guarantees should be limited to a certain percent of the outstanding priuvipal and interest of each
loan, as recommended above. The bill also should require a determination that there is a
reasonable assurance of repayment before a loan could be guaranteed or made, authorize the
collection of guarantee feas, pravide a maximum term to matwrity for guaranteed loans that is
less than the useful life of the physical assets to be financed by such loans, prohibit any
gusrutilesd o divect loan from being subordinated 1o other dobt contrasted by a borrower, and
prohibit a guaranteed or direct loan from being used to provide significant collaterai or security
for tax-exempt obligations.

We are also concemned that proposed section 257(¢)(1) of the National Housing Aet, in
authorizing HUD te acquire certain interests in 8 borrower to facilitate regulatory compliance,
would authorize HUD to acquire equity interests in child-care and development centers. Asa
general policy, ‘A reasury opposes the Federal government acquiring equity interests in privale
businegses.

Several terms and conditions of existing HUT inqurance programs would be explicitly
applied to the proposed new insurance programs, including the authority of the HUD Secretary
to pay defauli claims by issuing debentwes lustead of by paying cash. The issuance of such
debentures is essentially a form of borrowing by the issuing Federal agency. We oppose such
authority because it would be more costly and less efficient than other readily available methods
of financing HIM’s abligation to make payments under the proposed new insurance programs.
We note that the Federal Credit Reform Act of 1990 gives agencies authority to borrow directly
from the Treasury if a program agency lacks funds to honor its obligations under its guarantee
contracts.

In addition, the Department of Justice has advised that some interpretations of the

provisions governing mortgage insurance and loans may raise Establishment Clause concerns in
particular applications,

The Office of Management and Budget (OMB) has advised that H.R. 3637 would
increase direct spending and is therefore subject to the pay-as-you-go requircment of the
Omanibus Budget Reconciliation Act of 1990. OMB’s preliminary estimates are. that the bill
wonld teqult in §245 million in new direct spending over a five-year period. The bill does not
contain provisions to offset this increased direct spending. Therefors, if the bill were enacted, its
net costs could contribute to a saquester.

TOTAL P.B6
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The Honorable Carolyn B. Maloney
U.S. House of Representatives
Washington, D.C. 20515

Dear Ms, Maloney:

I am writing to provide you with the Administration’s views on HLR. 3637, the
“Children’s Development Commigsion Act” i is-bri; i
~Bakesen-Apzil 42 The bill is commonly referred 1o as “Kiddie Mac*, a carryover term from an
earlier draft of the bill.

The President shares your deep concern for child care issues and is very grateful for your
efforts and your support in this area.

1 would like to first note that your bill has received considerable attention and discussion,
both here at Treasury and within the Administration. To recap, on March 18 you sent a letter to
Secretary Rubin requesting the views of the Department of the Treasury on your Kiddie Mac
draft legislation. On April 1, you and Rep, Baker introduced H.R. 3637. Thic bill differed in
substantial ways from the draft that you sent to us in March.

We carefully reviewed your bill, and discussed it with sur Administration colleagues. On
June 3, Treasury staff met with staff from your and Rep. Baker's offices to discuss the technical
concerns we have with the bill. Then, on July 23, staff fromryour office and from the offices of
Rep. Baker and Sen. Kohl met with an interagency group that included representatives from the
White House, Treasury, the Small Business Administration, and the Departmeats of Housing and
Urban Development and Health and Humean Services. In addition to these meetings, your bill has
been-the topic of several inter-agency confercnce-calls and-other meetings  both within the
Troasury and inter-agency. In short, we have devoted sonsiderable attention to both the
objectives and the approach taken in your bill.

Based on this exhgustive analysis and discussion, we have concluded that we strongly
agree with your objectives but have significant concers with your approach. Fortunately, we
believe that we can accormplish your objestives but through a different approach. I would like to

outline that alternative approach here. Attached to this letter is a more detailed outline of our
concemns with the Kiddie Mac bill. :

As we discussed with your staff on July 23, the Small Business Administration (SBA)
operates several loan programs that are quits similar to those proposed in your bill, Indecd, these
programs have been active in providing credit to support child care facilities.

Since 1989, SBA’s 7(a) program has guaranteed over 4600 loans to child care businesses,
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totaling over $1 billion. Guaranteed 7(a) loans may be for working capital or for the purchase or
renovation of rea) estate and equipment. (ver the rame period, the SBA has guaranteed nearly

- 600 loans to child care businesscs under the 504 loan program. This program is designed for
business to secure long-term, fixedsmaic fuaucing for major fixed assets, such as land and
buildings. The SBA also provides loans to child care businesses through the MicroLoan
Program. Importantly, at the end of last year, Congress permitted SBA to make micro-loans to
non-profit child care centers. This is a unique capahility in that the SBA’s other loan programs
may not lend to non-profit businesses. SBA has made 123 micro-loans, totaling $972.000, to

* child care providers.

In addition to providing loan guarantees, your bill would aiso provide technical assistance
10 child care centers. Several existing programs already provide such assistance. In partcular,
& nusaioer of i prgqramt induding e
. SBA offers technical asslsmnc::;mu s IJ\-NC? Csw.n.a) Harlonns to-child-onr
comterd  Sevdice Corpg OF Execdh p § i
Develn pmeat Ceater (£8DC) f’:j’“‘“ , andowe () Progam,

. In collaboration with the SBA Women's Business NDevelopment Centers, SBA distributes
a handbook entided “Dollars and Sense: Child Care Business Skills Training” to promote
viable commercial child care;

v SBA is also expanding its online Women Business Ceater (www.onlinewbe.org) with
speoific information on how to start and operate child eare husinesses;

. SBA is marketing loans, distributing printkd iuierials, and providing child care business
training through the SBA resource parter network, This nstwork curreatly includes 69
SBA District offices, 1,000 Small Business Developmen: Centers, 65 Women’s Business
Centers, 389 SCORE Chapters, 129 MicroLoan Program sites, 46 Rusiness Information
Centers, and 15 One Stop Capital Shops;
( mier®©
. SBA also provides grants to lenders to provide'borrowers with technical assistance;

. The Nationa! Child Care Informution Center, sponsored by the Child Care Ruraan of the
Department of Health and Human Servicés (HHS), provides a clearinghouse for
information on child care issucs, including child care businesses, It vperates a toll free
number and a World Wide Web site for the dissemination of information de
(www.neeic.org); and will prov

iy 48-2
neas L.“._M '~

. HHS’ Child Care Burcau operates the Child and Dcvelopmen; Fundowhich—2-  Siyqves
provided-neazly $3-billloa-to-mates-in1907 ﬁost stules use soiue of this moncy  *®
perate revolving loan programs that provide credit for, or enhance the quality of child 19
facilities. These funds are generally targeted at lower-income families. | The Bureau
provides an array of technical assistance.

t all of these programs are focussed solcly un child care, and some of them are fairly
new. Ydt they are in place and providing credit and services to child care facilities today. Rather

e T he vality ¢F chird M, and Some States use
oy leac ¥+ pact ofF “me money to ”
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than replicate these services with a brand new program, we believe that we can work wgegher o
strengthen thesa existing programs. Doing so would (a) climipate the need for ano
bureaucracy, (b) forego the added expense and delays of starting from scratch, and S#5e more
attractive (o lenders since they would not have to dcal with a specinl loan guaranty program just
for child care.

I undergtand that you and your staff have had numerous discussions with child care center
operators, and some may have suggested improvements to existing SBA programs. SBA would
welcome such feedback su (hust it can improve the delivery of ity services, 8BA is worldng hard
to make its programs more accessible. In addition to the resource partner network mentioned
above, the Vice President recently snnounced the national expassion of SBA’s pre-qualification
loan program. This program permits smell business owners to pre-qualify for a loan backed by
SBA before they approach a Jender.

In conclusion, the Administration is deeply grateful for your commitment to child care
issues and we share your goal of improving the supply and quality of child care facilities, We
encourage you to continue to wark with us to strengthen our current efforts. Working together, I
hope that we can improve the fine programs already in place in order to increase the supply of
quality child care facilities.

Sincerely,

Lawrence H, Summers

Deputy Secretary

Enclosure
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Administration Concerns with HLR. 3637
The Childron’s Development Commission Act

H.R. 3637 would authorize the Secretary of Housing and Urban Development (HUD) to
insure mortgages related to child care and development facilitics and to establish 2 Children’s
Develupuuent Commission. The Commission would be charged with certifying child came and
development facilities for insurance and for other purposes. The bill would require the
Departments of the Treasury, HUD, and Health and Human Services (HHS) each to submil three
notinees for the Children’s Development Commission. Treasury would also be required to
submit a report to Congress concerning the possibility of creating a secondary market for child
care and development facility Joans, and submit o report to Congress after the program’s
expiration in 2005 that evaluates the need for continued mortgage insurance for child care
facilities,

We have doubts about whether potential child care facility operators - cither large or
gmall — face differcut capital constraints than other types of buginesses of like siz=. Itis
therefore unclear whether there exists 2 credit market imperfection that would warrant the
establishment of the proposed credit program. [We would also note that the program lacks any
tazgeting that wonld direct the subsidy towards lower-income households or areas.)

i€ proposal be reconsidgréd

government guarantee in

While HUD has copsiderable experience in guaranteeing residential mortgage loans, it
has no experience i~ au uo institutional capacity for -- underwriting commetcial Joans. The
Small Business Administration (SBA) does have such experience. In fact, Kiddie Mac wpuld
duplicate existing SBA programs that already provide Joan guarantees to child-care faciiiy
operators that may face resmricred access 1o capital. Fs

RO ¥

The préposcd 'onildren's Development Commission raises pevaral concerns. st b
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Finally, e Department of Justice  ad that s membets of the Commisgion would
- clearly not be appointed m conformity with the Appointments Cla  of the Constitution, and that
the mechanism for the appointment the others raises would raise concerns under that clause.

already undertaken by such entities awhe Education Department’s National Institute on Early
Childhood Development and Education NFer these reasans, we recommend that this section of
the bill be eliminated. .

From a technical perspective, we note that the terms and conditions of the proposed
programs do not conform to the principles of OMB Circular No. A-129, “*Policies for Federal
Crodit Programs and Non-Tax Receivables” In keeping with that cirenlar, the proposed
gusrantees should be limited to a certain percent of the outstanding principal and interest of each
1oan, as recommended above. The hill also should require u drtcnuiuation that there is 8
reasonable assurance of repayment before a loan could be guaranteed or made, authorize the
collection of guarantee fees, provide a maximum term to maturity for guaranteed loans that is
less than the useful life of the physical assets to be financed by such lnans, prohibit any
guaranteed or direct loan from being subordinated to other debt contracted by a borrower, and
prohbit a guaranteed or direct loan from being used to provide siguilicaut collateral or security
for tax-exempt obligations.

Wo arc also concerned that proposed section 257(c)(1) of the Naticnal Hamsing Act, in
authorizing HUD to acquire certain interests in a borrower to facilitate regulatory compliance,
would authorize HUL to acquire equity interests in child-care and developmenl ceuters. As a
general policy, Treasury opposes the Federal government acquiring equity interests in private
businesses.

Several terms and conditions of existing HUD jnsurance programs would be explicitly
applied to the proposed new insurance programs, including the authority of the HUD Secretary
to pay default claims by issuing debentures instead of by paying cash. The issuance of sueh
debennures is essentially a form of borrowing by the issuing Federal egency. We oppose such
authetity because it would be more costly and less efficient than other readily availahle methnds
of financing HUD’s obligation to make payments under the proposed new insurance programs.
We note that the Federal Credit Refonm Act of 1950 gives agencies authority w burow duectly

from the Treasury if a program agency lacks funds 10 honor its obligations under its guarantee
comtracts.

feplace wl the large number ofConcems we hayewith the bill, we ha asked
belowD ent of Justice to rgy€W it for possible-constitutional problsS,

- The Office of Management and Budget (OMB) has advised that H.R. 3637 would
increase dircct spending and is therefore subject to the pay-as-you-go requiremnent of the
Omnibus Budget Reconciliation Act of 1990, OMB’s preliminary estimates are that the bill
would result in $§245 million in new direct spending over 8 five-year peried. The bill dues not
contain provisions to offset this increased direct spending. Therefore, if the bill were enacted, its
net costs could contribute to a sequester.

In addition, the Department of Justice has advised that some interpretations of tho provisions

govarning mortgage insurance and loans may raise Establishment Clause concerns in particular
pplications.

TOTAL P.@6
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LRM ID: MNB241

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

Washington, D.C. 20503-0001 | | LJ R G E N T

U R G E NT i Monday, October 5, 1998

LEGISLATIVE REFERRAL MEMORANDUM

TO: Legislativeéiais Officer - See Distribution below
FROM: iJanet ; Fors:gr n (for{Assistant Director for Legislative Reference
OMB CONTACT: Melissa N. Bentwon

PHONE: (202)395-7887 FAX: (202)395-6148 :
SUBJECT: TREASURY Report on HR3637 Childran’s Developmant Commission Act
DEADLINE: Noon Tuesday, October 6, 1898

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above
subject before advising on its relationship to the program of the President. Please advise us if this
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
XIil of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS:
DISTRIBUTION LIST

AGENCIES:

61-JUSTICE - L. Anthony Sutin - (202} 514-2141

54-HUD - Allen |. Polsby - (202) 708-1793

B2-HHS - Sondra S. Waliace - (202) 690-7760

107-Small Business Administration - Mary Kristine Swedin - (202) 205-6700

NOB30-EDUCATION - Jack Kristy - (202) 401-8313 —J . Lritdy, 10[€[q8

51-General Services Administration - William R. Ratchford - (202) 501-0563
88-Office of Government Ethics - Jane Ley - (202) 208-8022

EOP: .

Barbara Chow . , Edward A. Brigham

Sandra Yamin Courtney B. Timberlake

Michael Deich Jose Cerda |ll

Theodore Wartall Susanne lé L;nd

Barry White David C. Chiids . .
AlanyB. Rhinesmith. NDLEdward M. Rea.eerJ- BN, 0]k jag
Francis S. Redburn Robert W. Kilpatrick

Adam Hoffberg Harry E. Moran

Jack A. Smalligan Winifred Y. Chang

Jennifer Friedman ' Shelly A. McAllister

Matthew McKearn _ Cordelia W. Reimers

Nicole R. Rabner Justine F. Rodrigue2

Jennifer L. Klein Joseph F. Lackey Jr.

Emil E. Parker ) Kate P. Donovan

Brodetick Johnson
Robert G. Damus
Janet R. Forsgren



0OCT-86-1998 11:23. OMB/LRD-/LWP 282 395 6148 P.82/87

LRM ID: MNB241 SUBJECT: TREASURY Report on HR3637 Children's Development
Commission Act '

L . : »

RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

If your response to this request for views Is short (e.g., concur/no comment). we prefer that you respond by
e-mail or by faxing us this response sheet, If the response is short and you prefer to call, please call the
branch-wide line shown below (NOT the analyst’s line) to leave a message with a legisiative assistant.

You may also respond by:

{1) calling the analyst/attorney's direct line {you will be connected to voice mail if the analyst does not
answaer); or

{2) sending us a memo or letter :
Please include the LRM number shown above, and the subject shown below.

TO: Maelissa N. Benton Phone: 395-7887 Fax: 395-6148
Office of Management and Budget
Branch-Wide Line (to reach legialative assistant): 395-7362

FROM: (Date}

(Name)

(Agency)

{Telaphona)

The following ts the response of our agency to your request for views on the above-captioned subject:
Concur
______No Objection
No Comment
Ses proposed edits on pages

Other:

FAX RETURN of pages, attached to this response sheet
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~ The Honorable Carolyn B. Meloney
U.S. House of Representatives
Washington, D.C. 20515

Dear Ms. Maloney:

I am writing to provide you with the Administration’s views on H.R. 3637, the
“Children’s Development Commission Act” You introduced this bill, co-sponsored by Richard
Baker, on April 1. The bill is commonly referred 10 s “Kiddie Mac”, a catryover term from an
earlier draft of the bill.

The President shares your deep concern for child care issues and is very grateful for your
efforts and your support in this area.

1 would like to first note that your bill has received considerable auention and discussion,
both here at Treasury and within the Administration. To recap, on March 18 you sent a letter 10
Secretary Rubin requesting the views of the Department of the Treasury on your Kiddie Mac
droft legislation. On April 1, you and Rep. Baker introduced HR. 3637. This bill differed in
substantial ways from the draft that you sent to us in March.

We carefully reviewed your bill, and discussed it with ouwr Administration colleagues. On
June 3, Treasury staff met with staff from your and Rep. Baker’s offices to discuss the technical
concerns we have with the bill. Then, on July 23, staff from your office and from the offices of
Rep. Baker and Sen. Kohl met with an interagency group that included representatives from the
White House, Treasury, the Small Business Administration, and the Departments of Housing and
Urban Development and Health and Human Services. In addition to these meetings, your bill has |\
bezn the topic of severa! inter-agency conference calls and other meetings, both within the )
Treasury and intor-agency. In short, we have devoted considerable attention to both the
objectives and the approach wken in your bill.

Based on this exbaustive analysis and discussion, we have concluded that we strongly
agree with your objectives but have significant concerns with your approach. Fortunately, we
believe that we cun accomplish your objectives but through a different approach. I would like t0

outline that alternative approach here. Anached to this letter is 2 more detailed outline of our
concerns with the Kiddie Mac bill. '

As we discussed with your staff on July 23, the Small Business Administration (SBA)
operates several loan programs that are quite similar to those propesed in your bill. Indeed, these
programs have been active in providing credit to support child care facilities.:

Since 1989, SBA's 7(s) program has guaramteed over 4600 loans 1o child care businesses,
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totaling over $1 billion. Guarantesd 7(2) loans may be for working capital or for the purchase ar

* renovation of rea) estate and equipment. Over the same period, the SBA has guaranteed nearly
600 loans 10 child care businesses under the 504 loan program. This program is designed for
business to secure long-term, fxed-rute finaucing for major fixed assets, such as land and
buildings. The SBA also provides loans to child care businesses through the MicroLoan
Program. Importantly, at the end of last year, Congress permitted SBA to make micro-oans to
non-profit child care centers. This is a unique capability in that the SBA’s other loan programs
may not Jend to non-profit businesses. SBA has made 123 micro-loans, totaling $972,000, to

- child care providers. ' -

In addition to providing loan guarantees, your bill would also provide tecimical assistance
1o child care centert. Several existing programs already pravide such assistance. In particular,

v SBA offers technical assistance through its targeted macketing of 7(a) loans to child carc
centers, .

- In collaberation with the SBA Women's Business Development Centers, SBA d.lsmbutcs
a handbook entitled “Dollars and Sense: Child Care Business Skills Training” to promote
viable commercial child care;

. SBA is also expanding its online Women Business Ceater (www.onlinewbc.org) with
specific information on how to start and opernte child care husinesses;

. SBA is marketing loans, distributing printed mustccials, and providing child care business
waining through the SBA resource partner network, This network currently includes 69
SBA District offices, 1,000 Small Business Development Centers, 63 Women’s Business
Centers, 389 SCORE Chapters, 129 MicroLoan Program sites, 46 Rusiness Information
Centers, and 15 One Stop Capital Shops;

. SBA also provides grants to lenders to provide barrowers with technical assistance;

- The National Child Care Information Center, sponsored by the Child Care Rurean of the
Department of Health and Human Services (HHS), provides & clearinghouse for
information on child care issues, including child care buxinzayes. It vpciates a toll fice
number and 2 World Wide Web site for the dissemination of information
(www.nccic.org); and

. HHS’ Child Care Bureau operates the Child Care and Development Fund, which
provided nearly $3 billion to states in 1997. Most siutes use gl Jerst sowe of this moncy
to operate revolving loan programs that provide credit for, or enhance the quality of child
care facilities. These funds are generally targeted at lower-income families. The Buresu
also provides an array of technical ascistance.

Not all of these programs are focussed solcly un child care, and some of them are fairly
new. Yet they are in place and providing credit and services to child care facilities today. Rather
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than replicate these services with a brand new program, we believe that we can work together to
strengthen thess existing programs. Doing so would (a) eliminate the need for another
bureaucracy, (b) forego the added expense and delays of starting fiom scratch, and © be more
attractive W leaders since they would not have to deal with a special loan guaranty program just
for child care.

] understand that you and your staff have had numerous discussions with child care center
operators, and some may have suggested improvements to existing SBA programs. SBA would
welcome such feedbuck o (hat it can improve the delivery of its services. SBA is working hard
to make its programs more accessible, In addition to the resource partner network mentioned
above, the Vice President recently announced the nztional expansion of SBA’s pre~qualification
loan program. This program permits small business owzners to pre-qualify for a loan backed by
SBA before they approach a lender.

In conclusion, the Administration is deeply grateful for your commitment to child care
issues and we share your goal of improving the supply and quality of child care facilities. We
encourage You to continue to work with ns to strengthen our current efforts. Working together, I
hope that we can improve the finc programs already in place in order to increase the supply of
quality child care facilities.

Sincerely,

Lauréncc H. Summers

Deputy Secretary

Enclosure
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Administration Concerns with HLR. 3637
The Childron’s Devalopment Commission Act

H.R. 3637 would authorize the Secretary of Housing and Urban Development (HUD) to
insure mortgeges related to child care and development facilities and to cstablish & Children’s
Develupuent Commission. The Commission would be charged with certifying child care and
development facilities for insurance and for other purposes. The bill would require the
Departments of the Treasury, HUD, and Health and Human Services (HHS) each to submil three

pominees for the Children's Development Commission. Treasury would also be required to

submit & report to Congress concerning the possibility of creating a secondary market for child
carc and develupient facility loans, and submit a report to Congress afier the program’s
expiration in 2005 that evaluates the need for continued mortgage insurance for child care
facilities.

We have doubts about whether potential child care facility operators — either large or

 small —~ face difTercut capital constraints than other types of busincsses of like siz=. Itis

therefore unclear whether there exists a credit market imperfection that would warrant the
establishment of the proposed credit program. We would also aote that the program lacks any
targeting that wanid direct the subsidy towards Jower-income households or areas.

Full HUD insurance of what arc csscntially commercial property loans with loan-to-valne
ratios up to 90 percent may not provide sufficient private sector incentives to underwrite
reasonably good credit. Poor underwriting or excessive Federal guaramtees would increase the
government’s potential risk exposure. We note that the Small Business Administration (SBA)

- achieved favorable loss mitigation results by decreasing its maximum risk exposure from 100

percent to 90 percent uf cach loan, and losscs were further decreased when its maximum risk
exposure was decreased 10 75 percent of each loan. Accordingly, we recommend that the degree
of government guarantee in this proposal be reconsidered.

While HUD has considerable experience in guaranteeing residential martgage loans, it
has no experience in -- aud uo institutional capecity for -- underwriting commercial loans. The
Small Business Administration (SBA) does have such experience. In fact, Kiddie Mac would
duplicate existing SBA programs that aiready provide loan guarantees to child-care facility
operators that may face restricted access to capital.

The proposed Children’s Development Commission mises sevaral concerne. First, by
establishing national child-care standards for program participants, the Commission is inserting
itself into policies more appropriately set at the State level. Second, the proposed micro-loan
program places all of the credit risk associated with these loans on the government and duplicates
the SBA’s MicroLoan program. Third, the proposed research foundation is unlikely to be
“independent” of (ic Federal government, particularly if it uitimately relies on the government for
funding. Fourth, the type of research that would be carried out by the research foundation is

2082 395 6148  P.B6/@7
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already undertaken by such entities as the Education Department’s National Institute on Early
Childhood Development and Education. For these reasnns, we recommend that this section of
the bill be eliminated.

From a technical perspective, we note that the terms and conditions of the proposed
programs do not conform to the principles of OMB Cirenlar No. A-129, “Policies far Federal
Credit Programs and Non-Tax Receivables.” In keeping with that circular, the proposed
guarantees should be limited to a certain percent of the outstanding principal and interest of each

. loan, as recommended above. The bill also should require 4 deicnuivativa that there is 8
rcasonable assurance of repayment before aloan could be guaranteed or made, authorize the
collection of guarantee fees, provide a maximum term to maturity for guaranteed loans that is
leac than the useful life of the physical assets to be financed by such laans, prohibit any
guaraateed or direct loan from being subordinated to other debt contracted by a borrower, and
protubit a guarantead or direct loan from being vsed 10 provide siguificaut collateral or sccurity
for tax-exempt obligations.

We arc also concerned that proposed section 257(c)(1) of the National Hansing Act, in
authorizing HUD to acquire certain interests in a borrower to facilitate regulstory compliance,
would authorize HUD to acquire equity interests in child-care and developmcul couters. Asa

general policy. Treasury opposes the Federal govermment acquiring equity interests in private
businesses.

Several terms and conditions of existing HUD insurance programs would be explicitly
applicd to the proposed ncw insurance programs, including the authority ol the HUD Secretary
- 10 pay default claims by issuing debentures instead of by paying casb. The issuance of such
debenturcs is essentially a form of borrowing by the issuing Federal agency. We oppose such
suthority becausce it would be more costly and less efficient than other readily available methods
of financing HUD's obligation to make payments under the proposed new insurance programs.
We pote that the Federal Credit Reform Act of 1990 gives agsncies authority w bucruw duectly

from the Treasury if a program agcocy lacks funds to hopor its obligations under its guarantee
contracts.

Given the large mumber of concerns we have with the bill, we have not asked the
Department of Justice to review it for possible constitutional problems.

The Office of Management and Budget (OMB) has advised that HR. 3637 would
increase dircct spending and is therefore subject to the pay-as-you-go requirement af the
Omnibus Budget Reconciliation Act of 1990. OMB’s preliminary estimates are that the bill
. would result in $245 million in new direct spending over a five-ycar period. The bill dues uot
b contain provisions to offser this increased direct spending. Therefore, if the bill were enacted, its
\’7 net costs could contribute to a sequester.

o

Al
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,;;-4?, Emil E. Parker
Y 10/06/98 05:54:39 PM

Record Type: Record

To: Melissa N. Benton/OMB/EOP

cc: Nicole R. Rabner/WHQ/EQP
Subject: Comments on Treasury report

As a general matter, | am concerned that the letter may overstate the extent to which current SBA
programs are meeting the need in the child care facility area.

| have a few comments concerning the attachment ("Administration Concerns with H.R. 3637").

In the fifth paragraph on the first page, the second sentence (which begins "First, by...") should be
deleted, never to appear again. The Administration has not to my knowledge taken the position
that child care standards are best set at the State level, and in any event this is not remotely within
the jurisdiction of the Treasury Department. The fourth sentence (which begins with "Third,
the...") should also be deleted, and the remaining sentences renumbered.

My understanding is that the bill will be modified to lower the maximum loan-to-value ratio to 80
percent (85 percent for non-profits). Unless Treasury is proposing that the maximum LTV ratio for
the bill be reduced to 75 percent, the third paragraph on the first page should be dropped. At the
very least, it should be modified to acknowledge the changes proposed (which were probably in
response to previously expressed Treasury concerns).

The last sentence of the second paragraph on the first page states that the bill lacks any targeting.
The changes outlined in the memo to House Leg Counsel include a provision limiting the guarantee
to facilities in which at least 20 percent of the clients are below SMSA median income. That level
of targeting is probably not adequate, but the Administration comments should address that
proposed change rather than ignoring it.

Thank you for the opportunity to comment.
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OFFICE OF MANAGEMENT AND BUDGET

Legislative Reference Division
Labor-Welfare-Personnel Branch

FROM: Melissa Benton 395-7887

pate: ___ 1[28]48 TVE: O /8 am.

Pages sent (including transmittal sheet):

COMMENTS:

Per phone mes@e,

TO:

Karen Dorsey, Treasury

Em.\ Yacley
N.ole Rabner it
Jeander Llein |

PLEASE CALL THE PERSON(S) NAMED ABOVE FOR IMMEDIATE PICK-UP.



SEP-28-1998 10:33 TO:NICOLE RABNER FROM: 458 M BENTON | B b, 2/28

MEMO

To:
From:

Paul Callen, Office of Legislative Counsel

Ian Fried, Office of Rep. Carolyn Maloney 5-7944
Ted Beason, House Banking Committee, 6-0469

Subject: Revisions for HR.3637

Date:

~ September 24, 1998

We would like to make some changes to HR.3637, “The Children’s Development Commission
Act.” Could you please take the original text and make the following changes, putting it in & form
which could be added to either H.R.2, the big Public Rousing bill, or H.R. 28, the Rural
Multifamily Rental Housing Loan Guarantee Extension Act of 1997.

The changes we would like to make are:

(Any page or line numbers refer to the GPO PDF version of 3637)

Guaranty Level -- (p.5, lines 14-21), Change the level to 80% for for-profits; 85% for
not~for profits, and a 5% “bonus” of guaranty for cither which is in a CDBG area and
primarily serves TANF clients (50% of clientele). In addition, no facility can access the
guaranty unless at least 20% of their clients are below the median income of the particular
SMSA in which 1t is located.

Termination - (p.12 Lines 3-4) Change to September 30, 2007

Appointments -- (p.16) Change the Departmental Appointments to the Commission so
that Sections (A)(B)(C) are changed to the Secretaries of each department are members of
the commission, “or their designees.”

Technical Expertise -- (Under FUNCTIONS section which starts on page 18) -- The
Commission shall help the recipients of the guarantees and special purpose loans with
technical assistance, either directly or by coordinating with those in the federal
government who already have the expertise, including appropriate offices of the Small
Business Associstion, HUD, BHS and DoD. The types of expertise will include business
planning, as well as quality control.

Foundation -- (Starting on p.21 Line 21) Add language which will allow the Foundation
to accept private donations,



Paul Callen. Office of Legislative Counsel

Page 2

September 24, 1998

Intermediarics -- Add language which will allow state agencies which handle guarantees
and loans to child care and development facilities within their states to act as
intermediaries for disbursement and receipt of small-purpose loans and/or the financial
arrangements for the guaranty.

Lengthening Maturity of Special Purpose Loans — (p.20, lines 19-20) “may not have a
term exceeding 15 years.” :

Adding a study regarding Capital Needs of Center-based Child Care in Low-Income
Communities ~- This study should cover: 1) The supply and quality of center-based care
in low-income communities and aeighborhoods; 2) the economic and other market barriers
in these localities to (a) creating an adequate supply of center-based child care services
and (b) achieving a quality standard in child care centers adequate to support early
childhood programs; 3) public policy and private sector initiatives that might be
undertaken to address supply and quality programs in low-income communities so as to
insure residents have (a) sufficient supply to facilitate employment and support the goals

of welfare reform, (b) appropriate child care choices and ( ¢) “at-risk” children receive the |

quality of care needed to prepare for school.

If you have any questions or technical suggestions, please call us.

Thank you.
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105T1i1 CONGRESS
wasor . H, R, 3637

To amend the National llousing Act to authorize the Secretary of Ilonsing
and Urban Development to insure mortgages for the acquisition, eon-
struction, ar substantial rehabilitation of child care and development
faclities and lo establish the Children’s Development Comunission to
certily such facilities for such insurance, and for other purposes.

IN THE HOUSE OI' REPRESENTATIVES
Aprar, 1, 1998

Mrs. MaLOXEY of New York (for hersell, Mr. BARKELR, Mr. KANJURSKI, Mr.
JACKSOX of Ilinois, Mrs., Mrgk of Florida, Mr. MANTOX, Mr. ALLEY,
Mg, VarazQeez, Ms. Woorsey, and Mrs. TAUSCITER) introduced the fal-
lowine bill; which was referred to the Cominittee on Bankine and Finan-
cial Seyvices

A BILL

To amend the National Housing Act to authorize the Sce-
retary of Housing and Urban Development to insure
mortgages for the acquisition, construction, or substan-
tial rehabilitation of child carce and development faeilitics
and to establish the Children’s Development Coramission
to certify such facilities for such insuranee, and for other
PUrposes. |

1 Be it enacled by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,
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1 SECTION 1. SHORT TITLE.

2

This Act may be ciled #s the “Children’s Develop-

3 ment Comimission Aet”’.

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

SEC. 2. CONGRESSIONAL FINDINGS.

The Congress finds the following: |

(1) The need for quality nursery schools, both
full-time and part-time child care centers and after-
school programs, after school programs, neighbor-
hood-run mothers-day-out programs, and family
child carc providers has grown among working par-
ents, and parents who stay at horoc, who want their
children to have access to carly childhood education.

(2) All parents should have aceess to safe, stim-
ulating, and educational carly childhood ecducation
programs for their children, whether such programé
are carried out in a child care eenter, a part-time
nursery school (including a nuwrsecy schoal operated
by a religious organization), or a certified child carc
provider’s home.

(3) The number of available enrollment oppor-
tunitics for children to receive quality child care
services is not meeting the demand for sueh services.

(4) In 1995 there were about 21,000,000 chil-
dren less than 6 years of age, of whom 31 pereent
were participating in eenter-based child care services

snd 14 pereent were recciving child care in homes.

AR 13837 IH

P, 5/28
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3

1 Betwéen 1992 and 2005 the participation of women
2 24 to 54 years of age in the labor foree is projected
3 to inerease from 75 percent to 83 percent.

4 (5) In States that have set up a mechanism to
S provide capital improvements for child earc facilities,
6 the demand for serviees of such facilities still has
7 not been met. |

8 ( 6') The United States is behind other western,
9 industrialized countries when it comes to providing
10 e¢hild eare services. In France, abmost 100 percent of
11 all children 3 to 5 years of age altend nursery
12 school. In Germany this number is 65 to 70 percent.
13 In Japan 90 pereent of such children attend some
14 form of preschool care. In all of these countries casly
15 childhood care has proven to inercase children’s de-
16 vcelopment and performance.

17 SEC. 3. INSURANCE FOR MORTGAGES ON NEW AND REHA-
18 BILITATED CHILD CAR.E AND DEWOPI&ENT
19 FACILITIES. | .

20 Title II of the National Housing Aet (12 U.S.C. 1707
21 et seq.) is amended by adding st the end the following

22 ncw scction:

+HR 3637 IH
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4
“MORTGAGE INSURANCE FOR CHILD CARIE AND
DEVELOPMENT FACUITIES

“SEC. 257. () PURPOSE.—The purpose of this sce-

tion is to facilitate and assist in the provision and develop-
ruent of licensed child care and development facilities.

“(b) GENERAI: INSURANCE AUTHORITY.—The Sce-
retary may insurc mortgages (including actvances on such
mortgages during construction) in accordance with the
provisions of this seetion and upon such terms and condi-
tions as the Sceretary may prescribe and may make com-
mitments for insurance of such mortgages before the date
of their execution or disbursement thercon.

“(¢) ELIGIBLE MORTGAGYS.—To carry out the pur-

pose of this scetion, the Secretary may insure any mort-

eage that covers a new child care and development facility,
including & new addition to an cxisting child carc and de-
velopment facility (regardless of whother the existing [aail-
ity is being rehabilitated), or a substantially rehabilitated
child care and development faality, induding equipment
to be used in the operation of the faeility, subject to the
following econditions:
“(1) APPROVED MORITGAGOR—The morigage
shall be exccuted by o mortgagor approved by the
Scerctary. The Secrctury may, in the diseretion of

the Secrctary, require any such mortgagor to be reg-

«HR 3637 TH

B 7/28
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ulated or restricted as to charges and methods of 1i-
nancing and, if the mortgagor is a corporate entity,
as to capital structure and rate of return. As an aid
to the regulation or restriction of any mortgagor
with respeel Lo any of the foregoing matters, the
Secretary may xﬁaka such contracts with and acquire
for not more than $100 such stock or intcrest in
such mortgagor as the Secretary may consider nee-
essary. Any stock or interest so purchased shall be
paid for out of the General Insurance Fund, and
shall be redecmed by the mortgagor at par upon the
termination of all obligations of the Secrctary under
the insurance.

“(2) PRINCIPAL OBLIGATION.—The mortgage
shall involve a prineipal obligation in an amount not
to cxceed/%?(’) percent uf the estimated value of the
property or projeet, or /9(5 percent of the estimated
value of the property or projeet in the case of a
mortgagor that is a private nonprofit corporation or
association (as such term is defined pursuant to sce-
tion 221(d)(3)), including—

“(4) 'equ.ipment to be used in the operation
of the facility when the proposed improvements

arc completed and the cquipment is installed; or

-HR 3437 [H

P, 8/28
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1 “(B) & solar energy system (as defined in
2 subparagraph (3) of the last paragraph of sec-
3 tion 2(a)) or residentisl cncrgy conservation
4 mcasures (as defined in subparagraphs (A)
5 through (G) and (I) of section 210(11) of the
6 National Energy Conservation Policy Act), in
7 cases in which the Scerctary determines that
8 such measures are in addition to those rcquirodl
9 under the minhmum property standards and will
10 be cost-effective over the life of the measure.

11 “(3) AMORTIZATION AND ' INTEREST—The
12 mortgage shall—

13 “(A) provide for complete amortization by

14 periodic payments under such terms as the Sce-
15 retary shall preseribe;

16 “(B) have a maturity satisfactory to the
17 Scerctary, but in no event longer than 25 years;

18 and '

19 | “(C) bear interest at such rate as may be

20 agreed upon by the mortgagor and the mortga-

21 gee, and the Sceretary shall not issue any regu-

22 lations or establisb any terms or conditions that

23 interfere with the ability of thc mortgagor and

24 mortgagee to determine the interest rate.

«HR 36387 IH
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1 “(d) CERTIFICATION BY CHILDREN'S DEVELOPMENT
2 CommissioN.—The Seerctary may not insure a mortgage
3 under this scction unless the Children’s Development
4 Commission established under seetion 258 certifies that
5 the facility is in compliance, or will be in compliance not
6 later than 12 months after such certification, with—

7 “(1) any laws, standards, and requirements ap-
8 p!.iéablc to such facilities under the laws of the
9 State, vounicipality, or other umit of general local
10 government in which the facility is or is to be lo-
11 cated; and

12 “(2) after the efflective date of the standards
13 and requirements established under section
14 208(¢)(2), such standards and requirements.
15 “(e) RELEASE.—The Scerctary may consent to the
16 rclease of a part or parts of the mortgaged property or

N NN [\8) —
Lh-bwll:))h-g‘.s;q

project from the lien of any mortgage insured under this
scction upon such terms and conditions as the Seerctary
may preseribe. |

“(f) MORTGAGE INSURANCE TERMS ~—The provisious
of subsections (d), (¢), (g), (h), (i), §), (k), (1), and (n)
of seetion 207 shall apply to morigages insured vnder this
section, cxecpt thal all references in such subsections to
seetion 207 shall be considered, for purposes of mortgage

insurance under this seetion, to refer to this section.

AR 35637 IH

P, 10/28
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11

13
14
15
16
17
18
19
20
21
22
23
24
25

8
“(g) MORTGAGE INSURANCH KOR FIRE SAFETY

EQUIPMENT LIOANS.—

“(1) AUTHORITY.—The Scecretary may, upon
such terms and condition as the Secretary may pre-

scribe, make commitments to insure and insure

‘loans made by financial institutions or other ap-

proved morigagees to child care and development fa-
cilities to provide for the purchase and installation
of fire safety cquipment neccessary for compliance
with the 1967 cdition of the Life Safety Code of the
National Fire Protection Association (or any subse-
quent cdition specified by the Seeretary of Health
and Human Services).

“(2) LOAN REQUIREMENTS.—T'o be cligible for
insuranco under this subscetion @ loan shall—

“(A) not exceed the Scerctary’s estimate of
the reasonable cost of the equipment fully in-
stalled;

“(B) bear interest at such rate as may be
agreed upon by the rﬁortgagor and the mortga-
gee;

“(C) havg a maturity satisfactory to.the
Sceretary;

“(D) be made by a finandal institution or

other mortgagee approved by the Scerctary as

»HR $637 I

P, 11/18
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9

cligible for msurance under section 2 or a mort-

gagce approved under section 203(b)(1);

“(K) comply with other such terms, condi-
tions, and restﬁeﬁons as the Secerctary may
preseribe; and

“(F) be made with respeet to a child care
and development facility that complies with the
requirement under subsection (d).

“(3) INSURANCE REQUIREMENTS.—The provi-
sions of paragraphs (5), (6), (7), (9), and (10) of
section 220(&) shall apply to loans insured under
this subscction, excepl tha.t. all rcferences in such
paragrapls to home improvement loaﬁs shall be con-
sidered, for purposcs of this subsection, to refer to
loans under this subscetion. The provisions of sub-
seetions (e), (d), and (h) ol seetion 2 shall apply to
loans insured under this subsection, exeept that all

references in such subscetions to ‘this section’ or

‘this title’ shall be considered, for purposcs of this

subsection, to refer to this subsection.

“(h) SCHE¥DULES AND DEADLINES.—The Sceretary

22 shall establish schedules and deadlines for the processing

23 and approval (or p:-c;vision of noticc of disapprovalj of ap-

24 plications for morlgage insurance under this scction.

*HR 3637 IH
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1 “(1) DEFINITIONS.—I'or the purposes of this section,
2 the following definitions shall apply: -

3 “(1) CHIID CARE AND DEVELOPMENT FACL-
4 ITY.—Thc tcrm ‘child earc and development facility’
5 means a public facility, proprictary faality, or facil-

6 ity of a private nonprofit corporation or association

7 that— |

8 “(A) bas as its purposc the care and devel-

9 opment of children less than 12 years of age;
10 and

11 “(B) 1s licensed or reguliated by the State
12 in which it is located (or, il there is no State
13 law providing for such licensing and regulation
14 by the Stn.t(e; by the municipality or other politi-
15 cal subdivision in which the facility is located).
16 The term does not inc_lude facilitics for school-age
17 children primanly for use during normal school
18 hours. The lerm includes facilities for training indi-
19 viduals to provide child earc and development serv-
20 ices.
21 “(2) EQuUIPMENT.—The term ‘equipment’ in-
22 cludes machinery, ufilities, and built-in equipment
23 and any ncecssary enclosures or structures to house
24 them, and any other items nccessary for the fune-
25 tioning of a particular facility as a child care and

«HE 3837 IH
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1 development facility, including necessary furniture.
2 Such term includes books, curricular, and program

3 materials.

4 “(3) MORTGAGE; FIRST MORTGAGE; MORTGA-
) GEB.—The term ‘mortgage’ means a first mortgage
6 on real estate in fee simple, or on the interest of ei-

7 ther the lessor or lessce thereof under a lease having

8 a period of not less than 7 years to run beyond the

9 ~maturity date of the mortgage. The term ‘first mort-
10 gage’ mcans such classes of first liens as arc eom-
11 monly given to seeurc advunces (including advances
12 during construection) on, or the unpaid purchasc
13 price of, real estatec under the laws of the State in
14 which the rcal cstate is located, together with the
15 credit instrument or instruments (if any) secured
16 thercby, and any morigage may be in the form of
17 one or more trust mortgages or mortgage indentures
18 or deeds of trust, securing notes, bonds, or other
19 credit instruments, and, by the same instrument or
20 by a separate instrument, may create a security in-
21 terest in initial equipment, whether or not attached
22 to the realty. The torm ‘mortgagor’ has the meaning
23 given the térm in seetion 207 (a).

“()) LIMITATION ON INSURANCE AUTHORITY.—

HR 3637 IH
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“(1) TERMINATION.—No mortgage may be in-
sured under this section or section 223(h) after Scp-
tember 30, 2005, except pursuant to a commitment
to insure issued on or before such date.

“(2) AGGREGATR PRINCIPAL AMOUNT LIMITA-
TION.—The aggregate principal amount of mort-
gages for which the Seeretary enters into commite
ments to msure under this scetion or scetion 223(h)
on or before the date under paragraph (1) may not
exceed $2,000,000,000. If, upon the date under
paragraph (1), the aggregate insurance authority
provided under this paragraph hss not been fully
used, the Secretary of the Treasury shall submit a
report to the Congress evaluating the nced for con-
tinued mortgage msurance under this seetion.”.

“(k) REGULATIONS,—The Sceretary shall issue any
regulations necessary to carry out this scetion. In issuing
such regulations, the Seerotary shall consult with the Sce-
retary of Health and Human Services with respect to any

aspects of the regulations regarding child eare and devel-

opment facilities.”.

*HR 3637 [H
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1 SEC. 4. INSURANCE FOR MORTGAGES FOR ACQUISITION OR
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REFINANCING DEBT OF EXISTING CHILD

CARE AND DEVELOPMENT FACILITIES.
Seetion 223 of the National Housing Act (12 U.S.C.

1715n) is amended by adding al the end the following new

subsection:

““(h) MORTGAGE INSURANCE FOR PURCHASE OR Ri-

FINANCING OF LxgsTING CHir.p CARE AND DEVELOP-

MENT FACILITIES.—

“‘(1) AUTHORITY.—Notwithstanding any other

provision of this Aect, the Sccretary may insure

under any scction of this title a mortgage executed-

in conneetion. with the purchase or refinancing of an
existing child care and development facility, the pur-
chase of a structure to serve as a child care and
development facility, or the refinancing of cxisting
debt of an axisting child care and development facil-
ity.

“(2) PURCHASE OF EXISTING FACULITIES AND
STRUCITURES.—In the casc of the purchase under
this snbsection of an existing child eare and develop-

ment facility or purchasc of an existing structure to

- serve as such a facility, the Secrctary shall preseribe

any terms and conditions that the Scerctary consid-

crs necessary to ensurc that—

«HR 3637 IH
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l “(A) the facility or structure purchased
2 continues to be used as a child care and devel-
3 opment facility; and
4 “(B) the facility complies with the same
5 requirements applicable under subsections (d)
6 and (c¢) of scction 257 to facilities having mort-
7 gages insurcd under such seetion.
8 “(3) REFINANCING OF EXISTING FACUJLTIES.—
9 In the case of refinuncing of an cxisting child carc
10 and devclopment facility, the Seeretary shall pre-
11 seribe any terms aud conditions that the Scerctary
12 considers necessary Lo ensure that—
13 “(A) the refinancing is used to lower the
14 monthly debt service costs (taking into account
15 any fees or charges conneceted with such refi-
16 nancing) of the cxisting facility;
17 “(B) the proceeds of any refinancing will
18 be employed only to retire the exsting indebted-
19 ness and pay the unecessary cost of refinancing
20 on the exdsting facility;
21 “(C) the cxisting facilily is cconomically
22 viable; and
23 “(D) the lacility complics with the same
24 requirements applicable under section 257(d) to

AR 1637 IH
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1 facilities having mortgages insured under such
2 section.
3 ““(4) DBFINITIONS.—For purposcs of this sub-
4 scetion, the terms defined in secetion 257(1) shall
S have the same meanings as provided under such see-
6 tion.
7 “(5) LIMITATION ON INSURANCH AUTHORITY.—
8 The authority of the Sceretary to enter into commit-
9 ments to insure mortgages under this subsection is
10 subjeet to the limitations under section 257().”.
11 SEC. 5. CHILDREN’S DEVELOPMENT COMMISSION.
12 Title II of the National Housing Aet (12 U.S.C. 1707
13 et seq.) is amended by adding at the end (after seetion
14 257, as added by scetion 3 of this Act) the following new
15 seetion:
16 “CHILDREN’S DEVELOPMENT COMMISSION
17 “SEC. 2568. (a) BSTABILSHMENT.—There is hereby
18 cstablished a commission to be known as thé Children’s
19 Development Commission.
20 “(b) MEMBERSHIP —
21 “(1) ApPOINTMENT.—The Commission shall be
22 composed of 7 members appointed by the President, |
23 not later than the expiration of the 3-month period
24 beginning upon the ¢nactment of this section, by and
25 with the advice and consent of the Senate, as fol-
26 lows:

-HR 3637 TH
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1 “(A) 1 member shall be appointed from
2 among 3 individuals recommended by the Sce-
3 retary of Housing and Urban Development or
4 the Sceretary’s designee.

5 “(B) 1 member shall be appointed from
6 among 3 individuals recomn_mnded by the Sce-
7 retary of Health and Human Serviees or the
8 Sceretary’s designee.

9 “(C) 1 member shall be appointed from
10 among 3 individuals recommended by the Sece-
il retary of ihe Treasury or the Seerctary’s des-
12 ignee. _
13 “(D) 4 members shall be appointed from
14 umoné 12 individuals recommended jointly by
15 the Speaker of the House of Representatives,
16 the Majority Leader of the Senate, Minority
17 Lcader of the House of Representatives, the
18 Minority Leader of the Senate.

19 “(2) QUALIHCATIONS OF CONGRMSSIONALLY
20 RECOMMBNDED MEMBERS.—Of the moembers ap-
21 " pointed under paragraph (1)(D)—

22 “(A) cach shall be an individual who ac-
23 tively participates or is employed in the field of
24 child care and has academic, licensing, or other

«HR 3637 IH
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1 credentials i~c1ating to such participation or cm-
2 ployment; and

3 ~ “(B) not more than 2 may be of the same
4 political party.

S “(8) TerMS.—Each appointed member of the
6 Commission shall serve [or 8 lerm of 3 years.

7 “(4) VACANCIES.—Any member appouied to

8 fill 8 vacancy occurring before the expiration of the

9 term for which the member’s predeecssor was ap-
10 pointed shall be appointed only for the remainder of
11 that term. A member may serve after the expiration
12 of that member’s term until a successor has taken
13 office. A vacancy in the Commission shall be filled
14 in the manner in which the original appointment was
15 madc.

16 “(5) CHAIRPERSON.—The chairperson of the
17 Commission shall be designated by the President at
18 the time of appointment. '

19 “(6) ‘QUORUM.—A. majority of the members of
20 the Commission shall constitute a quorum for the
21 transaction of business.
22 “(7) VOTING.—Each member of the Commis-
23 sion shall be entitled to 1 vote, which shall be equal
24 to the vote of cvery other member of the Commis-
25 sion.

*HR 2637 IH
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“(8) PROHIBITION ON ADDITIONAL PAY.—

Members of the Commission shall serve without
compensation, but shall be reimbursed for travel,
subsistence, and other necessary expenses incurred
in the performance of their duties as members of the
Commission.

“(c) FuNcTIONS.—The Commission shall carry out

the following funelions:

“(1) CBRTIFICATION OF COMPLIANCE.—The
Comumission shall eolleet such mformation and malke
such determinations as may be necessary to deter-
mine, for purposes of scetion 257(d), whether child
care and development facilitics comply, or will be iv

compliance wittnn 12 months, with—

“(A) any laws, standards, and require- .

ments applicable to such facilities under the
laws of the Stale, municipality, or othcer unit of
general loeal government in which the faeility is
or is to be located, and

“(B) after the effeetive date of the stand-
ards and reguircments established under para-
graph (2), such standards and requirements,

and shall issue certifications of such compliance.

“(2) ESTABLISHMENT OF STANDARDS, -

«HR 3837 DA
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1 “(A) S1Tupy.—Not later than 12 months
2 after the datc on which appoinlment of mitial
3 membership of the Commission is completed,
4 the Commission, in consultation with the Sce-
5 _ retary of Housing and Urban Development and
6 the Scerctary of Health and Human Services,
7 ghall econduct a study to determinc the laws,
8 standards, aad requirements referred to in
9 paragraph (1)(A) that are applicuble in cach
10 State. Taking into consideration the findings of
11 the study, the Scerctary shall establish stand-
12 ards and requircments regarding ehild care and
13 development famhities that arc designed to en-
14 surc that mortgage insurance is provided under
15 seetion 257 and scetion 223(h) only for sale,
16 clean, and healthy facilitics that provide appro-
17 priate care and development services for chil-
18 dren.
19 “(B) PuBrLicATION—The Commission
20 shall issuc regulations providing for the stand-
21 ards and requirements cstablished under sub-
22 paragraph (4) to take cffeet, for purposes of
23 sections 257(d)(2) and 223(h)(2)(B) and para-
24 graph (1)(B) of this section, not later than 18

*HR 3637 &
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I “(A) Stupy.—Not later than 12 months
2 after the date on which appownlment of initial
3 membership of the Commission is completed,
4 the Commission, in consultation with the Sce-
5 - retary of Housing and Urban Development and
6 the Scerctary of Health and Human Services,
7 ghall conduct a study to determine the laws,
8 standards, aad requirements referred to in
9 paragraph (1)(A) that are applicable in each
10 State. Taking into consideration the findings of
11 the study, the Scerctary shall cstablish stand-
12 ards and requirements regarding child eare and
13 development famlities that are designed to en-
14 surc that mortgage insurance is provided under
15 section 257 and scetion 223(h) only for sale,
16 clean, and healthy facilitics that provide appro-
17 priate care and development services for chil-
18 dren.

19 “(B) PubricatioN—The Commission
20 shall jssuc regulations providing for the stand-
21 ards and requircments cstablished under sub-
22 paragraph (A) to take cffcet, for purposes of
23 sections 257(d)(2) and 223(h)(2)(B) and para-
24 graph (1)(B) of this scetion, not later than 18

oHE 3837 X
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1 months after the date of the enactment of this
2 seetion.
3 “(3) SMALL PURPOSE LOANS—The Commis-
4 sion shall, to the extent amounts are made available
5 for such purpose pursuant to subscetion (1) and
6 qualified requests sre received, make loans, dircetly
7 or. indireetly to providers of child carc and develop-
8 ment facilities for reconsiruction or renovation of
9 such faalities, subject to the following requirements:
10 “(A) Loans under this paragraph shsll be
11 made only for such facilitics that are finandally
12 and operationally viable, as determined under
13 standards and guidelines to be established by
14 the Commission.
15 “(B) The aggregate amount of loans made
16 under this paragraph to a single borrower may
17 not exceed $50,000.
18 “(C) A loan made under this paragraph
19 ‘may not have a termy to maturity cxeeeding 7
20 years.
21 “(D) Loans under this paragraph shall
22 bear interest at rates and be made under such
23 other conditions and terms as the Commission
24 shall provide.

«HR 3637 [H
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‘“(4) NOTIFICATION.—The Commission shall
take such actions as may be nceessary to publicize
the availability of the programs for mortgage insur-
ance under seetions 257 and 223(h) and loans under
paragraph (3) of this subscction in a manner that
ensures that imformation concerning such programs
will be availablc to child care providers throughout
the United States.

“(5) LiaBILITY INSURANCE,~—Not later than 12
roonths after the date on which appointment of ini-
tial membership of the Commission is completed, the
Commission shall establish standards and guidelincs,
applicable to mortgage insuranee under scetions 257
and 223(h) and loans under paragrapb (3) of this
subsection, requiring child care providers operating
child carc and development facilities assisted under
such provisions to obtain and maintain liability in-
surance in such amounts and subject 16 such re-
quirements as the Commission considers appro-
priate.

“(6) RESEARCH WOUNDATION.—Not later than
12 months after the date of the cnactment of this

scetion, the Commission shall submit a report to the

Congress recommending a plan for establishing and "

funding a foundation that is an entity independent

+HR 3837 IH
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1 of the Commission (but which maintaing association
2 with the Commission), the purpose of which shall
3 bo— |
4 “(A) to §upport rescarch relating to child
5 care and dcvclop.mcnt facilitics;
6 “(B) to fund pilot programs to test innova-
7 tive methods for improving child carc; and
8 “(C) to engage in activities and publish
9 materials to assist persons interested in mort-
10 gage insurancc under scctions 257 and 223(h)
11 and other assistance provided by the Commis-
12 sion.
13 *(d) NONDISCRIMINATION REQUIREMENT. —
14 “(1) IN GENERAL—The Commission may not
15 certify under subsection (¢)(1) or carry out any ac-
16 tivities of the Conumission with respect to any child
17 care and development facility if the provider of the
18 facility diseriminatcs on account of racc, color, reli-
19 gion (subject to paragraph (2)), national ongin, sex
20 (to the exteat provided in title IX of the Education
21 Amendments of 1972 (20 U.S.C. 1681 ct seq.)), or
22 handiecapping condition.
23 “(2) FACIITIES OF RELIGIOUS ORGANIZA-
24 TIONS.—Thc prohibition with respect to religion
25 shall not apply to a child carc and development facil-

=HR 8637 [
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1 ity which is controlled by or which is closcly identi-
2 fied with the tenets of a partieular religious organi-
3 zation if the application of this subsection would not
4 be consistent with the religious lenets of such orga-
5 nization.
6 “(3) CERTIFICATION.—AS a condition of certifi-
7 cation under subsection (c¢)(1) and cligibility for a
8 loan under subsection (¢)(3), the provider of a child
9 care and development facility shall certify to the
10 Commission that thc provider docs not diseriminate,
11 as required by the provisions of parsgraph (1) of
12 this subsection.
13 “(¢) POWERS.—
14 (1) ASSISTANCE FROM FRDBERAL AGHNCIES.—
15 The Commission may sceure dircetly from any de-
16 partment or agency of the Federal Government such
17 information as thc Commission may rcqﬁirc for car-
18 rying out its tunctions, Upon request of the Com-
19 mission, any such department or ageney shall fur-
20 nish such mformation.
21 “(2) ASSISTANCE FROM GENERAL SERVICES
22 ADMINISTRATION.—The Administrator of General
23 Serviees shall provide to the Commission, on a reim-
24 bursable basis, such administrative support scrvices
25 as the Commission may request.

«HR 3687 IR
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1 “(3) ASSISTANCE FROM DEPARTMENT OF
2 HOUSING AND URBAN DEVELOPMENT.—Upon the re-
3 quest of the Commission, the Secretary of Housing
4 and Urban Development shall, to the extent possible
5 and subject to the discrefion of the Secretary, detail
6 suy of the personnel of the Department of Housing
7 and Urban Development, on a mnonrcimbursable
8 basis, to assist the Commission in earrying out its
9 funetions under this section.
10 “(4) Mans.—The Commission may use the
11 United States mails in the same manner and under
12 the same conditions as other Federal ageneies.
13 ‘“‘(f) STAFF.—
14 “(1) EXACUTIVE DIRECTOR.—The Commission
15 shall appoint an exceutive director of the Board, who
16 shall be eompensated at a rate fixed by the Commis-
17 sion, but which shall not exeeed the rate established
18 for level I of the Executive Schedule under title 5,
19 United Stutes Code.
20 “(2) OTHRER PRERSONNBL.—In addition to the
21 excculive direetor, the Commission may appoint and
22 fix the compensation of such personrel as the Com-
23 mission considers nccessary, in accordance with the
24 provisions of title 5, United States Code, goveriing
25 appointments to the competitive service, and the
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provisions of chapter 51 and subchapter III of chap-

ter 53 of such tille, relaling to classification and

General Sehedule pay rates. ‘

“(g) REPORTS.—Not Jater than March 31 of cach
ycar, the Comimission shall submit a rcport to the Presi-
dent and the Congress regarding the operations and activi-
tics of the Commission during the preceding ealendar year.
Each annual 1‘ep0rf shall indude a copy of the Commis-
sion’s financial statements and such information and other
cvidenee as is necessary to demonstrate that the activities
ot the Commission during the year for which the report
1s made. The Commission may also submit reports to the
Congress and President at such other times as the Com-
mission deems desirable.

“(h) DEFINITIQNS.—FOL‘ purposes of this section, the
terms defined In seetion 257(i) shall have the same mean-
ings as provided under such section.

“(i) AUTHORIZATION OF APPROPRIATIONS —Thore
arc authorized to be appropriated to the Commission to
carry out this section $10,000,000 for ﬁscul-year 1999,

lo remain available until expended, of which not more thau

$2,500,000 shall be available for administrative costs of

the Commission and the remainder of which shall be avail-

able only for loans under subseetion (¢)(3).”.
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Mr. Chairman, Representative Maloney, Members of the Sub-Committee, on behalf of
Providian Financial Corporation and our CEO Shailesh Mehta, I'd like to thank you for
inviting Providian to appear before you today to present our views on this important
legislation, HR 3637.

Let me begin by telling you a little about Providian. Our primary business is consumer
lending, and our major products are Visa and Master Card credit cards, home equity loans
and lines of credit. We also provide high-yield deposit products. We are headquartered
in San Francisco and have operations in Northern California, Utah, Kentucky and New
Hampshire. We are a public company, traded on the New York Stock Exchange. We
currently employ over four thousand, and are among the ten largest bank credit card
issuers in the United States. Significantly, Providian is the largest provider of credit
cards to persons who are new to credit, or who have problems with their credit histories
and thus experience difficulties getting the credit they need to participate in today’s
financial marketplace.

Providian’s Community Reinvestment program has focused on the creation of jobs and
the development of affordable housing for low- and moderate-income families. Our
experience in community development and our understanding of the economic
circumstances of low- and moderate-income families have led us to conclude that for
many, employment and home ownership are beyond reach without safe and affordable
child care.

As an employer to thousands nationwide, Providian appreciates the value of child care for
all working parents. We believe that our success is generated by the commitment and
contribution of our employees, many of whom depend heavily on child care providers.
Many of these child care providers are under-assisted, under-financed and often
overwhelmed by the very real barriers that stand in the way of assured success.

Child care as a business operates with thin and fragile margins. Adequate provider/child
ratios make the business so labor-intensive that the loss of one or two children can put the
program under water. Employee turnover is constant, unlicensed competition is
relentless, and equipment and facility needs are unique, and therefore, almost useless as
collateral. Laws, regulations, and skills of every kind must be mastered, while liability
insurance is high priced and often hard to get. In a very real sense, child care lending is
not an attractive or even an acceptable option for most financial institutions. Traditional
underwriting will not produce anywhere near the supply of credit this business demands.



Child care providers are not strong candidates for traditional loans. Providian understands
the importance of credit availability to sectors of society that traditional banking
underwriting often deems to be un-bankable. Providian recognizes the cost of and need
for quality child care. Child care is an issue affecting working parents evervwhere. Our
business philosophy is to recognize problems and engineer solutions. We believe that
public/private initiatives, like Kiddie Mac, will make a profound impact on the
accessibility of quality child care. It can play an effective role in the development of
much needed credit availability.

So, what can a financial services company, known for engineered solutions, contribute to
the challenge of increasing affordable child care in a market that consistently maintains
an “unbankable” status?

In October 1997, Providian committed $5,000,000 to improve the quality and availability
of child care in New Hampshire. Our $1.8 million grant to the New Hampshire
Community Loan Fund (NHCLF) has secured space for hundreds of children statewide,
and thousands more children are due to benefit. The first statewide fund of its kind in the
country, the NHCLF makes loans to nonprofit organizations, like child care centers, that
meet the community needs. Providian’s grant will enable the NHCLF to help centers stay
open and create more space where it’s needed most. Also underway is an in-depth
evaluation of New Hampshire’s child care needs which is designed to quantify critical
child care issues for parents and their children, businesses, government, child care
providers, and advocates. The goal is to determine how to maximize Providian’s child
care commitment and leverage greater support for child care throughout the state. One of
our New Hampshire Vice Presidents serves as Co-Chair of Governor Jeanne Shaheen’s
Business Commission on Child Care.

In San Francisco, Providian recently contributed $400,000 to the Child Care Facilities
Fund (CCFF). The CCFF is a unique public/private partnership geared toward improving
the access to and the quality of child care in San Francisco by providing zero or low-cost
financing opportunities to child care providers in order to meet one-time capital
expenditures. The goals of the program are to help child care providers stay in business,
go into business and provide higher quality care. Initially, the fund has been organized
into two programs, a Family Child Care Assistance Program that provides small grants to
family based child care providers, and a Child Care Center Assistance Program designed
to provide low cost financing to nonprofit child care centers for the purposes of
improving their quality, safety and overall environment.

Providian is devoted to addressing the child care challenge for our employees and all
working parents in the communities in which we do business.

In the first six months, the activity generated by Providian/NHCLF's Child Care Loan
program in New Hampshire, has confirmed what our experience as a leading lender to
the “unbanked” market had suggested; the child care industry presents a credit challenge
to even the most highly motivated community lender. A child care provider’s loan



application depicts a small organization that is labor intensive, yet pays wages that
generate close to 50% turnover annually. Child care centers are small businesses whose
operating expenses depend on modest parent fees, that must remain affordable, and often
fundraising to meet operating expenses.

At Providian, we care about child care. We are here today to add that “Kiddie Mac™
offers an important tool for lenders who join us in recognizing the importance of these
providers to our children and to our businesses.

First and foremost, the loan guarantee provided in this legislation will open doors for
child care centers to approach banking institutions to discuss their financial needs. By
providing a federal guarantee, Kiddie Mac will help make banks more comfortable with
child care providers as borrowers. We’re confident that the new dialogue between banks
and centers will lead to creative financing opportunities that otherwise would not have
been realized.

Secondly, it is especially important to provide a loan guarantee program for non-profit
institutions like child care centers, since Small Business Administration loans have not
been available to this sector.

Third, low cost fire and liability insurance will help protect the centers and will do so at
an affordable price. By reducing insurance costs, resources are freed up for debt
repayment and other needs.

Finally, the legislation allows privately funded programs like ours to direct efforts away
from guarantees, and to focus on other areas like interest rate buy downs and technical
and training assistance, which can be critical to the success of child care center financing.

Clearly, Kiddie Mac is only one piece of the child care puzzle. But it will go a long way
toward addressing one of the major unmet needs of the child care industry - access to
capital. As we all know, there are other needs to be considered, including child centers’
ability to generate revenues, and their need for business and technical assistance.

The legislation you have before you is a good start. By enhancing credit, it will create
child care centers which otherwise never would have existed. It will effect expansions
that serve more children and more working parents. It will provide for improved
facilities, better play equipment, and a safer environment for our children. We urge your
support for Kiddie Mac. You have our commitment to work with you to make it succeed.

Attached is a report, commissioned by Providian Financial Corporation, by Dr. Lisa
Shapiro, Chief Economist for Gallagher, Callahan & Gartrell, discussing the economy
and child care markets. This analysis demonstrates that the child care challenge is multi-
faceted and that addressing these challenges will require creative partnerships between
the public and private sectors. Kiddie Mac is a fine example of this collaborative effort at
work.
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New Hampshire Economy

e Strong Growth; Measured but continued growth
forecasted.

e Labor markets tight; Unemployment very low and
employment growth has slowed recently. Finding and
retaining employees among the biggest challenges
N.H. businesses face.

* Net in-migration still important

* Technical workers at all skill levels in high demand.

* Business face increased pressure to be competitive
with greater ties to national and export economies.

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Changing Labor Markets

Working Parents

Percent of children < 6 living with working parents

New Hampshire, 1997

United States, 1997

United States, 1970

Gallagher, Callahan & Gartrell
3 Concord, New Hampshire




Changing Labor Markets
Welfare-to-Work

* More workers and more children in need of affordable,
quality child care |
—In 1997, 2,620 welfare recipients entered the
workforce in New Hampshire

— 6,500 additional New Hampshire children will need
child care as a result of reforms

e Child care centers employ welfare recipients
— 80% of for-profit chain centers
— 40% of independent nonprofit centers
— 30% of church-sponsored centers

— 20% of independent for-profit centers

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Public Money for Child Care
‘and Early Education

Public Higher Education Child Care and Early Education

Govermurent Pnvite
39% Sector
1%

Fanilies
60%

*The “other” category includes federal and local government appropriations. research and other grants and contracts from public
and private sources and endowment income. '

Gallagher, Callahan & Gartrell
Concord, New Hampshire




New Hampshire Child Care
Market Summary

Annual Revenues $85 million

Employment 4,500

Wages - Median Hourly Wage
Child Care Workers $6.90

Preschool Teachers $9.08

Gallagher, Callahan & Gartrell
6 Concord, New Hampshire




Where Are the Preschoolers?

NATIONAL

Child Care Centers

Home Day Care

Nannies

Relatives

Parents

Other

Child Care For Children Under 6

NEW HAMPSHIRE

Parents & Relatives
(27,600)

Center & Home-Based
Care

(41,400)

i

Gallagher, Callahan & Gartrell
Concord, New Hampshire
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Inckperdnt
Rr-Adt

o

Cnta-Based
Cae-45%

Rt Chairs:
%

*Other is: 8% Other Nonprofit, 8% Public School Preschools, and 9% Head Start.
Gallagher, Callahan & Gartrell
[ Concord, New Hampshire




Industry Structure
o TSize

e Total Annual Revenue $3O b11110n

— Non PI‘Oflt $12 b11110n “Corporate Sponsorshlps $2
‘billion S Sl .

e N umber of hlldren |

9m1111()n
9.”“thOusand |

. Number of Loce t1ns

. Annual Grow 'sét'Rates A g -
Industry Wlde 5 % - Corporate Sponsorshlps 25 %
e Market Concentratlon

— Top 50 companles control less than 10 % of the market

Gallagher, Callahan & Gartrell
9 Concor d, New Hampshire




Industry Structure

National Employment in Child Care Services

Share Percent
1996 of Growth
Jobs  Total 1986-1996
All Occupations in Child Care Industry 569,300 T7%
Executive, Administrative & Managerial 50,766 9% 146%
Professional Specialty 219,115 38% 53%
Technicians and..Related.Support . 888 0% 1%
Marketing and Sales - 84 0% 6%
Administrative Support - incl. clerical 105,861  19% 54%
Service Occupations 183,758  32% 130%
Agriculture, Forestry and Fishing | 235 0% -57%
Precision Production, Craft and Repair 760 0% -61%
Operations, Fabricators, Laborers 7,833 1% 36%

Gallagher, Callahan & Gartrell
1) Concord, New Hampshire
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.. ‘"_]nght Horlzo
_jfor 14, 156 ch11dren and has 134 chents

-.'_-HOI’IZOI]S vs. 26% for the for—proflt res1dent1al center.

| Topof the Heap?

Bright Honzons1s the nation’s largest provider of early
childhood education for the corporate market. The company

- partners with its corporate. Sponsors to prowde services to the

SpOIlSOI'S WOI'kaI'Ce OIl or near corporate premlses

.Bnght Honzons is a pubhcly traded company The
~company’s revenue has increased at a compound annual

~growth rate of 38% over the past 5 years to $85 million in
. "ff;li'f;ffISCal 1997 O . |

'operates 140 centers has a hcensed capacity

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Child Care Financing

Child Care Center Budgets

Per:'c-ent of Total

Nonprofit For-Profit
*Revenues

Parents | 55 88

Public Funds = 35 10

Other Private Funds 10 2
‘Expenses .

Labor : 79 62

Occupancy - 9 79

Food - 5 4

Other Operating, Overhead 7 12
*Surplus or Profit 09 5.1

Gallagher, Callahan & Gartrell
12 ; Concord, New Hampshire



Child Care Financing

Child Care Center Budgets (Continued)

Méan Values

Nonprofit For-Profit

ePercent of children who -

are subsidized 34 13
*Percent of centers using | |

volunteers 52 27
ePercent of centers with

before and after care for

school-age children 47 72

Gallagher, Callahan & Gartrell

13 Concord, New Hampshire




Child Care Financing
Change in Sources of Center Revenue
(1988-1997) |

Income from Income from

Sector Public Funds Parent Fees
Independent | |
For-Profit | +10% - -9%
For-Profit Chain +17% -9%
Independent

- Nonprofit -4% 2%

Church-Related
Nonprofit +4% -3%

Gallagher, Callahan & Gartrell
4 Concord, New Hampshire
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Child Care Financing

Home-Based Child Care Economics

Number of Child Care Slots 6 S
Weekly Charge Per Child ' $90 $90
Weekly Revenue $540 $450
Vacancy Rate 10% 10%
Adjusted Wég:k]_y Revenue $486 $405
Occupancy/Overhead Costs $185 $154
Gross Profit $301 $251
Annual Gross Profit =~ $15,669  $13,057

4
$90

$360
10%
$324
$123
$201
$10,446

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Compensation
Trends in Hourly Wages for Center-Based Child Care Staff

Real Average Hourly Wage Percent Change

Staff Position 1992 1997 —1992-1997
Lowest-Paid $5.91 $6.00 1.5%
Assistant -

Highest-Paid $7.03 $7.00 (0.43%)
Assistant

Lowest-Paid $7.55 $7.50 (0.66%)
Teacher .

Highest-Paid $10.33 $10.85 5%

Teacher

Gallagher, Callahan & Gartrell

Concord, New Hampshire




Compensation

Average Hourly Wages by Sector and Accreditation Status
Program Lowest-Paid Highest-Paid Lowest-Paid Highest-Paid
Type Assistant Assistant Teacher Teacher
Independent - " o
For-Profit $6.06 $7.62 $7.36 $11.19
For-Profit | | |
Chain $5.46 $6.21 $5.52 $7.16
Independenf
Nonprofit $6.62 $7.79 $8.65 $12.27
Church-related |
Nonprofit $6.17 $7.18 $7.62 $10.59
Not NAEYC- |
Accredited $6.20 $7.34 $7.64 $10.73
NAEYC-

Accredited $6.79 $8.52  $8.97 $14.35

Gallagher, Callahan & Gartrell

17 Concord, New Hampshire




Compensation
Average Annual Earnings of Child Care Teaching Staff

30,000

w
[0)]
<
c
—_
©
w
©
3
c
o
e

Lowest- Highest- Poverty Lowest- Highest-
Paid Paid Level for Paid Paid
Assistant Assistant Family of Teacher Teacher
Three

Gallagher, Callaban & Gartrell
Concord, New Hampshire




Annual Earnings

i

J
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[52]
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o

Compensation

Average Annual Earnings of Civilian Labor Force

Goua(

$46.502

Ghoang

JuJno

35000

30,000

$5,000

$0 . : . » R .
HS Some BA or HS Some BA or
Diploma College More Diploma College More

L | ] I I |

Female Male

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Child Care Costs

* Percent of Monthly Family Income Spent on Child Care

Annual Income Share of Income
Under $14,400 25%
$14,400-35,999 12%
$36,000-53,999 8%
$54,000 and over | 6%

 Amount U.S. employers lose due to child-care-related
absences: $3 billion. Est. N.H. Losses: $12-24 million

« Percentage of employees eligible for employer-assisted

child-care benefits: 4 percent

Gallagher, Callahan & Gartrell
Concord, New Hampshire




i Chlld Care” Costs and Quahty

Lowermg Costs may not encourage palents to buy better child care

:ingh Prlced
;Markets

:Moderate
Priced
Markets

Low Priced

Markets

21

Average Hrs Average Av'erage %
“of Care Group -~ Trained

Consum ed """ - Size - P_.ro_viders

- 30.8 ;fj 10.3 - 89%

366 125 ©85%

453 147 - 79%

Average
Staff to

1:4.5

1:4.7

1:5.12

Gallagher, Caltahan & Gartrell
Concord, New Hampshire

- Child Ratio




Quality
State by State Child Care Assessments

State

Quality

Availability
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Quality
Turnover And Stability

Numerous studies indicate that low staff turnover and administrative
stability contribute to higher-quality child care.

Program Annual . Teaching Staff
Type : . Turnover - Remaining 5-10 Years
Independent For Profit - 35% | 29%
For-Profit Chain 45% 20%
Independent Nonprofit o 28% 39%
Church-related Nonprofit 26% 29%

Not NAEYC- Accredited 34% | 29%
NAEYC-Accredited 20% 53%

All Centers 31% | 32%

Gallagher, Callahan & Gartrell
Concord, New Hampshire




Corporate Involvement in Child Care
A “One Sided” Introduction

e Percent of Large Companies Involved in Child Care
1990 1995
Work Site Care 6% 10%
Child Care Assistance 64% 85%

e Simmons Graduate School of Business Study

— 42 % of survey respondents cited child care as an
important factor in joining a company

— 19 % turned down or did not pursue a job because of
lack of benefits |

e Union Bank

— savings from reduced turnover and absenteeism were
double the cost of subsidizing the center Gallagher, Caltaban & Gartrel

Concord, New Hampshire
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Governor’s Business Commission
Summary of Overview Presentation

Trends

e Tight Labor Markets

Increased Competition

Working Parents
 Weltare-to-Work
e Kids Count

Issues
* Business
e State
* Quality
. Compensation

e Cost/Access

Gallagher, Callahan & Gartrell

Concord, New Hampshire




Governor’s Business Commission
Summary of Overview Presentation

Some Options for Business

e Corporate-Partnerships
for on-site child care

 Corporate-Sponsored
vouchers

* Expanded/Flexible
Benefits Packages

« Equity Investments

Some other Policy Options

Tax Credits

Public/Private
Partnerships

Quality Enhancement

Creative Financing
Programs

Volunteerism

Parents

27
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TESTIMONY

THE HOUSE BANKING SUBCOMMITTEE ON CAPITAL MARKETS, SECURITIES
AND GOVERNMENT SPONSORED ENTERPRISES

PREPARED BY
TRINITA LOGUE, PRESIDENT
ILLINCIS FACILITIES FUND

JUNE 16, 1998

Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to speak with you about H.R. 3637, the Children’s
Development Commission Act. To my knowledge, this is the first bill of any substance to
address the overwhelming need for an organized response to the crisis in child care
facility finance and development that exists in many parts of the country. Such a
commission will be able to help support a coherent system of early childhood
development in the United States, even while supporting states in their individual efforts
to respond to the needs and desires of all families.

The lllinois Facilities Fund is a statewide nonprofit community development
financial institution created in 1988 by a foundation to make below-market loans to
nonprofits unable to obtain conventional financing. The IFF also undertakes real estate
development for nonprofits. While we work with nonprofit agencies in many fields, we
have an expertise in child care. In addition to lending and consuiting on real estate
projects, we financed, constructed and own seven large child care centers in five lllinois
cities, through a program we designed in partnership with the State of lllincis. We are
managing the construction of two additional child care centers in Chicago, which will
break ground this summer, partly funded with Empowerment Zone funds and focused on
supporting the goals of welfare reform. These buildings will both create jobs and enable
parents to accept employment.

The majority of our work is in disinvested or low-income neighborhoods, because
these are the communities in which banks are more hesitant to lend, generally due to low
real estate values. :

The IFF is a founder of the National Children’s Facilities Network, a group of
nonprofit organizations similar to the IFF, which tracks state and federal policy with regard
to capital investment in the child care field, and encourages better financial planning. In
lllinois, the IFF is involved in research and policy activities to improve ptanning for child
care and to increase funding and operating flexibility. The IFF provides consulting to
government entities and nonprofit agencies on planning, the financial feasibility of real
estate projects, and on the construction, operations and funding of buildings for new or
growing programs.

Child care has recently become a visible and integral part of American life as
women of all ages and incomes continue to seek full time or part time employment. In



addition, there is a growing realization that appropriate early childhood development is
absolutely critical in every child’s life. Child care is more than a support service to enable
parents to work; early childhood development determines whether children are
developmentally prepared for kindergarten. For these reasons, there is tremendous
pressure on the child care field to grow. While many families have child care choices with
little or no financial constraint, parent behavior shows that there is a limit to the amount
that will be paid for this care, no matter what the family income. It is generally agreed by
child care advocates and observers of the economics of the field that no family should
pay more than 10 percent of the family income for child care. As with so many other
services, higher income families actually pay a smaller percentage of their incomes for
child care than lower income families pay.

Studies show that 32% of all parents using out-of-home care for their pre-
schoolers choose or want to choose a child care center. Further, studies show that a
majority of parents using out of home care for children older than age two choose or want
to choose center based care, because it is believed that centers provide socialization and
education more consistently and with greater accountability than other providers.

Federal policy over the past several years has dramatically increased the demand
for child care for low income families but has done nothing to increase supply. Study after
study provide critiques and recommendations for the rapidly growing field. However, few
of these address the financial and capital needs of this asset-intensive business, and this
is what H.R. 3637 will do. It is a welcome addition to the efforts to design a
comprehensive system for parents who must or choose to take advantage of early
childhood development programs for their children.

It is no surprise that child care programs for middle and low income families are
experiencing even greater pressure as a result of the repeal of welfare. In the
communities where this urgency exists, we do not have the supply of quality early
childhood programs that middle and upper income communities take for granted.

According to the lllinois Department of Human Services, as of March 1, 1998,
there were 530,000 recipients of Temporary Assistance to Needy Families (the program
that replaced AFDC). Of these, 370,000 were children. The lllinois Facilities Fund projects
that in the Chicago metropolitan area alone about 39,000 of these children will need full-
day care within the next two years and will qualify for a child care subsidy. Of these .
families, 13,000 children are likely to select center-based care.' lllinois currently does not
have child care programs to accommodate this projected demand. One example is in the
Englewood neighborhood of Chicago, where 1,519 children under five are eligible for 161
child care spaces (including child care centers and licensed home providers). This
community can only provide child care for 11 percent of the children needing care, even
though these parents gqualify for a subsidy and most will lose welfare benefits in the near
future.

' The IFF uses conservative 2stimates based on current parent behavior, which indicates that
between 32% and 33% of parents cicose child care centers, and a majority of parents of children
three and four years of age chcose centers, according to The Future of Children: Financing Child
Care (1996).
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Child care is a highly regulated industry - both the building and the program of any
child care center are subject to licensing, healith and safety codes, and curricuium
requirements. (Licensed homes also have regulations in lllinois.) Licensing covers staffing
and square foot requirements. In order to obtain a license, the child care provider is
required to make an up-front capital investment in buildings, supplies, playgrounds, and
professional staff. Few child care providers with a mission to serve a mixed income
community can make this investment, for reasons that are common to many smail
businesses and many nonprofit agencies, including a lack of collateral, low real estate
values, and, most importantly, constrained revenues. However, the regulations are not
causing problems of affordability. Personnel costs account for at least 80% of the costs
of a typical child care center, and no one in the child care field believes that there are
more staff than needed to provide quality programs.

Child care as a business cannot increase revenues to cover increased expenses
without a very careful analysis of parent income and other choices available to parents.
As a rule, child care providers work very hard to keep costs as low as possible. Their
mission - whether for-profit or nonprofit - is to work with young children, and they want to
remain in business.

Earlier this year President Clinton stated that he would like to subsidize child care
for 1 million more low-income children, and increase Head Start by 350,000 children. The
table below shows the projected capital costs associated with such a goal. In the table, it
is assumed that only 32% of the children would use this subsidy in child care centers (see
Footnote 1 on page 2):

Program Additional children | Additional Additional Total cost over
to be served in classrooms square feet five years
child care centers needed needed
over five years
Child Care 320,000 children | 16,000° 22.4 million” $2.24 billion*
Block Grant (32% of total)
Head Start 350,000 Total 20,588° 12.25 million® | $1.23 billion
. 270,000 three-to-
five-year-oids
e 80,000 Early Head
Start children

Source: Ilnom Faciities Pund

This table shows that for every additional dollar spent on the above programs,
$0.31 in capital investment will be necessary to meet the increased demand, just from the
parents who choose child care centers. We have not kept up with the need for capital
investment in child care centers in the communities throughout the country where they
are most needed.

2 Based on 20 children per classrcom

3 Assumes 70 square feet per child

* Assumes $100 per square foot for new construction. Source: The Future of Children: Financing
Child Care. Vol. 6, No. 2, 1996.

’ Based on 17 children per classroom. Assumes full-day

? Based on 35 square feet net usable space, per Head Start regulations.




Do we need a federal program to deal with this enormous need? Yes. H.R. 3637
is the first such broad effort. However, there are a number of barriers to financing that
must be addressed as H.R. 3637 is designed and implemented.

Revenue limitation creates three distinct barriers to adequate market response to
the growth of the child care field, particularly in middle and lower income communities.
First, while government subsidies have increased overall, per child revenues have not
increased and they are inadequate to spur investment or cover the true cost of quality
care. Second, when child care providers want to respond to new demands, they still need
to make a capital investment, or they spend a significant amount of time saving or raising
the funds in order to undertake the facility project. Too often the immediate day to day
needs win out over saviflg for a downpayment for a new facility. If successful in raising
enough capital to launch the project, the low margins available for debt service determine
the amount that can be borrowed. And finally, child care center buildings are special use
buildings, decreasing their value to conventional lenders. As a result, lenders often
require higher interest rates and greater debt coverage and loan to value ratios. H.R.
3637 will be able to address this problem directly.

These financing barriers have other implications and consequences for
communities, families and children. The supply of center-based child care does not
increase as demand increases, particularly in low-income neighborhoods. [ntervention in
this market is necessary, and this is the role that can be played by H.R. 3637.

Many banks are interested in community development lending, but in our
experience in lllinois, even if debt service coverage requirements can be met through
revenues, in most cases banks still require equity contributions of 20 percent and loan to
value ratios based on appraisals. A sensible companion to H. R. 3637 would be an
authorization to allow the states to use the Child Care Block Grant to provide equity
grants to child care centers and programs in certain underserved communities. These
projects would then be able to make use of bank lending, assuming they can generate
enough revenue to cover debt.

In general | believe the guarantee amount proposed in H.R. 3637 should be used
as a mechanism to stretch banks further in their loans to child care centers. | urge the
Committee to provide guarantees based on terms proposed by banks, adjusting the level
based on concessionary interest rates on the part of the bank. | also propose that special ..
consideration be given to banks that work hard-to-make loans in low to moderate
communities, so that H.R. 3637 is used to direct investment more equally throughout our
communities.

SUMMARY

Despite wide recognition of child care as a valued service for parents and children,
the field faces a constant lack of adequate resources to meet demand. This is largely
because the costs of quality child care are more than what most parents will pay or are
able to pay. The economics of the current child care field are built on keeping costs low.

The child care work force is the lowest paid wark force in the country - in order to
improve quality these salaries must be increased. H.R. 3637 is an opportunity to
proactively address the issues of supply and related issues.



