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Purpose of Study

Assist Ohio policy leaders to consider policies
that provide all young children in Ohio
access to high quality early learning
experiences — series of studies.

Shift to Quality-based Reimbursement — current
SUQ and QAA, possible changes.

Compare current award to costs to providers

Consider impact of quality standards on family
affordabllity, and targeting of funds.

Major changes deferred by budget crisis.




Hourly Costs to Providers
per Child

to Maintain/Sustain

SUQ Staffing Standards




Quality Standards - Structural

Ohio Team Specified: by Age, Setting, Quality Level

Focused on getting all providers into SUQ rather than
strengthening standards.

Staff Qualifications (education), Compensation (Current vs.
Higher)

Professional Development
Child:Staff Ratios; adjusted for pickup/dropoff times
Family Support Services

Attainment: percent providers at each quality level in 3 yrs

HSPC Estimates, Based on Earlier Ohio Work:
Non-personnel; 8% reserve/ROI

Regulation, Quality Assurance, Governance, Administration °




Quality Specifications: SUQ-Plus

Current average wages —
BA start at $14.36/hour = AA, HS lower, MA higher.
Benefits at 41%, patterned on K-12.

Higher wages -- $21.00/hour (average of starting wages for
kindergarten teacher and social worker).

Professional Development Allotment: $1,435/staff.

Staff participation: 17.5, 22.5, 27.5 hours/year for steps 1,2,3

Tuition costs: range from $832 to $1,308 by step;




Quality Specifications: SUQ-Plus - 2

Ratios by Step: Infants (0-18mos.) - 5.3, 5.3, 4.3
Toddlers (18-36 mos.) -7, 7,6
Preschoolers (37-60 mos.) - 13, 10, 10

Staff Mix:

Center distribution of educational attainment (HS,AA,BA)

estimated from OCCRRA workforce survey.

FCC distribution stipulated by Ohio workgroup.




Financial Access Specifications

Adjusted From Previous Ohio Analysis

Major Specifications:

No parental employment requirement (+30%)
Payments to Providers & Families (25/75%)
Percent family income as co-payment (6%/child)
ncome eligibility level (4 FPL)

Maximum hours/week (no limit)

FFEN payments (75% FCC rate)




The Relationship Among QRS,
Reimbursements Based on Quality, &
Financial Access

Quality-based rates Total Assistance

determined for Cost
Team . providers; reflect actual :
Sp_eu_fles ‘ cost of each QRS level Sl o Qe
Criteria for: based payments

(various payment for eligible
Each QRS mechanisms possible) children

Level L
El|g|b|I|Fy Varies by
& ‘ determined by quality, salary &

afiordablity | [Payments made for eligibility

B ‘ children/families based ‘ specifications

requirements on income, cost-quality Distributed by
of setting age, income,

(scholarships) setting

Family
Affordability




Comparing Estimated Costs, Market Prices

Prices not exactly equal costs: providers may charge less
than costs due to “hidden subsidies;” may charge
more to generate profit or reserves

Better to compare weighted average prices and costs
due to cross-subsidies of younger, older children.

Market prices are shown to:
a. test the validity of the cost model — Step 1 costs
should be slightly above the current average prices,
b. generate a measure of affordability: middle income
families are assumed to pay about 50t percentile prices,
upper-middle income families to pay about 75" percentile.

Charges are estimated on a per-child basis; about 30% of
children age B-5 have a sibling in that age group.




Hourly Costs to

Providers of Meeting

Quality Standards




Hourly Costs to Providers
of Quality Standards

50th
Percentile

75th
Percentile

Basic Quality

Moderate

Highest

Current Compensation

3.59

4.13

3.6

3.97

4.24

Higher Compensation

3.59

4.13

4.66

5.19

5.58

Standards near 50" and 75™" Percentile prices at current
compensation

B Current Compensation

Higher Compensation

Moving to higher compensation puts all standards above 75th




Hourly Costs in Context

Hourly Center Costs vs Market Prices: Current Compensation
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Weighted
Infant Toddler Preschool Sverage Across
Age Groups

EmBasic Quality 55,032 S54.26 I 5$3.12 %3.60
@Moderate Quality | £5.20 ' 54.39 I S3.62 %3.97
EHighest Guality 56.12 ! 5402 ! 53.68 54.24
= 50th %ile 5$4.40 ' $3.90 ' 43.34 53.59
E75th %ile : 55.05 ! 54.50 ! S3.84 : 54.13

Costs and Prices vary greatly by age of child, due to ratios
Costs vary more than Prices due to cross-subsidy of infants

Annual costs per full time slot range from
$10,400 — 12,700 for infants;
$ 8,800 — 9,100 for toddlers,
$ 6,450 — 7,500 for preschoolers.
$ 7,450 — 8,800 = weighted average = $1,350 from S1 to S3




Hourly Cost Components for Toddlers' Center Care
Higher Compensation Level -- Basic Quality

Regulation

Quality Pramotion 0.3%

and Support Reserves
3% B%

Salaries
50%
MNon-Personnel
18%

Frofessional
Development
1%

Two-thirds (70%) of costs are for staff compensation

System level costs (regulation, quality promotion) account for less
than 5 percent of total

The share of costs for compensation increases slightly for higher
guality, due to lower ratios and higher educational attainment. 14




Provider Costs to Move Up Quality Steps

Absolute ($) Change in Hourly Center Cost by Quality Level:

High Compensation
$1.40

51.20

51.00

50.80

50.60
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Weighted Average

Infant ‘ Toddler Preschool Across Age

Groups

r!LicensingtoBasic ' S0.04 S0.04 S0. S0.03

| mBasic to Moderate | $0.25 : $0.19 ' $0. $0.54

EModerate to High | €1.13 : $0.77 40, £0.38

By design, Basic is virtually the same as licensing requirements

Cost from Basic to Moderate = $0.54/hour = $1,100/annual slot;
from Moderate to High = $0.38/hour = $ 760/annual slot

Cost increases vary greatly by age, depending on where ratios are
changed 15




Percent Change in Hourly Center Cost by Quality Level:
High Compensation

25.0%

20.0%

15.0%

10.0%

5.0%

0.0% ._.—. _—. [ _

Weighted Average
Across Age Groups |

Infant Preschool

‘I Licensing to Basic [ 0.6% 0.6% T 0.7%

i-BHSiC to Moderate | 4% 3%
‘DModerate to High | 19% ~I 13%

Issue: high hurdles for moderate or high level? For |/T or pre-schoolers?
The overall change in provider costs from step to step averages 9 percent.

For infants and toddlers, provider costs increase about 3-4% to go from
stepl to step 2; 12-19% to go from step 2 to 3. Ratio changes of ‘1’

For preschoolers, costs increase about 17% from step 1 to 2, and about 2%
from step 2 to 3. Ratio change of ‘3’ 16




Can Families Afford to

Pay for Higher Quality ?




What Percent of Income Do Average Parents Pay
Now For Average Quality?

Market Price as Percent of Net Income, 50th Percent ile

O <1l FPL
m1-2

N

034
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Weighted
Average Across

Infants Toddlers Preschoolers

D<1FPL 74.7% 63.7% 51.3% 56.8%
m1-2 29.2% 25.2% 20.6% 22.6%
0 2-3 18.9% 16.4% 13.6% 14.9%
O34 16.4% 14.3% 11.9% 12.9%
W 4-6 11.9% 10.3% 8.6% 9.4%

Average (50" percentile) prices charged to middle income
parents range from 19% of net income for infants to
16% for toddlers, to 14% of net income for preschoolers

Are many middle income parents “priced-out” at 15% net
Income in current market?




What Do Affluent Parents Pay Now For Higher
Price/Quality?

Market Price as Percent of Net Income, 75th Percent ile

100.0% m <1 FPL

80.0%

m1-2

60.0%

0 2-3
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Weighted
Average Across

o<1 FPL 89.0% 76.9% 62.3% 68.7%
m1-2 34.4% 30.0% 24.6% 27.0%
0O 2-3 22.1% 19.4% 16.1% 17.5%
O 3-4 19.2% 16.9% 14.0% 15.2%
W 4-6 13.9% 12.2% 10.1% 11.0%

Infants Toddlers Preschoolers

Market prices for upper-middle income families are equivalent to
19% of net income for infants, 17% for toddlers and 15% for
preschoolers. About same 15% average across ages.




What Would Standards Cost For Families Of Different Incomes?

Per-Child Cost as Percent of Net Family Income
Average Across Ages - Current Compensation

0%
70%
60% -
50% -
40% -
30% +

20% -
10% _ ﬁ
0% -

1-2 2-3

M Basic

B Moderate
M High

W 50th %-ile
M 75th %-ile

Families in the lowest income group cannot afford current quality;
moderate income families require some assistance

From Basic to High Quality:
For middle income families (2-3 FPL), affordability declines from
15% to 18% of income.
For upper-middle income families (3-4 FPL), affordability declines g
from 13% to 16 % net income.




Quality Achievement Awards
to Providers (current);

Compared to cost of standards

Issue: base award amounts on
- all enrolled children, or on
- subsidized children ?




QAA’s: Bonus, Not Rate Adjustement

Ohio Quality Achievement Awards (QAA) - flat sum based on
size of center and quality level, and the percent of
enrolled children who are receiving state subsidies.

We estimated the hourly equivalent on a per child, per
hour basis, comparable to the estimated hourly costs to
providers of meeting SUQ standards.

QAA's are mostly equivalent to 2 to 10 cents per child per
hour; for small centers, the QAA is equivalent to 13 to 20
cents per child/hour at steps 2 and 3.

QAA's only partially offset the estimated 38 to 54 cents per
child/hour of provider costs to meet step 3 vs. 2, and
step 2 vs. 1 standards.

Cost per subsidized child lower if higher percent of subsidized
children in center




Bonus per Enrolled Child, Per Hour

Ranges of QAA Rates per All Enrolled Children Compared to Costs of
$0.07 Improving From Licensing Standards to Basic Quality
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PO.05

$0.04

$003
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Level 1 [0 - 99] Level 2 [10 — Level 3 [41 — Level 4 [71%

40%0] T0%] and above]

‘-Hourly,Per—ChE;Igiuﬁgﬁ Fate Lower $0.02 $0.02 $0.02 $0.02

il Hourly, Fer-Child QA4 Lpper Bound T0.03 $0.04 $0.08 F0.07
i H Costof Increasing Quality

Level = percent subsidized children

Current awards produce relatively equal amounts per enrolled child

Current awards are small fraction of provider cost of improvement _,




Bonus per Low-Income Child, Per Hour

Ranges of QAA Hourly Equivalents per Subsidized Child Compared to Costs
of Improving From Licensing Standards to Basic Quality
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$0.60
$0.50

$0.40

$0.30 -
$0.20 -

$0.10 -

$-

Level 1[0 - 9%]

e

Level 2[10 — 40%)]

Level 3 [41 — 70%]

Level 4[71% and
above]

EHourly, Per-Child QAA Rate Lower
Bound

$0.33

$0.07

$0.03

$0.02

®EHourly, Per-Child QAA Rate Upper
Bound

$0.74

$0.18

$0.10

$0.08

mECost of Increasing Quality

$0.03

$0.03

$0.03

$0.03

QAA per subsidized child is much higher for centers
serving small percent of subsidized children




Budgetary Impact of Making High
Quality ECE Financially Accessible

Net increase In state/local costs

Cost of moving all centers from licensing
to Basic Quality (SUQ-Level 1)

Cost of degree attainment




About 20% of cost Is for families above 2 FPL 5




Moving All Centers from Licensing to Basic (SUQ-1)

)

May require additional outreach expenditures or other incentives ,-,




Annual Cost

Per Staff Annual Degree Attainment Cost

Movingfrom Licensing
Standardsto Step 1

Moving from Step 1 to Step 2

Moving from Step Z to Step 3

B Director

5312

5172

50

B Teacher

50

5445

5152

H Asst Teacher

50

50

5588

B Overall

5216

5326




Discussion Issues

Setting hurdles: make It easier to get to
first step, harder for higher steps? Or
set higher barrier to certify first level of
guality above licensing?

What can middle income parents afford to
pay?

How to balancing incentives for quality for
all children, vs. low income

How to establish principle of quality-based
payment in tight budget context?




www.hspc.org

http://www.hspc.org/publications/pdf/Supply
DemandAccountability.pdf

http://www.hspc.org/publications/pdf/OH-
FiscalModel.FinalReport.pdf




Specifications:
30% of all families in 3 years
1 FTE coordinator per 100
families (1 for every large
center) => 2,450 stalff

Cost increase: $103 million/year




