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 Good morning.  Senate Resolution 2013-62 directed the Legislative Budget 

and Finance Committee (LB&FC) to consider the effect of major federal and state 

programs in assisting low income families to achieve self-sufficiency and, in particu-

lar, whether these programs subject families to the “cliff effect.”  “Cliff effects” occur 

when the amount lost in program benefits exceeds the amount generated by in-

creased earnings, such as from longer hours or receiving a pay raise. 

 

 We found that TANF, SNAP/Food Stamps, the federal Earned Income Tax 

Credit and Child Tax Credit have all been designed to help lift low income wage 

earners out of poverty and provide work incentives.  In 2009, such programs helped 

to almost cut in half (from 48.2 to 27.9 percent) the percentage of families in poverty 

headed by a single mother. 

 

 In Pennsylvania, in 2012, TANF provided short term cash assistance to about 

78,000 families with about 138,000 children, about half of whom were age five or 

younger.  The TANF program has several features to promote work and support the 

move to self-sufficiency, including disregarding 50 percent of earned income when 



2 
 

determining continuing eligibility for a partial TANF cash grant and allowing ex-

tended SNAP/Food Stamp benefits to families moving off TANF due to a new or im-

proved employment situation.  

 

 Pennsylvania’s TANF program also guarantees child care subsidies for fami-

lies leaving TANF who are working or in training for at least 20 hours a week and 

who have gross annual incomes that do not exceed 235 percent of the federal pov-

erty level (FPL) ($45,896 for a family of three in 2013).  Pennsylvania is one of only 

16 states that provide such guaranteed access.  In all, the Commonwealth expends 

35 percent of its federal and required state TANF block grant funds on child care 

services for single parents who are working or in some type of training program. 

 

 Pennsylvania also takes advantage of  SNAP/Food Stamp program options 

that have the effect of extending federal Food Stamp benefits to households with 

gross incomes at or below 160 percent of the federal poverty level (rather than 130 

percent), and 200 percent for households with elderly and disabled members.  It has 

also eliminated the SNAP/Food Stamp asset test, thus allowing for some asset accu-

mulation for working beneficiaries without having to be terminated from the pro-

gram. 

 

 As low-income working families transition away from TANF and SNAP/Food 

Stamp benefits, they qualify for two important refundable tax credits—the EITC 
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(Earned Income Tax Credit) and the CTC (Child Tax Credit) which helps reduce any 

cliff effect from losing these benefits.  These two federal tax credits are refundable.  

In other words, the difference between the taxes owed and the amount of the credit 

for which the household qualifies is provided to the family in the form of a tax re-

fund, even if the household has no federal tax liability. 

 

 For example, a parent with two children working full time at the state mini-

mum wage earns about $14,000 annually, and therefore no longer qualifies for a 

TANF cash grant.  As this single parent is working, however, he or she qualifies for 

the maximum EITC credit of $5,373.  With the earned income, EITC and Child Tax 

Credit, the family’s income is equivalent to about 125 percent of FPL even though 

the earned income only amounts to about 70 percent of the poverty level. 

 

 In 2010, 2.3 million Pennsylvanians resided in EITC eligible households, in-

cluding over 1 million children.  Claims for EITC in Pennsylvania totaled roughly 

$2 billion.  The Child Tax Credit is also very significant, with over 885,000 Pennsyl-

vania federal income tax returns claiming credits of $1.12 billion in 2012. 

 

 Pennsylvania does not offer a refundable tax credit, but it does provide for 

state income tax forgiveness for certain low income households.  For example, a sin-

gle-parent family working full time at the state minimum wage would have all of its 

state personal income tax liability ($427) forgiven.  Generally, a couple with two 
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children can earn up to $34,250 (about 145 percent of FPL) and still have at least 

some (10 percent) of their state personal income tax forgiven (reducing their tax 

from $1,051 to $946). 

 

 Our study found that child care subsidies are essential for low income work-

ing families, and that Pennsylvania invests significant funds to provide child care 

subsidies to low income families.  In FY 2015-16, the Department of Human Ser-

vices (DHS) is proposing to expend almost $650 million in Child Care and Develop-

ment Fund, TANF and Social Services Block Grant, SNAP/Food Stamps, and state 

matching funds for child care subsidies for low income families.  It is also proposing 

to spend an additional $18 million to reduce the child care subsidy waiting list, 

which averaged about 6,700 monthly in the 2013 federal fiscal year. 

 

 Pennsylvania is one of only 16 states with different initial and continuing eli-

gibility thresholds for its child care subsidy program.  Allowing families to remain 

in the program even though they have exceeded the initial eligibility threshold 

helps ease the transition off publically subsidized child care.  Pennsylvania is also 

relatively generous in its continuing eligibility threshold.  Only seven states (Maine, 

Massachusetts, Minnesota, New Hampshire, New Jersey, North Dakota, and Texas) 

have higher continuing eligibility thresholds.   
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 Despite our relatively generous eligibility thresholds, in Pennsylvania, as in 

most states, families still experience the “cliff effect,” when they lose their child sub-

sidy.  For example, a southeastern Pennsylvania family with a single parent and 

two preschool children in full-time center-based child care and $45,896 in earned in-

come (i.e., 235 percent of the federal poverty level in 2013) receives a child care sub-

sidy valued at over $17,000 annually.  When the family’s earned income exceeds 235 

percent of the FPL, it loses the entire $17,000 subsidy—an amount equivalent to al-

most 40 percent of the family’s gross earned income.  To some extent, the “cliff” may 

be moderated if the family elects to move the children into less expensive unregu-

lated care.  No one, however, thinks this is an ideal solution; and even then the fam-

ily would need to increase its after tax income by more than $1,800 in order to cover 

its added costs for child care. 

 

 Senate Resolution 62 directed us to consider programs in other states and op-

portunities for Commonwealth programs to provide additional incentives for work 

and self-sufficiency and to alleviate any possible “cliff effects.”  Toward this end, our 

report recommends several options for the Pennsylvania General Assembly to con-

sider.  They include increasing the amount families are allowed to retain in the 

TANF asset test, as Pennsylvania’s limits are currently among the lowest in the na-

tion.  States that have increased or even eliminated the asset test have not seen 

caseloads increase materially as a result of the change. 
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Another option would be to increase the TANF earned income disregard from 

50 to 75 percent.  This would have the effect of permitting families to earn closer to 

100 percent of the poverty level before the family stops qualifying for a partial 

TANF grant.  The Department of Human Services, based on actual case data from 

2014 and 2015, has estimated that increasing the earned income disregard from 50 

to 75 percent for continuing eligibility would cost approximately $1.7 million in 

TANF Block Grant Funds in the first year.  Extending the 75 percent disregard to 

those initially applying for TANF would cost an additional $3.5 million annually. 

 

Another option would be to allow child care subsidies for SNAP recipients 

who have secured employment, at least for a temporary period.  Under current 

SNAP rules, subsidized child care is not available to SNAP participants once they 

are employed.  DHS estimates such a change would annually cost $7 million, of 

which 50 percent would be federal funds. 

 

Finally, we recommend efforts to continue to reduce the child care waiting 

list should be supported in view of the importance of the subsidy in helping lift fam-

ilies out of poverty. 

 

We thank the Pennsylvania Department of Human Services’ Office of Legis-

lative Affairs for helping us obtain data for our study.  We also thank the Bucks 

County Women’s Advocacy Coalition and their partners for their consultation and 

assistance. 


