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State Index of Policy Changes

A separate index has been prepared for each state and the District of Columbia to summarize
all of the policy changes reflected throughout the 2007 Update. Each state’s index is available
at www.policymatters.us
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Assessing State Policy Changes Affecting Children and Families

The purpose of this report is to track changes in state policy areas that are critical to the well-being of
children and families. In doing so, this report aims to help policymakers, advocates, and researchers:

¢ Identify selected policy improvements by state;

+ Compare policy changes across states;

* Consider opportunities for additional policy change within states; and
» Examine trends by policy area.

This 2007 Update is a supplement to the 2006 Policy Matters report that is available at
www.policymatters.us. The 2006 report includes more detailed background information for each policy
area, and provides the baseline policy data to which new data in the 2007 Update are compared.

For the majority of policy measures included in this report the 2007 Update includes updated policy data
tables and descriptions of notable policy changes. In addition to this report, several supplemental briefs
are available:

- State Indexes. A separate index has been prepared for each state and the District of Columbia to
summarize all of the policy changes reflected throughout the 2007 Update. Each state’s index is
available at www.policymatters.us.

« Policy Briefs. Six policy briefs that provide more extensive discussion of state policy approaches in
the areas of health, school readiness, education, family relationships, youth transitions, and economic
success for families are available at www.policymatters.

Staff members of the Policy Matters project are available to provide technical assistance to policymakers,
advocates, and researchers using these materials. For more information on this work, please contact:

Center for the Study of Social Policy

Noel Bravo

1575 Eye Street, NW, Suite 500
Washington, D.C. 20005

(202) 371-1565
WWW.CSSp.org






Overview

The central premise of the Policy Matters project is that policies promoting child and family well-being can
not be viewed in isolation of each other, and instead must be pursued as part of an integrated, proactive,
and broad policy strategy. The following overview presents the framework for this approach and explains
how this framework translates into a focused set of policies that are tracked through this initiative.

An Integrated Strategy: The Two-Generation Approach

Research shows that for children with limited opportunities, state policies can help level the playing field
by investing in education, health care, and other critical supports. Research also shows that a critical
determinant of a childs well-being is the well-being of their parents, which includes parental education,
income, and emotional health." Parental well-being not only drives a childs experience in the home, it also
determines how effectively a child can access opportunities and services available outside of the home.

Given the critical influence of parents, policies promoting their well-being are an essential component of
a strategy for improving opportunities for children. States and the federal government have enacted many
such policies, yielding positive results for children and families. The following examples illustrate the
effectiveness of this “two-generation” approach:

* The Earned Income Tax Credit (EITC) allows low-wage parents to retain a greater portion of their
income, and is considered one of the most effective policies in history for lifting children out of poverty.
Each year, the EITC lifts approximately 4 million people out of poverty, including approximately 2
million children.”

* Medicaid allows for coverage of low-wage parents as well as their children, and research shows that
parental health insurance coverage is not only important for a parent’s own health, it is also is a strong
predictor of a childs use of health services.’

¢ Policies supporting paid parental leave from work not only enhance parents’ ability to retain employ-
ment while effectively caring for children, they also result in increased parental bonds and better health
outcomes for both mothers and infants.”

These examples illustrate how a strategy for enhancing child well-being becomes much more likely to
succeed when it integrates policies that affect parents’ health, employment, and economic opportunity.

A Proactive Strategy: Promoting Work and Opportunity

Despite the best intentions of policymakers, state policy can sometimes create barriers to a family’s ability
to work, advance economically, and provide quality care for their children. The policies presented in this
report share the quality of being proactive, meaning that these policies (a) promote families’ ability to work
productively, (b) prevent temporary crises from becoming major setbacks, and (c) provide early investments,
which research shows to be more effective and cost-efficient than reactive, remedial strategies. The following
table further illustrates these distinctions:

More effective policy Less effective policy

Encourages work by allowing Discourages work through high taxation at low wages or
low-wage families to keep more the loss of benefits (like health insurance) when families
of their earnings. increase their earnings.

Provides temporary assistance Ignores temporary setbacks (such as job loss or illness),
to families during crises to which may then become major challenges (like chronic
preserve financial stability. unemployment or disability).

Takes an early investment Relies on costly interventions to address challenges that
approach through education and | could have been prevented through earlier, smaller
preventive health care, investments.

for example.
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A Broad Strategy: Multi-faceted Solutions for Multi-faceted Challenges

A third element of the Policy Matters framework is the inclusion of a broad set of policies that address the
multiple challenges faced by children and families. These policies address five key factors that are essential
to the stability of families and the opportunities available to children: employment, income and asset
growth, health, education, and healthy family relationships.

This framework also reflects the fact that child and family well-being is a desirable end in itself, and is
also a means to other broad social goals, including a stronger work force, healthier communities, and
more efficient investment of government resources. These connections, illustrated below, are defined
in the policy descriptions in the main body of this report.

Effective State Policy Promoting:

Employment

- Stronger Work Force
Income and Asset Growth

Child _amd « Healthier Communities
Health - Family ™ |. More Efficient
Education Well-Being Government
Investment

Healthy Family Relationships

Through these connections, state policymakers can enhance the well-being of children and families while
at the same time enhancing the strength of the work force, communities, and state government.

The Context for Assessing Policy Changes

In 2006, the Center for the Study of Social Policy published its first 50-state report presenting the status of
selected state policies in the five areas highlighted above. This report summarized research demonstrating
the effectiveness of specific policy measures, and presented 50-state data for each policy measure. While
the policy measures and data presented were not intended to provide a comprehensive assessment of state
policy in a given area, they were intended to provide an important framework and starting point for dis-
cussions of a state family-strengthening policy agenda.

Most of the data included in the initial report reflected the status of state policy in 2005, although limits
on data availability, particularly in the area of education, required the use of some data collected prior to
2005. Since the release of the 2006 report, significant changes occurred in states, and these changes are
the focus of this 2007 Data Update. Before discussing these changes, however, this overview first examines
the fiscal and political context in which these changes were made.

Fiscal Context. Between fiscal year (FY) 2001 and FY 2004, state policymakers faced an aggregate budget
gap totaling $235 billion,” the worst fiscal situation since the end of World War II. Since then, states experi-
enced healthier revenues, but challenging budgetary imbalances remained. In crafting their budgets for FY
2005, two-thirds of states faced budget shortfalls.” The budget picture improved somewhat for FY 2006,
but one-half of states still faced another round of gaps at that time." In crafting their budgets for 2007, most
states returned to a stable budget environment, and many began seeing surplus revenues available.®
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Political context. In governors’ offices and in state legislatures, this period was characterized by relative
stability. After the 2004 elections, Democrats and Republicans equally divided state legislative seats nation-
ally. Republicans controlled 20 legislative bodies; Democrats controlled 19; and 10 were split with each party
controlling one house.” In governors’ offices, elections yielded 12 new governors during 2005 and 2006."

Interpreting Policy Change

Within the context defined above, states made many policy changes affecting children and families. Before
discussing these changes, however, several disclaimers must be made regarding the approach taken in this
report to assessing policy change.

Meaning of change. Any attempt to highlight critical policy measures runs the risk of oversimplifying
complex policy issues. Policy Matters selects measures strategically, explains why these measures were
selected, and discusses limitations of these measures. For example, this report identifies changes made
by states in eligibility for child care subsidies, but was not able to include data on funding levels for these
subsidies. Therefore, some states may have increased eligibility, but may not have increased funding,
which contributes to longer waiting lists for subsidies. This example illustrates that care must be taken in
assessing the meaning of changes in any given policy area.

Magnitude of change. Some policy changes discussed in this report have great potential to have a
significant impact on children and families, while others may be of relatively small scale. This report does
not normatively comment on the magnitude of changes made, but does attempt to quantify these changes
according to the measures selected, allowing the reader to interpret their significance.

Method of change. In addition to legislative and executive action, two other important drivers of policy
change emerged through this analysis and are reflected in this report. First, lack of action on the part of
policymakers can result in significant policy changes affecting low-wage families. For example, low-wage
families sometimes experience small wage increases that may allow them to accommodate increases in the
cost of living, but not advance economically. Accordingly, states often update earning thresholds that deter-
mine families’ eligibility for work supports such as child care, health care, or tax credits. However, when
states do not update earning thresholds enough to reflect the small cost-of-living increases that low-wage
families may receive, these families can suddenly lose eligibility for work supports, although they may
remain near the federal definition of poverty. Such examples illustrate how lack of action by state policy-
makers can result in a de facto policy change.

A second notable means of policy change encountered in this report is the use of state ballot initiatives.
In 2006, six states raised their minimum wage and implemented an automatic method for future increases
through voter referenda. Two states raised cigarette taxes through the same means.

Summary of Policy Changes

The changes in the policy measures discussed in this report can be categorized in three groups: those
where states expanded policies promoting opportunity, those where states diminished or reduced these
policies, and those where states made no changes. The following discussion highlights selected policies
in these groups. For those policy areas seeing a mixture of expansions and reductions, no summary is
included here.
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Enhancement of policies promoting opportunity. The following policy areas saw gains
in policy protections and supports among states:

 Protection against predatory mortgage lending — In 2006, two states adopted new laws that
provide significant protection against predatory mortgage lending. No states reduced this protection.

Enhanced

Ohio and R.I.

Reduced

« Earned Income Tax Credit (EITC) — Four states instituted a new state EITC — three of which became

effective in 2006 and one of

which will be effective in 2008. No states reduced this support, although

Colorado continued its suspension of an existing EITC.

Enhanced

Neb.,Va., Ore., Mich.

Reduced

Colo.

- State minimum wage (SIVIW) — Sixteen states and the District of Columbia increased their state
minimum wage in 2006, seventeen additional increases were enacted for 2007, and six increases were
adopted for 2008. No state reduced this wage.

Ariz., Ark., Calif., Colo., Conn., D.C., Del., Fla., Hawaii, Maine, Md.,
Enhanced Mass., Mich., Mo., Mont., Nev., N.C., N.J., N.Y., Ohio, Ore., Pa., R.l.,
Vt., Wash., Wis., W.Va.
Reduced -

automatically to offset inflati

« SMW adjustment policy — Eight states enacted new policies to adjust the state minimum wage

on. No state reduced this policy support.

Enhanced

Ariz., Colo., Mo., Mont., Nev., Ohio, Vt., W.Va.

Reduced

- Cigarette taxes — Fight st

ates increased their cigarette taxes in 2006. No state reduced this tax.

Enhanced

Alaska, Ariz., Hawaii., N.J., N.C., S.D., Texas, Vt.

Reduced

« Prekindergarten for four-year-olds — Between 2002-03 and 2004-05, 25 states increased prekinder-

garten funding for four-year

olds, whereas 13 states reduced funding.

Enhanced Ariz., Ark., Calif., Conn., Del., Fla., Ga., lll., lowa, Kan., Ky., La., Maine,
Mich., Neb., Nev., N.J., N.Y., Okla., Ore., Texas, Vt., Va., W.Va., Wis.

Reduced Ala., Colo., Hawaii, Md., Mass., Minn., Mo., N.M., N.C., Ohio, S.C.,
Tenn., Wash.

Vi
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Reductions in policies promoting opportunity. The following policy areas saw significantly
more state reductions than expansions of these policies:

¢« Income tax thresholds. In 2005 (the most recent year for which data is available) 11 states and the
District of Columbia increased the threshold at which they begin levying taxes on lower-income families.
This threshold is measured as a percentage of the federal poverty level (FPL), so although 19 other states
raised this thresholds nominally, the increase did not outpace the increase in the FPL.

Enhanced D.C., Kan., Ky., Md., Mass., Mont., N.Y., Ohio, R.l., S.C., Vt., Wis.
Reduced All other states

- Parent eligibility for Medicaid. In 2006, seven states and the District of Columbia raised the eligibility
threshold to help more low-wage parents access Medicaid. For all other states, this income threshold
(when measured as a percentage of the federal poverty level) decreased.

Enhanced Ala.,Colo., D.C., Idaho, Maine, Mich., Nev., N.J.
Reduced All other states

« Education funding equity — On this measure, 12 states produced increases in the degree of funding
equity between school districts, while 33 states produced declines in this measure.

Enhanced Ala., Ark., Calif., Ga., Ind., Mass., Mo., N.H., N.M., Pa., Tenn., V.

Ark., Ariz., Colo., Conn., Del, Fla., Idaho, lll., lowa, Kan., La., Maine,
Reduced Mich., Miss., Mont., Neb., Nev,, N.J., N.Y.,, N.C., N.D., Ohio, Okla, Ore,
R.l, S.C., S.D., Texas, Utah, Va., Wash., W.Va., Wyo.

« Education funding adequacy — Using the proportion of school district funding provided by the state
as a proxy measure of funding adequacy, eight states increased funding adequacy while 40 states reduced it.

Enhanced Colo., lll., Miss., N.D., Ohio, Ore., S.D., Wyo. (Fla. remained constant)
Reduced All other states

- Tuition costs for higher education (four-year institutions) — For four-year institutions of higher
education, all but three states reduced accessibility to higher education by raising average tuition rates.

Reduced costs Hawaii, Nev., Wyo.
Increased costs All other states

- Tuition costs for higher education (two-year institutions) — For two-year institutions of higher
education, all states reduced accessibility to higher education by raising average tuition rates.

Reduced costs -

Increased costs All states

vii
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No Policy Changes. The following policy areas saw no changes among states:

- Unemployment insurance eligibility and extended benefits — No state changed the use of an
alternate base period or the eligibility of workers seeking only part-time work. Nor did any state adopt
the extended benefits of a children’s allowance, indexed benefit levels, or extended benefit triggers.

* Health care benefit parity for mental health and substance abuse — No state changed the
requirement that private health insurers provide coverage for mental health and substance abuse
treatment at a level comparable to coverage for physical ailments.

« School health requirements for physical education — No state changed requirements for the
inclusion of physical education in school curriculum.

« Alcohol taxes — No state changed excise taxes for beer, wine, or liquor.

- Family and medical leave — No state changed job protections or wage replacement benefits for
workers who need to leave work to care for family members.

Other policy issues tracked in this report either saw a combination of states expanding and reducing
protections and supports, or had no data available for comparison. For all policy areas detailed 50-state
data is included in the relevant sections of this report.

Looking Ahead

As policymakers and advocates examine policies affecting families in 2007, they face a different financial
and political environment than in recent years. Financially, states are in a much stronger financial position
than in years past, due to a nationwide economic recovery restoring revenues to state coffers.'" Politically,
11 states are beginning 2007 with new governors, and nine states have seen a change in party control of
their state legislature.

According to the National Conference of State Legislatures survey of state legislative fiscal directors, three
issue areas are expected to dominate many policy discussions in 2007:"

« Education. At least 29 states are expected to address a variety of K-12 issues, including funding
equity and funding adequacy, school funding formulas, and teacher salaries. Several states also are
expected to consider changes to funding for higher education and community colleges.

+ Health care and Medicaid. At least 17 states are expected to focus on these issues, including
the share of costs assumed by states and the federal government, issues of the uninsured, and the
operation of the health care delivery system.

« Tax policy. At least 17 states will examine issues such as tax relief, revenue increases, and tax reform.
Of note will be property tax rates, which increased in many areas due to rising property values, and
have major policy significance because they have a direct relationship to, and impact on, school
funding equity and adequacy.

Based on these emerging changes in financial and political environments, 2007 could be an active year for
state policymakers focused on the well-being of children and families.

Next Steps for Policy Matters

The Policy Matters project is committed to providing useful state policy data to policymakers and advocates
who seek to enhance the lives of children and families. In 2007, this project’s priorities are:

¢ Refining data measures. During 2007, Policy Matters will review and strengthen the body of policy
measures included in the annual report, incorporating lessons learned for how new or different policy
measures may provide a more robust and compelling framework.

» Updating data. Based on the refined data measures, annual data updates, and enhanced analysis
of year-to-year trends, Policy Matters will be available to better illustrate the connections between state
policy and outcomes for children and their families.

viii
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 Presenting policy research in new priority areas. Policy Matters will expand and enhance its
policy framework by developing new syntheses of state policy in the areas of child welfare and the
return of ex-offenders to communities and families.

« Providing technical assistance. As policymakers and advocates explore new policy areas within
the Policy Matters framework, technical assistance in the form of supplemental policy information,
on-site consultation, and networking with policy experts in specialized areas of interest will continue.

As Policy Matters continues aiming to serve as a useful tool for multiple audiences, this work must still be
viewed in the context of several caveats. First, data and research limitations prohibited the inclusion of
some key policy measures (e.g., waiting lists for child care subsidies and intensive child abuse prevention
services), although the importance of these missing measures is noted and discussed in the corresponding
policy descriptions. Second, this work recognizes that the adoption of policy is only the first step toward
truly affecting families. The implementation of policies presents a host of additional challenges and consid-
erations, which, for the sake of brevity, are not discussed here. At a minimum, however, the policies
presented in this document offer a critical point of entry for discussions of state-level policy for promoting
opportunities for children and families.

The next section of the report presents a research summary for each policy area, a detailed profile of each
policy measure, data on each state’s corresponding policy status, and a description of policy changes that
have occurred recently.
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POLICY 1:
Protection Against Predatory Lending

Why Protection Against Predatory Lending Matters. States secking to promote a
more stable work force and financial opportunity for families can do so through policies that protect
working families from abusive lending practices. Research shows that communities where residents have
significant assets are more stable and community participation is more positive.! Two types of predatory
lending dominate the market: predatory mortgage lending and “payday” lending.

Predatory mortgage lenders take advantage of uninformed borrowers or those with limited credit histories
by using unfair lending practices such as negative amortization and prepayment penalties. These practices
can strip a family’s hard-earned home equity, and also can lead to mortgage foreclosure. Every year, preda-
tory mortgage lenders cost America’s families an estimated $9.1 billion.?

Payday lending is the practice of providing short-term, often high-interest loans, typically secured by a
check or authorization for automatic withdrawal from the borrower’s bank account. The fees range from
10 to 25 percent of the loan or check amount, which translate to annual interest rates ranging from 391
percent to 443 percent.” Commonly, a payday borrower pays an average of $855 in interest and fees to
borrow $255.% Borrowers who cannot repay their loan are flipped into a series of repeat transactions to
avoid bouncing the check securing the loan.” Most payday borrowers end up in a downward economic
spiral from growing interest payments, making them less likely to qualify for conventional loans and more
dependent on additional high-interest payday loans. One estimate is that payday lending costs low-wage
families $3.4 billion per year.®

Key State Policy Measures. To help hard-working, low-wage families retain their earnings and
assets, states can enact the following regulations that ban unfair and abusive lending practices:

1.1 Predatory mortgage lending prohibitions. States can prohibit lending practices that result in
the loss of home equity by unsuspecting consumers. These practices include negative amortization,
prepayment penalties, credit insurance financing, home loan refinancing to the detriment of the
consumer, high interest rates not justified by risk factors, and excessive foreclosures. Some states
have enacted laws that provide families with only minimal protection beyond what is included in
federal law. Other states have enacted no protection. The most effective state policies are those that
include specific restrictions on unfair practices that supplement restrictions included in federal law.

Changes in 2005-06: The following policy changes occurred in 2005-06:

» Ohio now provides significant protection beyond that provided in federal law. Previously,
Ohio's protections only minimally exceeded those in federal law.

* Rhode Island now provides significant protection beyond that provided in federal law.
Previously, Rhode Island provided no protections beyond those in federal law.

1.2 Payday lending restrictions. States can restrict the abuses of payday lenders through two
primary means. First, states can prohibit payday loans through small-loan interest rate caps,
anti-usury laws, or specific prohibitions on check cashing. Second, states can enact specific laws

to prohibit local lenders from circumventing local restrictions.”

Changes in 2005-06:
* Rhode Island and Michigan enacted legislation that legally authorizes payday lending.

* New York, North Carolina, and Pennsylvania, — through enforcement actions and
judicial rulings — established some prohibitions against partnering with out-of-state
banks to avoid local restrictions.
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Protection Against Predatory Lending

Measure 1.1: Predatory Mortgage Lending Prohibitions
Does state law include prohibitions against predatory mortgage lending that exceed basic

protections in federal law?

State protection significantly exceeds
federal law

Ark., Ga., Ill., Mass., N.J., N.M., N.Y., N.C., Ohio,
R.I, S.C., W.Va.

State protection minimally exceeds
federal law

Calif., Colo., Conn., D.C., Fla., Ind., Ky., Maine, Md.,
Mich., Minn., Nev., Okla., Pa., Texas, Utah, Wash.,
Wis.

No state laws

Ala., Alaska, Ariz., Del., Hawaii, Idaho, lowa, Kan.,
La., Miss., Mo., Mont., Neb., N.H., N.D., Ore., S.D.,
Tenn., Vt,, Va., Wyo.

Measure 1.2: Payday Lending Restrictions

Does state law restrict payday lending and prohibit local lending companies from partnering
with out-of-state banks to avoid local restrictions?

Yes, both

Ga., Md., Mass., N.Y.,* N.C.,* Pa.*

Restricts payday lending, but does not
prohibit out-of-state partnering

Ark., Conn., Maine, N.J., Vt., W.Va.

No restrictions

N.M., Wis.

Allows payday lending under current law

Ala., Alaska, Ariz., Calif., Colo., Del., D.C., Fla.,
Hawaii, Idaho, llI,, Ind., lowa, Kan., Ky., La., Mich.,
Minn., Miss., Mo., Mont., Neb., Nev., N.H., N.D.,
Ohio, Okla., Ore., R.l,, S.C., S.D., Tenn., Texas, Utah,
Va., Wash., Wyo.

* New York, North Carolina, and Pennsylvania — through enforcement actions and judicial rulings — have established some prohibi-
tions against partnering with out-of-state banks to avoid local restrictions.
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Selected State Policies on Protection Against Predatory Lending
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Alabama - Allows Payday Lending Under Current Law
Alaska - Allows Payday Lending Under Current Law
Arizona - Allows Payday Lending Under Current Law
Arkansas Significant Restricts Lending Only
California Minimal Allows Payday Lending Under Current Law [a]
Colorado Minimal Allows Payday Lending Under Current Law [a]
Connecticut Minimal Restricts Lending Only
Delaware - Allows Payday Lending Under Current Law
District of Columbia Minimal Allows Payday Lending Under Current Law
Florida Minimal Allows Payday Lending Under Current Law
Georgia Significant Restricts Lending and Prohibits Out-of-State Partnering
Hawaii - Allows Payday Lending Under Current Law
Idaho - Allows Payday Lending Under Current Law
Illinois Significant Allows Payday Lending Under Current Law
Indiana Minimal Allows Payday Lending Under Current Law [a]
lowa Allows Payday Lending Under Current Law
Kansas = Allows Payday Lending Under Current Law
Kentucky Minimal Allows Payday Lending Under Current Law
Louisiana Allows Payday Lending Under Current Law [a]
Maine Minimal Restricts Lending Only
Maryland Minimal Restricts Lending and Prohibits Out-of-State Partnering
Massachusetts Significant Restricts Lending and Prohibits Out-of-State Partnering
Michigan Minimal Allows Payday Lending Under Current Law
Minnesota Minimal Allows Payday Lending Under Current Law
Mississippi Allows Payday Lending Under Current Law
Missouri Allows Payday Lending Under Current Law
Montana Allows Payday Lending Under Current Law [a]
Nebraska Allows Payday Lending Under Current Law
Nevada Minimal Allows Payday Lending Under Current Law
New Hampshire - Allows Payday Lending Under Current Law
New Jersey Significant Restricts Lending Only
New Mexico Significant -
New York Significant ¢ Restricts Lending Only [b]
North Carolina Significant ¢ Restricts Lending Only [b]
North Dakota - Allows Payday Lending Under Current Law
Ohio o+ Significant Allows Payday Lending Under Current Law
Oklahoma Minimal Allows Payday Lending Under Current Law [a]
Oregon - Allows Payday Lending Under Current Law
Pennsylvania Minimal ¢+ Restricts Lending Only [b]
Rhode Island + Significant s  Allows Payday Lending Under Current Law
South Carolina Significant Allows Payday Lending Under Current Law
South Dakota - Allows Payday Lending Under Current Law
Tennessee - Allows Payday Lending Under Current Law
Texas Minimal Allows Payday Lending Under Current Law
Utah Minimal Allows Payday Lending Under Current Law
Vermont - Restricts Lending Only
Virginia - Allows Payday Lending Under Current Law [a]
Washington Minimal Allows Payday Lending Under Current Law
West Virginia Significant Restricts Lending Only
Wisconsin Minimal -
Wyoming - Allows Payday Lending Under Current Law
Year Data Collected 2006 2006




Policy 1: Protection Against Predatory Lending

Data Source:

The Corporation for Enterprise Development. “Predatory Lending Norms and Standards.” Assets and
Opportunity Scorecard. Retrieved August 5, 2005. http://www.cfed.org. Updated through unpublished
data from the Center for Responsible Lending, October 2006.

Data Table Notes:

a. These states also prohibit partnerships with out-of-state banks to circumvent local law, but this
provision provides negligible protection because local law authorizes payday lending.

b. New York, North Carolina, and Pennsylvania — through enforcement actions and judicial rulings —
have established some prohibitions against partnering with out-of-state banks to avoid local
restrictions.
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POLICY 2:
Targeted Tax Relief

Why State Tax Policy Matters. To access economic opportunity and provide a brighter future
for their children, low-wage families need to retain more of their earnings. States can promote these out-
comes through policies such as targeted tax relief, which encourages and rewards work. The advantages of
family-friendly tax policy are especially important to low-wage workers who, under the tax structures of
most states, pay a higher proportion of their income in taxes than wealthier families pay.® The ability of
low-wage families to retain more of their income has major implications for their well-being as well as the
prosperity of a state. Research demonstrates a strong connection between a family’s economic advancement
and their general quality of life, which includes marital happiness, fewer divorces and higher levels of
child well-being. These studies show that an increase in family income is strongly related to their children’s
outcomes, including graduating from high school and avoiding teen pregnancy.’

Key State Policy Measures. States can help working families retain more of their earnings by
enacting the following tax policies that reward, rather than discourage, work (all amounts cited are esti-
mated for a two-parent family of four):

2.1 Refundable Earned Income Tax Credit (EITC). The EITC is considered the most effective tax
policy in history for lifting working families out of poverty. In 2002, approximately 4.9 million
people, including 2.7 million children, escaped poverty as a result of this credit.!® States can provide
a state EITC to supplement the federal EITC. States also can make the state tax credit refundable
(like the federal EITC), thereby increasing tax refunds for low-wage working families.

Changes in 2006: During 2006, states made the following policy changes:

» Colorado renewed the suspension of its state EITC, which will now remain suspended
through 20089.

 Delaware implemented a new, non-refundable EITC equal to 20 percent of the federal credit.

» Nebraska enacted a new EITC at a rate of 8 percent of the federal credit, effective in 2006.

» Oregon changed its non-refundable credit to a refundable credit equal to 5 percent of the
federal credit, effective in 2006.

* Michigan enacted a refundable EITC that becomes effective in 2008 at a rate of 10
percent of the federal credit. This credit increases to 20 percent in 2009.

* Virginia implemented a new, non-refundable EITC, equal to 20 percent of the federal credit.

2.2 Child and Dependent Care Tax Credits (CADC). States can provide tax relief to low-wage
families with expenses for child care or the care of other family members. Child care and dependent
care expenses can take up a large share of families’ income. A state tax credit can help ensure that
children and other family members receive quality care, while reducing the financial burden for
low-wage families.!! As with the EITC, the impact of these credits is greater when states make them
refundable.

Changes in 2005: During 2005, the following policy changes were made:
* Colorado reduced the maximum value of its CADC tax credit from $1,470 (70 percent
of the federal credit) to $1,050 (50 percent of the federal credit).

* Montana increased the maximum value of its CADC tax deduction (it has no tax credit)
from $144 to $180.
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2.3 Income tax threshold (ITT) at a higher level. States seeking to ensure their tax structure
encourages and rewards work can reduce the tax burden on families with incomes near the federal
poverty level (FPL).!> A key method for doing so is to raise the income threshold at which family
income becomes subject to the state income tax. This policy also reduces the tax burden for other
low-wage families by eliminating the tax liability for the portion of their income that falls below the
income tax threshold.

Many states increase their income tax threshold on an annual basis to account for inflation and
increases in the cost of living. These increases do not always keep pace with increases in the FPL,
however, which also increases annually to reflect higher costs of living. As a result, a state can
increase the dollar amount of its income tax threshold, but if this increase is less than the increase
in the FPL, the threshold will actually decrease as a percentage of the FPL, meaning that more low-
wage families will face a higher tax burden in that state.

Changes in 2005: For tax year 2005, the following states changed their income tax
thresholds as follows:

Threshold increased in dollar terms and as a percentage of the FPL. The following
states increased their income tax thresholds both in terms of dollar amounts and as a
percentage of the federal poverty level, meaning that fewer low-wage families will be
subject to the state income tax.

» The District of Columbia increased its ITT from 112.4 percent to 119.7 percent.

» Kansas increased its ITT from 127.9 percent to 128.2 percent.

» Kentucky increased its ITT from 29 percent to 97.1 percent.

* Maryland increased its ITT from 150.2 percent to 151.7 percent.

* Massachusetts increased its ITT from 125.8 percent to 127.2 percent.

* Montana increased its ITT from 53.9 percent to 54.1 percent.

* New York increased its ITT from 146.0 percent to 146.7 percent.

* Ohio increased its ITT from 68.4 percent to 77.1 percent.

* Rhode Island increased its ITT from 151.7 percent to 153.2 percent.

» South Carolina increased its ITT from 130.5 percent to 135.2 percent.

* Vermont increased its ITT from 159.5 percent to 161.2 percent.

* Wisconsin increased its ITT from 121.2 percent to 121.7 percent.

In addition, Alabama enacted an increase in its income tax threshold in 2006, raising it
from $4,600 to $12,600, effective in 2007. The state also expanded its standard and
dependent deductions for incomes under $20,000, which will provide tax relief similar
to that provided by a non-refundable EITC.

Also in 2006, West Virginia enacted an increase in its income tax threshold to equal
the federal poverty level. This change will be partially implemented in 2007, and fully
implemented in 2008.
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Threshold increased in dollar terms, but decreased as a percentage of the FPL. These
states increased their income tax thresholds in terms of dollar amounts, but the increase
was not sufficient to offset the increase in the federal poverty level. As a result, more low-
wage families will be subject to these states’ income tax, despite the increase in the dollar
amount of the threshold.

California Louisiana New Mexico
Colorado Maine North Dakota
Idaho Michigan Oklahoma
[llinois Minnesota Oregon
Indiana Missouri Utah

lowa Nebraska Virginia

Threshold remained the same in dollar terms, but decreased as a percentage of the
FPL. These states did not change the dollar amount of their threshold, and therefore saw
a decrease in their threshold when measured as a percentage of the federal poverty level,
due to the increase in the FPL. As a result, more low-wage families will be subject to
these states’ income tax.

Arkansas Georgia North Carolina
Arizona Hawaii Pennsylvania
Connecticut Mississippi West Virginia
Delaware New Jersey
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Targeted Tax Relief

Measure 2.1: Earned Income Tax Credit
At what percentage of the federal Earned Income Tax Credit (EITC) does the state offer a

refundable state EITC?

Above 20% of the federal EITC

D.C., Minn., N.Y,, Vt.

11 to 20% of the federal EITC

Kan., Md., Mass., N.J., Wis.

Up to 10% of the federal EITC

Colo.,* lll., Ind., Mich.,** Neb., Okla., Ore., R.I.

Non-refundable EITC only

Del., lowa, Maine, Va.

No state EITC offered

Ala., Ariz., Ark., Calif., Conn., Ga., Hawaii, Idaho,
Ky., La., Miss., Mo., Mont., N.M., N.C., N.D., Ohio,
Pa., S.C., Utah, W.Va.

No state income tax

Alaska, Fla., Nev., N.H., S.D., Tenn., Texas, Wash.,
Wyo.

* Colorado suspended its EITC through 2009.
** Michigan enacted a new EITC effective in 2008.

Measure 2.2: Child and Dependent Care Tax Credit
At what percentage of the federal Child and Dependent Care (CADC) Tax Credit does the
state offer a refundable state CADC tax credit?

100% or more of the federal CADC credit

N.Y., Neb.

50 to 99% of the federal CADC credit

Calif., Colo., Hawaii, lowa, La., Minn., Vt.

1 to 49% of the federal CADC credit

Ark., Maine, N.M.

Non to refundable CADC credit or deduction
only

Del., D.C., Idaho, Kan., Ky., Md., Mass., Mont.,
N.C., Ohio, Okla., Ore., R.l, S.C., Va.

No CADC offered

Ala., Ariz., Conn., Ga., lll., Ind., Mich., Miss., Mo.,
N.J., N.D., Pa., Utah, W.Va., Wis.

No state income tax

Alaska, Fla., Nev., N.H., S.D., Tenn., Texas,

Wash., Wyo.

Measure 2.3: Income Tax Thresholds

At what percentage of the federal poverty level does the state set its personal income tax

threshold?

151% or more of the federal poverty level

Calif., Md., Minn., Pa., R.I., V.

101 to 150.9% of the federal poverty level

Ariz., Colo., Conn., Del., D.C., Idaho, Kan., Maine,
Mass., Neb., N.M., N.Y,, N.D., S.C., Utah, Wis.

51 to 100.9% of the federal poverty level

Ala.* Ark., Ga., Hawaii, lll., Ind., lowa, Ky., La.,
Mich., Miss., Mo., Mont., N.C., N.J., Ohio, Okla.,
Ore., Va., W.Va.**

Up to 50.9% of the federal poverty level

No state income tax

Alaska, Fla., Nev., N.H., S.D., Tenn., Texas, Wash.,

Wyo.

* Alabama increased its threshold to $12,600, effective in 2007.

**\West Virginia increased its threshold to equal the federal poverty level, partially effective in 2007 and fully effective in 2008.
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Selected State Income Tax Policies (for Two-Parent Family with Two Children)

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
lllinois
Indiana
lowa
Kansas
Kentucky

Louisiana
Maine

Maryland

Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana

Nebraska
Nevada

New Hampshire
New Jersey

New Mexico

New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Year Data Collected

[kl
No state income tax

* [a]

20% NR

35%

No state income tax
5%

6% [1]

6.5% NR

15%

4.92% NR

20% (and 50% NR)

15%
[il
33% [b]

8%

No state income tax
No state income tax
20% [c]

30%
5%
5% [d]

10% (and 25% NR)

No state income tax

No state income tax

No state income tax

32%

20% NR

No state income tax

14% [f]

No state income tax
2006

2.1 2.2 2.3
& S& & ¥
oS O &L oS S
N IO S N
SIS &
S & &
¥ T &K X <]
AsA % Threshold as
Dollar Amount of Federal Threshold A % of Federal
Credit** Poverty Level
Not Offered - ¥ $12,600 [k] * 63.1%
No state income tax No state income tax
Not Offered - 23,600 ¥ 118.2%
$420 [m] 20% ¥ 15900 ¥ 796%
$1,050 50% % 42,700 ¥ 213.8%
$1,050 +50% ¥ 22,800 ¥ 114.2%
Not Offered - 24,100 ¥ 120.7%
$1,050 (NR) 20,300 ¥ 101.6%
$672 (NR) - ¥ 23,900 +119.7%
No state income tax No state income tax
Not Offered - 15,900 ¥ 79.6%
$1,200 58% 11,500 ¥ 576%
$468 (deduction, NR) - ¥ 22,800 ¥ 114.2%
Not Offered ¥ 15349 ¥ 76.9%
Not Offered - ¥ 14,800 ¥ 741%
$1,575 75% % 18,200 +91.1%
$525 (NR) - ¥ 25,600 1128.2%
$420 (NR) ¥ 19,400 ¥ 97.1%
$1,050 child care [n],
$2,100 (NR) dependent 50% ¥ 16,400 ¥ 821%
care
L B e
$683 (credit, NR);
t$2]85 (deduction, NR) - ¥ 30,300 +151.7%
g
$509 (deduction,NR) ¥ 25,400 +127.2%
Not Offered - ¥ 14,000 ¥ 70.1%
$1,440 69% ¥ 31,800 ¥ 159.2%
Not Offered - 19,600 ¥ 98.1%
Not Offered ¥ 16,700 ¥ 83.6%
$180 (deduction, NR) [p] - ¥ 10,800 * 541%
$2,100 [o] 100% ¥ 22,800 ¥ 114.2%
No state income tax - No state income tax
No state income tax No state income tax
Not Offered - 20,000 ¥ 100.1%
$960 [e] 46% 22,800 ¥ 114.2%
$2,310 110% ¥ 29,300 £146.7%
$624 (NR) - 19,400 ¥ 97.1%
Not Offered - ¥ 23,300 ¥ 116.7%
$2,100 (NR) ¥ 15,400 *77.1%
$420 (NR) - ¥ 17,200 ¥ 86.1%
$1,800 (NR) [h] ¥ 16,900 ¥ 84.6%
Not Offered - 32,000 ¥ 160.2%
$525 (NR) ¥ 30,600 +153.2%
$420 (NR) - ¥ 27,000 1135.2%
No state income tax No state income tax
No state income tax - No state income tax
No state income tax No state income tax
Not Offered - ¥ 22,800 ¥ 114.2%
$1,050 [i] 50% % 32,200 +161.2%
$345 (deduction, NR) - ¥ 19,400 ¥ 97.1%
No state income tax No state income tax
Not Offered - 10,000 ¥ 501%
Not Offered ¥ 24,300 *121.7%
No state income tax - No state income tax
2005 2005

*The federal credit for two children or more is $2,100. Percentages are calculated here for refundable credits only.
** The 2005 federal poverty level for a family of four was $19,971.
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Data Source:
2.1 The Hatcher Group. “50 State Resource Map.” State EITC Online Resource Centet. Retrieved April 2005.

Updated with unpublished data from the Center on Budget and Policy Priorities, October 2006.

2.2 Nancy Duff Campbell, Joan Entmacher, Amy K. Matsui, Cristina Martin Firvida, Christie Love.

Making Care Less Taxing: Improving State Child and Dependent Care Tax Provisions. Washington, D.C.:
National Women’s Law Center, April 2006.

2.3 Source for income tax thresholds: Jason, A. Levitis and Nicholas Johnson. The Impact of State Income

Taxes on Low-Income Families in 2005. Washington, D.C.: Center on Budget and Policy Priorities,
February 22, 2006. Percentages of the federal poverty level computed by the Center for the Study
of Social Policy

Data Table Notes:

a.

@]

—_

Colorado suspended its EITC in 2003 through a voter referendum. The EITC will remain suspended
through 2009.

. The value of the EITC in Minnesota varies with earnings, but averages 33 percent.
. New Jersey restricts its EITC to families with annual income below $20,000.
. Oregon will increase its EITC to 6 percent of the federal credit effective Jan. 2008, but this credit is set

to expire at the end of 2011.

. New Mexico also offers a deduction of $1,200 for three or more children.

Wisconsin sets its EITC at 4 percent of the federal credit for a family with one child, 14 percent with
two, and 43 percent with three or more.

. Maryland has both a credit and deduction for child care and dependent expenses, both of which are

non-refundable.

. Oregon also offers a refundable working family child care credit.

Vermont also offers another non-refundable credit that is 24 percent of the federal credit with a
maximum of $504.

. Michigan will make its EITC effective in 2008 at a rate of 10% and will increase it to 20% in 2009

and thereafter. This credit will be refundable.

. Alabama raised its income tax threshold to $12,600 beginning in tax year 2007. In addition, the state

will expand the dependent and standard deductions for incomes under $20,000, which will provide tax
relief similar to that provided by a non-refundable EITC.

Indiana will sunset its EITC in tax year 2011.

.Arkansas makes its CADC tax credit refundable for children under age 6 in selected early childhood

programs.

. Louisiana makes its CADC tax credit refundable for incomes of $25,000 or less.

0. Nebraska makes its CADC tax credit refundable for incomes of $29,000 or less.

. Montana also offers a deduction of $144 for three or more children.
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POLICY 3:
State Minimum Wage

Why Minimum Wage Policy Matters. States seeking to improve economic opportunity for
families can do so by increasing compensation for low-wage workers. Currently, the U.S. economy is los-
ing high-wage jobs that do not require specialized training and skills. As a result, many parents can only
obtain low-wage jobs,'* making it difficult for them to support their families. For example, the cost of
housing alone is estimated to exceed the income of two parents working full time earning the federal mini-
mum wage.'* Research indicates that moderate increases in the minimum wage have positive benefits for
minimum wage earners and those just above the minimum wage, and can be enacted without significant
job loss, even during economic downturns.'

Key State Policy Measures. States can improve the well-being of low-wage workers and their
families by setting minimum wages above the federal minimum wage (FMW) of $5.15 and by including
automatic adjustments as the cost of living increases or as the federal minimum wage increases.

3.1 State minimum wage (SIMW) level. States seeking to promote economic stability among
families can encourage and reward work by increasing the state minimum wage above the federal
minimum wage. State changes in the SMW are presented below with changes in adjustment policies.

3.2 Adjustment policy. As inflation rises and the cost of living increases, minimum wages fail to keep
pace with inflation. States can prevent this erosion by establishing laws that automatically increase
the state minimum wage to keep pace with increases in inflation, which is measured by the
Consumer Price Index (CPI). Alternatively, states can index the state minimum wage to an amount
incrementally higher than the federal minimum wage (e.g., $1 above the federal minimum wage),
or to the federal minimum wage itself, ensuring that the state minimum wage is not lower than the
federal minimum wage.

Changes in 2006 (and in 2007-08 where specified): The following states increased their

state minimum hourly wage in 2006 (and have enacted further changes for 2007-08 where
specified):

« Arkansas increased its SMW from $5.15 to $6.25.

 Connecticut increased its SMW from $7.10 to $7.40 (and will increase it to $7.65 in 2007).
« District of Columbia increased its SMW from $6.60 to $7.00.

* Florida increased its SMW from $6.15 to $6.40.

* Hawaii increased its SMW from $6.25 to $6.75 (and will increase it to $7.25 in 2007).

* Maine increased its SMW from $6.50 to $6.75 (and will increase it to $7.00 in 2007).

» Maryland increased its SMW from $5.15 to $6.15.

* Michigan increased its SMW from $5.15 to $6.95 (and will increase it to $7.15 in 2007,
and to $7.40 in 2008).

« New Jersey increased its SMW from $6.15 to $7.15.

* New York increased its SMW from $6.00 to $6.75 (and will increase it to $7.15 in 2007).

* Ohio increased its SMW from $4.25 to $5.15 (and will increase it to $6.85 in 2007), and
enacted a new policy to adjust the wage annually based on changes in inflation.

» Oregon increased its SMW from $7.25 to $7.50.

» Rhode Island increased its SMW from $6.75 to $7.10 (and will increase it to $7.40 in 2007).

* Vermont increased its SMW from $7.00 to $7.25, and enacted a new adjustment policy
to (a) automatically adopt the federal minimum wage if that wage is raised above the
state minimum wage, and (b) adjust the state minimum wage annually for inflation and
the cost of living.

» Washington increased its SMW from $7.35 to $7.63.

12
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* West Virginia increased its SMW from $5.15 to $5.85 (and will increase it to $6.55 in
2007, and to $7.25 in 2008) although this state minimum wage is unique in that it applies
to very few workers in comparison with other states. West Virginia also enacted a policy
to increase the SMW to match the FMW if the FMW is raised above the SMWV.

» Wisconsin increased its SMW from $5.70 to $6.50.

Changes in 2007 (and in 2008 where specified), enacted changes in the state minimum
wage and adjustment policies will take effect in the following states:

* Arizona enacted a SMW of $6.75, and enacted a new policy to adjust the wage annually
based on changes in the cost of living.

« Colorado increased its SMW from $5.15 to $6.85, and enacted a new policy to adjust
the wage annually based on changes in inflation.

* California increased its SMW from $6.75 to $7.50 (and will increase it to $8.00 in 2008).

* Delaware increased its SMW from $6.15 to $6.65 (and will increase it to $7.15 in 2008).

* Massachusetts increased its SMVW from $6.75 to $7.50 (and will increase it to $8.00 in 2008).

* Missouri increased its SMW from $5.15 to $6.50, and enacted a new policy to adjust
the wage annually based on changes in inflation.

* Montana increased its SMW from $5.15 to $6.15, and enacted a new policy to adjust
the wage annually based on changes in inflation.

* Nevada enacted a new state minimum wage of $6.15 where employers do not offer
health benefits, and enacted a new adjustment policy to (a) automatically adopt the
federal minimum wage if that wage is raised above the state minimum wage, and (b)
adjust the state minimum wage annually for inflation using the CPI up to three percent
per year.

* North Carolina increased its SMW from $5.15 to $6.15.

* Pennsylvania increased its SMW from $5.15 to $6.25 in January 2007 (and will increase
it to $7.15 in July 2007).
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State Minimum Wage Policy Measures

Measure 3.1: State Minimum Wage Level

How does the state minimum wage compare to the federal minimum wage?
Table reflects state status as of January 2007.

Exceeds the federal minimum wage

Alaska, Ariz., Ark., Calif., Colo., Conn., Del., D.C.,
Fla., Hawaii, lll., Maine, Md., Mass., Mich., Minn.,
Mo., Mont., N.C., N.J., N.Y,, Ohio, Ore., Pa., R.I., Vt,,
Wash., Wis., W.Va.

Equals the federal minimum wage

Ga., Idaho, Ind., lowa, Ky., Neb., Nev.,** N.H., N.M.,
N.D., Okla., S.D., Texas, Utah, Va., Wyo.

Below the federal minimum wage*

Kan.

No state minimum wage*

Ala., La., Miss., S.C., Tenn.

*In these states, the vast majority of workers are covered by the federal minimum wage.
**Nevada's state minimum wage exceeds the federal minimum wage where employers do not offer health benefits.
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Measure 3.2: Adjustment Policy

What adjustment method does the state use to automatically update the state minimum
wage (SMW)? Table reflects status as of January 1, 2007.

Index SMW to inflation and match
federal minimum wage (FMW) if Mo., Mont., Nev.*, Vt.
increased above SMW

Index SMW to inflation Ariz., Colo., Fla., Ohio, Ore., Wash

Index to some amount above the FMW Conn., D.C., Mass.

Del., lowa, Ky., Maine, Md., N.C., N.H., N.Y., Okla.,
BT LB (ALY Pa., Texas, Utah, Va., W.Va,

Alaska, Ark., Calif., Ga., Hawaii, Idaho, Ill., Ind.,

None Kan., Mich., Minn., N.J.,** N.D., Neb., N.M., R.I.,
S.D., Wis., Wyo.
No state minimum wage Ala., La., Miss., S.C., Tenn.

* Nevada limits increases to no more than three percent per year.
** New Jersey will establish a Minimum Wage Advisory Commission to advise on future updates.
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Year Data Collected

Alabama
Alaska
Arizona
Arkansas [a]
California
Colorado [b]
Connecticut
Delaware
District of Columbia
Florida
Georgia [e]
Hawaii [f]
Idaho
lllinois [g]
Indiana [a,h]
lowa
Kansas [a]
Kentucky

Louisiana
Maine
Maryland

Massachusetts
Michigan [i]
Minnesota [j]
Mississippi
Missouri [a,k]

Montana [I]

Nebraska

Nevada

New Hampshire

New Jersey [m]
New Mexico
New York

North Carolina [a]
North Dakota
Ohio [o]
Oklahoma [a,p]
Oregon
Pennsylvania [d]
Rhode Island [y]
South Carolina
South Dakota
Tennessee
Texas [a]

Utah [a]
Vermont [a,q]
Virginia [r]
Washington
West Virginia [a]
Wisconsin
Wyoming

Selected State Minimum Wage Policies

3.1 3.2
S Sy
N QSQ K
& AN\
N\ SN
C o S
SRS W
2006 o 2007 o208 January, 2007
No minimum N/A
$7.15 No policy [c]
No minimum 2 $6.75 [w] 4 Adjusts annually to reflect cost of living. [w]
2 $6.25 No policy
$6.75 2 $7.50 4 $8.00 No policy
$5.15 2 $6.85 [w] + Adjusts annually for inflation. [w]
2 $7.40 2 $7.65 Automatically set at 0.5% above FMW
$6.15 4 $6.65 2+ $7.15 Automatically replaced by FMW if FMW is raised above SMW
2 $7.00 Automatically set at $1 above FMW if FMW is raised above SMW
+ $6.40 Adjusts annually for inflation using CPI-W
$5.15 No policy
2 $6.75 2 $7.25 No policy
$5.15 No policy
$6.50 No policy
$5.15 No policy
$5.15 Automatically replaced by FMW if FMW is raised above SMW
$2.65 No policy
$5.15 Automatically adopts FMW
No minimum N/A
2 $6.75 2 $7.00 [n] Automatically replaced by FMW if FMW is raised no more than $1 above SMW
2 $6.15 Automatically adopts FMW
$6.75 2 $7.50 + $8.00 Automatically set at $0.10 above FMW if FMW is raised to or above SMW
2+ $6.95 2 %75 [t] 2+ $7.40[u] No policy
$6.15 No policy
No minimum N/A
$5.15 296,50 [w] ¢+ Automatically adopts FMW if FMW is raised above SMW, and adjusts annually

for inflation using CPI. [w]

$5.15 286,15 [w] 'S ﬁ)urtit;]rﬂggiigﬁ.llymﬁdopts FMW if FMW is raised above SMW, and adjusts annually
$5.15 No policy
15 esiu O e i S el
$5.15 Automatically replaced by FMW if FMW is raised above SMW
2 $7.15 Advisory committee will be established to review SMW annually
$5.15 No policy
2+ $6.75 2 9$7.15 Automatically replaced by FMW if FMW is raised above SMW
$5.15 2 $6.15 Automatically adopts FMW
$5.15 No policy
1+ $5.15 2 $6.85 [w] 4+ Adjusts annually for inflation using CPI [w]
$5.15 Automatically adopts FMW
2+ $7.50 Adjusts annually for inflation using CPI-U
$5.15 2 $6.25 2+ $7.15 Automatically adopts FMW
1+ $7.10 2+ $7.40 No policy
No minimum N/A
$5.15 No policy
No minimum N/A
$5.15 Automatically adopts FMW
$5.15 Automatically adopts FMW
4+ Automatically replaced by FMW if FMW is raised above SMW, and adjusts
+ §7.25 anually for inflation and cost of living. [v]
$5.15 Automatically adopts FMW
+ $7.63 Adjusts annually for inflation using CPI-W
2 $5.85[s] 2 $6.55 [s] 2 $7.25[s] 4 Automatically adopts FMW if FMW is raised above SMW
1+ $6.50 No policy
$5.15 No policy

* All changes take effect January 1 unless otherwise noted.
** FMW = Federal Minimum Wage; SMW = State Minimum Wage; CPIl = Consumer Price Index
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Policy 3. State Minimum Wage

Data Source:

U.S. Department of Labor, Employment Standards Administration, Wage and Hours Division. Minimum
Wage Laws in the States. As published on the Department of Labor’s website (updated January 1, 2006).
Updated through unpublished data from the Economic Policy Institute, October 2006. Also updated
through the National Conference of State Legislators NCSL Ballot Measures Database at
http://www.ncsl.org/programs/legman/elect/dbintro.htm

Data Table Notes:
a. These states include all employees covered under the Fair Labor Standards Act (FLSA).

b. Colorado law applies to retail and service, commerical support service, food and beverage, and health
and medical industries.

c. The 2006 Policy Matters report incorrectly identified Alaska as adjusting its SMW automatically to
remain at least $1 above the FMW.

d. Pennsylvania law allows employers to pay employees under 20 years of age a training wage of $5.15
per hour for the first sixty days of employment. For employers with 10 or fewer full-time employees,
Pennsylvania has enacted a modified wage increase schedule. For these employers, the SMW will
increase to $5.65 on January 1, 2007, to $6.65 on July 1, 2007, and to $7.15 on July 1, 2008.

e. Georgia law applies to employers to six or more employees, and excludes employees subject to FLSA
when FMW is higher than SMW.

f. Hawaii law exempts employees earning a guaranteed monthly income of $2,000 or more, and excludes
employment subject to FLSA when SMW is higher than FMW.

g. Illinois law applies to employers of four or more employees, excluding family members.
h. Indiana law applies to employers of two or more employees.

i.  Michigan law applies to employers of two or more employees, and excludes employment subject to
FLSA unless the SMW is higher than the FMW.

j. Minnesota sets its SMW at $5.25 for small employers (annual receipts under $500,000) and $6.15 for
all others.

k. Missouri law excludes employers with gross annual sales or business of less than $500,000.

l.  Montana law excludes employment subject to FLSA unless the SMW is higher than the FMW.
For businesses whose annual gross sales are $110,000 or less, the SMW is $4.00 per hour.

m. To advise on future updates, New Jersey will establish a Minimum Wage Advisory Commission.

n. Maine will make this SMW effective October 1, 2007.

0. Obhio sets SMW at $2.80 for employers with gross annual sales (GAS) under $150,000, at $3.35 for
GAS between $150,000 and $500,000, and $4.25 for all others.

p. Oklahoma sets SMW at $5.15 for employers of 10 or more full-time employees at any one location and
employers with annual gross sales of over $100,000 irrespective of number of full-time employees.

q. Vermont law applies to employers of two or more employees.

. Virginia law applies to employers of four or more employees.

s. West Virginia increased its SMW from $5.15 to $5.85 effective July 1, 2006. Subsequent wage

increases will take place on July 1st of the effective year. The SMW in West Virginia is limited to

employers with 6 or more employees, gross annual income greater than $500,000, and no engagement

in interstate commerce, and therefore covers very few workers relative to other state minimum wages.

(Data obtained through personal correspondence with the Economic Policy Institute and the West

Virginia Department of Labor, December 2006.)

Michigan will make this SMW effective July 1, 2007.

Michigan will make this SMW effective July 1, 2008.

Beginning on January 1, 2007, Vermont will begin adjusting the SMW according to inflation.

—

These changes resulted from ballot initiatives in November 2006.

¥ g < g

Nevada sets its SMW at $6.15 for employers that do not provide health benefits.
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POLICY 4:
Child Care Subsidies

Why Child Care Policy Matters. For states secking to strengthen their current and future
work force, child care subsidies can serve as an important tool. Research shows that access to high-quality,
affordable child care improves the employment stability of workers.!® Studies also show that low-wage
families are much less likely to return to the welfare rolls if they have access to child care assistance.!”

High-quality child care also can promote child development. The brain architecture of a child is developed
most in the first years of life,'® and research shows that quality child care can offer the important physical,
language, social and cognitive training that helps develop this brain architecture effectively.'” Research also
shows that the positive effects of early development continue into regular schooling,?’ and that the benefits
of early childhood education have been found to improve the education, employment and positive life
outcomes of participants throughout life — providing far greater economic gains for society than the origi-
nal cost of the investment.?! Therefore, child care serves not only as a work support for parents, but also
as part of a broad approach to child development aimed at helping children become healthy, eager to
learn, and prepared to succeed as productive members of society.

Key State Policy Measures. States can achieve the benefits of child care assistance through the
following policies that enhance access to — and the quality of — child care.

4.1 Income eligibility levels. The federal government allows states to determine the income level at
which families are eligible to access child care subsidies, but sets a maximum eligibility level equal to
85 percent of a state’s median income (SMI). States can expand access to child care by increasing
eligibility up to that level. Raising the income eligibility level will not improve access to child care
unless the state also provides adequate funding to ensure that all eligible families receive the assistance.

Changes in 2006: States increasing eligibility levels in dollar terms and as a
percentage of the SMI. When states raise eligibility levels in dollar terms and as a
percentage of SMI, families receiving subsidies are more likely to maintain their eligibility
even as inflation and other factors cause wages to rise. Increasing eligibility as a
percentage of SMI helps combat the “benefit cliff” effect, where low-wage families who
see small wage increases may suddenly lose their child care subsidy because their wages
have crossed the eligibility threshold. Raising the threshold relative to SMI does not
eliminate this effect, but can reduce the number of low-wage workers who experience it.
The following states increased their eligibility levels both in terms of dollar amounts and as
a percentage of the state median income:

» Alabama increased eligibility from 44 percent to 45 percent of SMI.

» Arkansas increased eligibility from 61 percent to 64 percent of SMI.

 District of Columbia increased eligibility from 74 percent to 85 percent of SMI.
 Florida increased eligibility from 50 percent to 51 percent of SMI.

« Hawaii increased eligibility from 78 percent to 79 percent of SMI.

» Kentucky increased eligibility from 52 percent to 54 percent of SMI.

* Louisiana increased eligibility from 71 percent to 75 percent of SMI.

» Mississippi increased eligibility from 87 percent to 89 percent of SMI.

* Montana increased eligibility from 54 percent to 58 percent of SMI.

* New Mexico increased eligibility from 58 percent to 63 percent of SMI.

* North Carolina increased eligibility from 72 percent to 75 percent of SMI.

* South Carolina increased eligibility from 50 percent to 51 percent of SMI.

» Utah increased eligibility from 56 percent to 58 percent of SMI.

» West Virginia increased eligibility from 53 percent to 62 percent of SMI.

* Wyoming increased eligibility from 60 percent to 63 percent of SMI.
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Policy 4. Child Care Subsidies

States keeping eligibility levels constant in dollar terms, and seeing increases as a
percentage of SMI. Two states made no change to eligibility levels, but saw these levels
increase when measured as a percentage of SMI, due to declining SMI.

» Idaho held its eligibility level constant in dollar terms, but when measured as a
percentage of state median income, this level increased from 45 percent to 46 percent
of SMI.

* Oklahoma held its eligibility level constant in dollar terms, but when measured as a
percentage of state median income, this level increased from 67 percent to 69 percent
of SMI.

States increasing eligibility levels in dollar terms, with no change as a percentage
of SMI. The following states increased their eligibility in terms of dollar amounts, but
the increase only kept pace with increases in SMI. As a result, low-wage workers with
average wage growth in these states may continue to be eligible for child care subsidies.
* Arizona

* lllinois

* Indiana

* lowa

* Maine

* Oregon

* Wisconsin

States decreasing eligibility levels (or keeping them constant) in dollar terms, with no
change as a percentage of SMI.

* North Dakota made no change to the dollar threshold and saw no change in this level
measured as a percentage of SMI.

» Tennessee reduced its dollar threshold, but saw no change in this level as a percentage
of SMI, suggesting that incomes in this state declined commensurately.

States increasing or keeping eligibility levels constant in dollar terms, and seeing
decreases as a percentage of SMI. These states did not change the dollar amount of
their eligibility threshold, but due to rising income levels, saw these eligibility levels decline
when measured as a percentage of SMI.

California Michigan New York
Connecticut Minnesota Ohio
Delaware Missouri Rhode Island
Georgia Nebraska South Dakota
Kansas Nevada Vermont
Maryland New Hampshire Washington
Massachusetts New Jersey

States decreasing eligibility levels in dollar terms and as a percentage of SMI.

¢ Alaska
e Pennsylvania
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States with local or regional variations in eligibility levels

e Colorado
e Texas
e Virginia

4.2 Reimbursement rates. If child care reimbursement rates are not consistent with fees charged in

43 -

the child care market, families using subsidies may not have access to high-quality care, and many
will struggle to find a suitable provider. Federal guidelines recommend that states conduct a market
rate survey of private child care providers every two years, and set reimbursement rates at the 75th
percentile of the current market rate (or above).

Changes in 2006: During 2006, the following policy changes were made:
* Wyoming raised its reimbursement rate to a level that now meets the federal guideline,

which is set at the 75th percentile of the current market rate (or above).

« Colorado, Florida, Kentucky, Nevada, and North Dakota ceased to meet the federal
guideline set at the 75th percentile of the current market rate (or above).

4.4 Co-payment requirements. States often require low-wage families to share in the cost of
child care by requiring co-payments, which can make it difficult for these families to afford child
care and make ends meet.?? States generally set co-payments as a percentage of a family’s income,
and set different rates for families at 100 percent ($16,600 in 2006) and 150 percent ($24,900 in
2006) of the federal poverty level. In the United States, families with child care expenses on average
pay seven percent of their earnings towards child care.?

Changes in 2006:

For families with earnings equal to 100 percent of the FPL, the following policy changes

were made:

Reduced No change Increased
Co-payments Alaska North Carolina Co-payments
Arizona California North Dakota Alabama
District of Connecticut Oregon Arkansas
Colgmbla Hawaii Pennsylvania Colorado
Florida lllinois Rhode Island Delaware
Idaho Kansas South Carolina Georgia

Iowg _ Kentucky South Dakota Indiana
Louisiana Michigan Texas Maine
Mlhnesota Mississippi Virginia Maryland
Ohio Montana Washington Massachusetts
Oklahoma Nebraska Wisconsin Missouri
Utah New Hampshire Wyoming Nevada
Vermont New Jersey New York
West Vlrglnla New Mexico Tennessee

22



Policy 4. Child Care Subsidies

For families with earnings equal to 150 percent of the FPL, the following policy changes

23

were made:
Reduced copays No change Increased Eliminated
Alabama Alaska copays eligibility
Arizona Connecticut California Georgia
Arkansas Hawaii Delaware
Colorado Kansas lllinois
District of Maryland Maine
Columbia Massachusetts Ohio
Florida Mississippi Oregon
Kentucky Nevada _ Pennsylvania
Louisiana New Hampshire Vermont
Minnesota New Jer;ey Wyoming
North Dakota New Mexico
New York
Oklahoma North Carolina
South Dakota Rhode Island
Utah South Carolina
West Virginia Tennessee
Wisconsin Texas
Virginia
Washington
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Child Care Subsidies Policy Measures

Measure 4.1: Income Eligibility Levels
At what percentage of the state’s median income does the state set eligibility levels for

child care assistance?

75% of state median income or above

Alaska, D.C., Hawaii, La., Maine, Miss., N.C.

50 to 74% of state median income

Ariz., Ark., Calif., Conn., Del., Fla., lll., Kan., Ky., Mont.,
Nev., N.M., N.Y,, N.D., Ohio, Okla., Pa., R.l,, S.C., S.D.,
Tenn., Texas*, Utah, Vt., Wash., W.Va., Wis., Wyo.

Below 50% of state median income

Ala., Colo.*, Ga., Idaho, Ind., lowa, Md., Mass., Mich.,
Minn., Mo., Neb., N.H., N.J., Ore., Va.*

*In Colorado, Texas and Virginia eligibility varies by county or region.

Measure 4.2: Reimbursement Rates

In setting reimbursement rates for child care, does the state meet the federal guideline of
the 75th percentile of a recent market rate survey or above?

Yes

Ark., Ind., Maine, Mont., N.Y., S.C., S.D., Wis., Wyo.

No

Ala., Alaska, Ariz., Calif., Colo., Conn., Del., D.C., Fla.,
Ga., Hawaii, Idaho, Ill., lowa, Kan., Ky., La., Md.,
Mass., Mich., Minn., Miss., Mo., Neb., Nev., N.D.,
N.H., N.J., N.C., Ohio, Okla., Ore., Pa., R.l,, Tenn.,