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President’s Note

Each year, Wisconsin gives over $300 million
in federal and state tax dollars to private
child care providers so low-income parents can
work and their young kids can start life on a
level playing field.

As long as the quality of care is high, research
indicates, such investment benefits both the
children and society as a whole. So seven years
ago, Wisconsin policymakers devised the Young-
Star rating system — a 5-star rating scale that
results in higher public subsidies for high-quality
4- and 5-star providers and no subsidies at all for
those with a 1-star designation.

YoungStar is still a work in progress. Initial,
limited research funded by the state in recent
years has been unable to determine if high-
er-quality early child care programs result in
better school readiness. But higher-quality
programs do benefit children through warmer
teacher-child interactions, activities, and better
health and safety routines. If you want your child
to be happy and safe, in other words, the Young-
Star system is worth using,

There are, however, problems. As you'll discover
in the interactive map in Section III of the report
we issue today, there are too few 4- and 5-star,
high-quality providers in the poorest neighbor-
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hoods, where they could have the biggest impact.
The relative dearth of high-quality providers, in
fact, has made it difficult to come to definitive
conclusions about the differences in outcomes
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between programs at different star levels.
Right now, high-quality programs (4s and 5s)

make up just 17 percent of the total number

of providers. In some of the poorest neighbor-
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Executive Summary

economic benefits from investing in early childhood ed-

ucation accrue both to the individual child and to society
as a whole. Societal and economic benefits include increased
earnings that generate higher tax revenue, fewer students
requiring remedial education, a reduction in the need for so-
cial assistance a nd less strain on the criminal justice system.
The individual benefits for children include better health in
adulthood, lower participation in crime, higher labor income
and greater educational attainment.

The latest research supports the case that substantial

This study builds on the findings of The Economic Power of
Early Childhood Education in Wisconsin, a 2012 WPRI report
by Rob Grunewald and Don Bezruki. The authors of that
report concluded that “investment in young children supports
economic development by boosting the long-run productivity
of the labor force and reducing public costs.” The economic
payback, they wrote, had been estimated at as high as $16
for every $1 invested.!

When that report was issued, Wisconsin was just two years
along with a key investment in the quality of the state’s child
care providers, the YoungStar quality rating and improve-
ment system (QRIS). YoungStar has a $9.2 million budget
and is the cornerstone of state efforts to improve provider
quality and deliver pertinent information to families about
the quality of child care programs. Participating providers
undergo a thorough YoungStar analysis, and the results are
made available to parents in a 5-star rating format. One star
represents a sub-standard provider and 5 stars are awarded
to the highest-quality providers.

YoungStar measures and rates the quality level of thousands
of child care providers, offers parents tools and information
to help them assess their child care options and supports
providers with technical development and tools to increase
the quality of their care.

Today, more than 3,800 of Wisconsin’s approximately 5,000
regulated early child care providers participate in YoungStar.2
Those that earn a 2-star rating or higher are eligible for state
and federal child care subsidies through Wisconsin Shares,

a program that helps parents who receive public assistance

gain access to child care. Since 2012, YoungStar has employed
a carrot-and-stick incentive structure that rewards high-qual-
ity providers with larger Wisconsin Shares subsidy payments
and reduces those of low-quality providers. Between January
2013 and December 2016, more than 1,100 programs moved
up the rating scale.? Yet high-quality (4- and 5-star-rated)
programs make up just 17 percent of the total number of
providers.

This report provides a link to an interactive state map that
shows the number of child care slots, the percentage of slots
with high-quality ratings and the percentage of children
under age 5 in poverty broken down by ZIP code.

This information can help YoungStar and its partners identify
areas with higher levels of poverty in order to focus efforts to
improve child care supply and quality. The data can also help
identify rural areas where child care offerings tend to be more
limited. YoungStar and its partners could work with these
communities to address the scarcity of quality child care.

Finally, this report provides data and analysis that illustrate
how incentives, in at least some instances, do not sufficiently
help sustain high-quality 4- and 5-star programs. It costs
more to hire and maintain high-quality personnel, purchase
a robust curriculum and provide a facility that contributes to
earning a high-quality rating. This report includes two case
studies that examine the economic viability of high-quality
centers under the current funding structure.

In some ways, the efficacy of YoungStar remains unproven

A 2013-"14 study conducted by the University of Wiscon-
sin-Madison found that YoungStar ratings correspond with
differences in observed quality; in other words, YoungStar
served as a valid quality-rating system.* However, that study
also found that the evidence for one of YoungStar’s key goals
— early skill and behavior development — was incon-
clusive. Higher star ratings did not translate into increased
school readiness.

One factor in this finding is the small sample size of child
care programs at the 4- and 5-star level. To draw conclusions
about the efficacy of early childhood education as a means of
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preparing children for school, more child care programs will
need to achieve high-quality status, and more research will
need to be done.

Nevertheless, the study provides an opportunity for Young-
Star to assess rating-level criteria and their impact on child
outcomes. For example, Minnesota recently undertook a
process to update the state’s QRIS rating criteria based on a
similar validation study.

The QRIS mechanism, although imperfect, is the primary
vehicle states have to deliver coaching and training to provid-
ers and to educate parents about child care options and the
impact of early education on child development. Early child-
hood research has identified program characteristics that are
consistent with positive child outcomes. While there is more
to learn, as science gets more specific about the factors that
produce stronger child outcomes and how to scale them,
these standards and coaching curriculum can be incorporated
into YoungStar.

Based on our analysis, we recommend that policymakers and
the Wisconsin Department of Children and Families:

- Use the interactive map in Section Il and work with com-
munity partners to identify places where families with young
children have fewer providers and high-quality providers
and help increase YoungStar participation, particularly in
high-poverty and rural areas.

« Analyze the effectiveness of YoungStar’s reimbursement
scale to create financial incentives for providers to improve
quality.

« Work across YoungStar, Wisconsin Shares and Wisconsin
4K to identify policies and practices that increase children’s
school readiness.

- Develop public-private partnerships and business com-
munity involvement to support YoungStar’s marketing and
outreach efforts, support child care providers on business
practices and explore the potential role of innovative financ-
ing mechanisms, such as Pay for Success.

« Better align YoungStar rating levels with their impact on
children’s school readiness.

« Increase the number of providers in the rating system,
particularly among family-based providers.

Introduction

n 2012, WPRI released a paper by Rob Grunewald and Don

Bezruki titled The Economic Power of Early Childhood
Education in Wisconsin. The report documented research on
the economic benefits of investing in early childhood educa-
tion, concluding that “investment in young children supports
economic development by boosting the long-run productiv-
ity of the labor force and reducing public costs. In the cold
calculus of economic analysis, repeated studies have not only
confirmed the long-term value of early childhood education,
but its economic payback has been estimated at as high as
$16 for every $1.”5

At the time, Wisconsin was just two years into a key invest-
ment in the quality of the state’s child care providers, the

YoungStar quality rating and improvement system (QRIS).
YoungStar serves as the backbone of the state’s efforts to
support provider quality and deliver information to fami-
lies about the quality of providers in Wisconsin. Child care
providers are rated in four key areas of care: providers’
education and training; learning environment and curric-
ulum; professional and business practices; and children’s
health and well-being. Providers are awarded between 1 and
5 stars.

In Wisconsin, 74.3 percent of children under age 6 have all of
their parents in the labor force.® These children are cared for
in a variety of settings outside the home. By supporting the
quality of child care providers, YoungStar has the potential to
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foster healthy child development and help children prepare
to succeed in elementary school and beyond.

Now that YoungStar has been fully implemented for five
years, we can assess its progress. For example, how has
provider participation changed since YoungStar’s inception?
What impact has the rating system had on provider quality?
Do children in higher-rated programs have stronger out-
comes? Has the payment incentive structure had a positive
impact on provider participation and the capacity to deliver
high-quality programs?

This paper first reviews the economic case for investing in
young children, including research released since the 2012
paper. The second section describes the implementation of
YoungStar and includes data on participation among pro-
viders and trends regarding star ratings. The third section
analyzes the progress YoungStar has made in improving the
quality of child care and outcomes for children; illustrates
the relative lack of high-quality programs in the state’s most
impoverished areas and in rural areas; provides case studies
on the economic viability of high-quality centers; and offers
recommendations.

Section I. The Economic Case
for Investing in Young Children

In the 2012 WPRI report, Grunewald and Bezruki reviewed the
evidence for investing in the early education of young chil-
dren, from both a child development and an economic perspec-
tive. Neuroscience and psychology indicate that the first few
months and years of life are a critical period for development
with lifelong implications. Every second in the infant brain,
more than a million new neural connections are formed, each
shaped by a child’s experiences.”

Studies also reveal the types of early experiences that help chil-
dren thrive, including stable and nurturing relationships with
caregivers, language-rich environments, and encouragement to
explore through movement and senses. However, excessive stress
during early childhood, caused by such things as exposure to vio-
lence, abuse or neglect, or having an incarcerated or mentally ill
parent, can lead to a brain wired for negligence or threat, which
can impair learning, memory or the ability to self-regulate.

The impact of learning environments can be observed in
children before they arrive at kindergarten. One research study
documented that, by the age of 3, children in families with col-
lege-educated parents have twice the vocabulary of children in
low-income families.®

From an economics perspective, development during a child’s
early years sets the foundation for learning skills needed in
the workplace, including math and language proficiency, col-
laboration, critical thinking, self-motivation, and persistence.
According to James Heckman, Nobel laureate economist at
the University of Chicago, skills learned later in life build on
those learned as a young child; thus, “skills beget skills.” The

foundation for labor force productivity begins in early child-
hood.

Economic research also demonstrates that investments in early
learning can yield high rates of return. Long-term studies show
that early childhood development programs targeted to children
from disadvantaged environments can have a positive impact
that lasts well into adulthood. These studies include the Perry
Preschool Project in Michigan (ages 3 to 4 years), the Chicago
Child-Parent Centers program (ages 3 to 4 years), the Carolina
Abecedarian Project in North Carolina (ages 3 months to 4
years), and the Prenatal/Early Infancy Project in Elmira, N.Y.
(home visits by a registered nurse, prenatal to age 2).

Societal benefits accrue from fewer children needing remedial
education services, the reduced need for social assistance, a
decreased burden on the criminal justice system, and increased
earnings and tax revenue. As described in the 2012 Grunewald
and Bezruki report, annual rates of return, adjusted for inflation,
range from 7 percent to just over 20 percent. And while children
and families benefit from these investments, the majority of
benefits accrue to the rest of society.

Recent research findings

Since 2012, additional research has helped clarify the benefits of
investing in young children, but has also raised questions about
how to ensure that early gains are sustained as children enter ele-
mentary school. In December 2016, Heckman and his colleagues
published a second analysis of the Carolina Abecedarian Project,
a prominent early childhood development program that started
in 1976. In this study, disadvantaged children just a few months
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old were randomly assigned to a high-quality early learning pro-
gram where they remained until they were 5 years old.

Compared with the control group, children who participated in
this high-quality early learning program had better health in their
mid-30s, lower participation in crime, higher labor income, high-
er IQ scores and greater educational attainment. In addition, their
mothers’ labor income increased as a result of having access to
reliable, full-time child care. Heckman et al. estimate the annual
average rate of return at 13 percent, adjusted for inflation.’

Additional research from North Carolina was recently published
evaluating two of the state’s early childhood initiatives, including
preschool for disadvantaged 4-year-olds and county-level part-
nerships called Smart Start, which fund a variety of services for
young children. The preschool program now enrolls about 25,000
children,'® while Smart Start is available in all 100 North Carolina
counties."

The researchers took advantage of timing differences in the
statewide rollout of each of the initiatives and compared
children in counties that received early funding with those in
counties that received later funding. They found evidence that
both initiatives had positive effects on third grade test scores in
reading and math, and reduced the likelihood of special educa-
tion placement, in turn reducing costs to school districts.'? 13

Sustaining early childhood education gains

While long-term studies like Abecedarian demonstrate that

the benefits of investing in young children can last well beyond
the time they enter kindergarten, two recent studies show that
positive effects dropped off within a few years. Results from a
2012 impact study of the Head Start early childhood education
program found that children randomly assigned to attend Head
Start initially made gains in language, math and social-emo-
tional skills after one or two years of attendance, but by first
and third grade, their assessment results were similar to those
of children in the control group.™

Similarly, a 2015 evaluation of the state of Tennessee's Voluntary
Pre-K program showed that initial gains on cognitive and so-
cial-emotional skill assessments had dissipated by third grade."
While there are concerns about the construction of the study
sample in the Tennessee evaluation and the quality of the pro-
grams evaluated, these two studies raise questions about the sus-
tainability of early gains after children enter elementary school.

Sustaining such gains was the focus of a research conference
hosted by the Federal Reserve Bank of Minneapolis and the

University of Minnesota in October 2015. While research in
this area continues to evolve, researchers highlighted some key
themes relevant to policy development.'®

First, teachers are positively related to child outcomes. While
research has yet to specify the optimal level of education or
specific teacher characteristics that produce positive child out-
comes, evidence shows that training and coaching can enhance
the interactions between teachers and children. Other factors
that can help sustain child outcomes include research-backed
curriculum with assessments that help inform teachers; facili-
tating and aligning expectations and approaches between early
learning programs, kindergarten classrooms and early elemen-
tary classrooms; and engaging and supporting parents and
caregivers as their children’s primary teachers.

Achieving high quality

Policymakers and program administrators must consider what
elements to include as they plan their early childhood invest-
ments. For example, in response to the disappointing results of
the Tennessee pre-K study, the state legislature didn’t scrap the
program, but rather passed a bill to provide a framework for im-
proving its quality. The bill requires coordination between pre-K
classrooms and elementary schools, includes a plan for engaging
parents and families, and establishes a provision for delivering
professional development to pre-K teachers."”

But as policymakers consider the features of early childhood
investments, they need to keep in mind that programs that pro-
vide a higher quality experience for children tend to come with
higher costs. Attracting and retaining skilled staff requires higher
salaries, the biggest expense category for an early learning pro-
gram. But other costs associated with professional development,
curriculum, supplies and the facility can be higher as well.

High-quality programs like Abecedarian come with a relatively
steep price tag, in this case about $18,500 annually per child.
Another high-quality and successful program, Boston Pre-K, has
shown moderate-to-large impacts on children’s language literacy,
numeracy and mathematics skills, and also small impacts on
executive function and emotional skills.’® The teachers in Boston
Pre-K are paid the same as other teachers in the district, bringing
the cost to over $12,000 annually per child.

Several long-term studies demonstrate that the cost of providing
a high-quality early childhood development program can be well
worth the expense. But to achieve those benefits, programs must
have an appropriate level of resources. While research can guide
these decisions, it doesn’t provide a specific formula.
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Section IlI. YoungStar: A Brief History

he YoungStar program was created by the state in 2010

as a quality rating and improvement system for Wis-
consin’s child care centers and licensed family providers.
The program was tasked with increasing the availability of
high-quality child care and supplying parents and caregivers
with information to help them select the best options for
their children.

Housed within the Wisconsin Department of Children and
Families (DCF), YoungStar established child care bench-
marks and an evaluation tool/rating system to incentivize
improvements in child care quality. The program also pro-
vides technical assistance and program improvement grants
to child care providers.

YoungStar strategies for improving outcomes for Wisconsin
children include:

- Objectively measuring child care quality, rating thousands
of child care providers and awarding up to 5 stars for the
best quality of care;

- Giving parents easy-to-use tools to compare their local
child care options and find providers that match their fami-
lys lifestyle, budget and needs;

- Supporting providers with professional development, re-
sources and tools to deliver high-quality care; and

- Setting a consistent standard for child care quality."

Today, more than 3,800 of the approximately 5,000 regulated
early child care providers in the state participate in Young-
Star. Child care providers with a 2-star rating or higher are
eligible for existing state and federal funding for child care
subsidies through the Wisconsin Shares program.?

Prior to the statewide rollout of YoungStar, DCF was charged
with laying the groundwork by providing immediate training
and technical assistance to child care programs. This began
in July 2010 and included support for programs in 10 counties
with the greatest ratio of Wisconsin Shares families to private
pay families (Milwaukee, Dane, Racine, Kenosha, Marathon,
Waukesha, La Crosse, Rock, Eau Claire and Wood).”!

At the end of 2010, YoungStar began enrolling group centers
and family child care programs that served children ages
birth to 5 years. In January 2011, YoungStar began to award
and publish ratings online. School-age programs were in-
cluded in the second phase of YoungStar beginning in March
2012. Day camp providers were included starting in March
2014.

YoungStar employs several strategies, including the use of
“carrot-and-stick” financial incentives. Starting in the sum-
mer of 2012, YoungStar began to provide higher subsidies
for high-quality providers (4s and 5s) and lower subsidies for
low-quality providers (2s). The rating system and tiered re-
imbursement rates were designed to provide market incen-
tives that would motivate low-quality providers to improve
their services in order to attract families and receive higher
payments.

From the beginning, the administration of the YoungStar
program and the technical assistance offered to providers
have been carried out through a contractual partnership
with a consortium of nonprofit and advocacy organizations
that serve the child care sector.2 In July 2016, DCF contract-
ed with Supporting Families Together Association for the
administration of all YoungStar services, including training
programs, technical assistance, coaching and micro-grants.?
These services are provided through 11 local YoungStar offic-
es around the state.

Early learning programs participating in YoungStar serve
and impact an estimated 188,000 children statewide.?* On

a monthly basis, approximately 46,500 of those children are
from families receiving Wisconsin Shares benefits.?* Accord-
ing to DCF, some 75 percent of children with Wisconsin
Shares authorizations are enrolled in 3-star or higher-rated
programming, and more than 76 percent of all children in
early learning programs are enrolled in a 3-star or high-
er-rated program.? However, as of April 30, 2017, just over 24
percent of children whose parents were receiving Wisconsin
Shares subsidies were enrolled in a high-quality program
with a 4- or 5-star rating,?” and 32 percent of children en-
rolled in YoungStar-participating programs were enrolled in
a 4- or 5-star program.?
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The picture looks a little different when  Figure 1

analyzing the number of providers rath- ; ; ; ;
er than the number of children. Wisconsin Shares Children — Star Rating Levels

At the end of 2016, there were 12 pro- CUMULATIVE

viders at the 1-star level, 1,727 at the

2-star level, 1,290 at the 3-star level, Milwaukee
191 at the 4-star level and 433 at the Northeastern
5-star level. Just under 200 addition- Northern

al providers were participating but Southern

not yet rated. These numbers show Western

that only 17 percent of all providers TOTAL
(excluding those participating but not
rated) are at the 4- or 5-star level. The
fact that just over 24 percent of chil-
dren whose families receive Wisconsin
Shares subsidies and 32 percent of all children in YoungStar
facilities are in these 4- and 5-star programs indicates that
these high-quality providers are larger on average than the
lower-quality providers.

Rating process and monitoring

In addition to the financial incentives provided by YoungStar,
the rating system encourages improvement by bringing con-
sumer pressure to bear on child care programs. Each provider
goes through a 40-point evaluation process specific to its size
and structure.” The total number of points a program earns
determines how many stars it receives. The more stars, the
more appealing and marketable the provider is to parents. And
as parents seek out higher quality programs, market forces
encourage providers to increase quality.

Every participating provider in the YoungStar program receives a
rating of 1 to 5 stars. The ratings are based on four key categories:

- The providers’ education and training
- The learning environment and curriculum
- The programs business and professional practices

- The childs health and well-being

Programs are evaluated using quality indicators in the four cat-
egory areas to ensure that programs have a consistent standard
and a balanced approach to quality, and are making improve-
ments in all areas of programming, not just in one or two.
There are two types of indicators included in each of the quality
content areas: those that are required in order to earn certain
star levels (difficulty increases as star levels increase); and those
that are optional and add to the overall point total.*

Kenosha/Racine

2% 3% av% 5% TOTAL

546 2,585 91 549 3,771
6,271 13,856 1,183 3,755 25,065
929 2,491 488 1,118 5,026
505 752 211 239 1,707
1,774 2,155 425 2,267 6,621
984 1,288 128 446 2,846

11,009 23,127 2,526 8,374 45,036

NOTE: Wisconsin Shares does not reimburse providers at the 1-star level for caring for children. Child counts are distinct
for each cell. Since a child can be authorized to more than one provider, totals may be less than the sum of their details.

Figure 2 shows how the point system works. Indicators are
evaluated on site by consultants who are trained to observe,
verify and document quality practices. Programs seeking a
4- or 5-star on-site rating are further evaluated by a trained

Figure 2

Quality Rating & Improvement System —

Overall Model

dokdokok 33dopoints
*okokok (23320
ek (12200
*k o010

* Out of Regulatory
Compliance

Programs not in regulatory compliance would not be able to earn points
in YoungStar until coming into compliance with licensing and certification.

THE POINT SYSTEM
CATEGORY FOR EARNING POINTS PossIBLE POINTS
Learning environment & curriculum 0-13
Group teacher qualifications 0-9
Business & professional practices 0-7
Group director qualifications 0-6
Health & wellness 0-5
TOTAL 40 points

Source: Wisconsin Department of Children & Families
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Environment Rating Scale observer using established assess-
ment tools.

The evaluation process begins when a program submits a
YoungStar application or renewal application and selects an
on-site rating. Programs that select an automated 2-star rating
or arating based on accreditation status are assigned a rating
through an automated system within six weeks. The evaluation
must be completed within four weeks for a 2- or 3-star rating
assessment and within eight weeks for a 4- or 5-star rating as-
sessment. Programs can elect to receive technical consultation
and mentoring support for up to 20 weeks before they are rated.

Providers were initially evaluated on an annual basis, but begin-
ning in 2017 the time between ratings increased to every two
years. Programs are now assigned to an even or odd year rating
cycle. A program can choose to be rated during its “off-year”
and/or receive technical assistance in seeking a higher rating.*'

Wisconsin Shares subsidies can also be used to fund “non-li-
censed” child care settings such as certified child care providers
who offer care in the child’'s own home; child care programs
operated by a Wisconsin public school district; and out-of-state
providers that are not regulated or monitored by Wisconsin but
are regulated by their state of residence.

YoungStar's Incentive Structure

Eligibility for Wisconsin Shares subsidy payments is tied to par-
ticipation in YoungStar. Regulated providers that do not receive
Wisconsin Shares subsidies can participate in the program, but
are not required to.

In 2016, Wisconsin Shares had a $307 million budget that was
funded by the Child Care Development Fund ($153 million) and
the Temporary Assistance for Needy Families program ($123.6
million), both federal block grant programs. An additional $29
million came from state general purpose revenue dollars, and
$1.6 million was generated by child care licensing fees.*

Payments are administered locally by Wisconsin counties and
tribes. Low-income working families with children under the
age of 13 and with a gross monthly income equal to or less than
185 percent of the Federal Poverty Level (FPL) may be eligible
for Wisconsin Shares. Families may continue to be eligible until
their monthly income reaches 200 percent FPL.3* If a child has

a special need, the child may remain eligible until the child’s
19th birthday.* Families participating in Wisconsin Shares are
eligible for a tiered subsidy based on the quality of the provider
they select. In the case of families that choose a 3-, 4- or 5-star

provider, the program will receive Wisconsin Shares payments
directly from families through a state-issued electronic benefit
transfer (EBT) card. Each family’s subsidy amount will be cal-

Figure 3

Wisconsin Regulated Child Care Providers

and YoungStar Participation Breakdown
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Figure 4
YoungStar Ratings
ALL PROVIDER TYPES
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culated by taking the county maximum or the provider’s price
(whichever is lower) and subtracting the family’s copayment.

Five-star providers, which meet the highest levels of quality
standards, receive a separate YoungStar quality adjustment for
up to 25 percent of current Wisconsin Shares authorization
amounts. Four-star providers, which meet “elevated levels” of
quality standards, also receive a separate YoungStar quality
adjustment for up to 10 percent of current Wisconsin Shares
authorization amounts. If a family selects a 2-star provider, the
authorized subsidy amount will be reduced by 5 percent.>

Families are not eligible for Wisconsin
Shares subsidy payments if they send
their child to a 1-star-rated program.
These providers’ child care licenses

or certifications have been revoked,
denied or suspended, or their Wiscon-
sin shares payments were ended due to
fraud or suspected fraud.>”

Figure 5

Trends in provider ratings

A relatively large share of providers has
participated in the rating system since Licensed
2012 (see Figure 3), due in large part to
the requirement that providers must 51%
achieve at least a 2-star rating to receive
Wisconsin Shares payments. Most
other states do not require providers to
participate in their quality rating and

Center-based

YoungStar Participation

BY PROVIDER TYPE, 2016
Public Schiml

improvement systems in order to receive child care subsidy
payments. As a result, Wisconsin has one of the highest partic-
ipation levels in its QRIS. In 2016, 66 percent of licensed family
child care providers in Wisconsin held a YoungStar rating,
while 80 percent of licensed child care centers were rated.

Under Wisconsin law, a license to operate a child care center is
required for any person providing care and supervision for four
or more children under the age of 7 for less than 24 hours a day.
Certification is required for those who provide child care for
one to three children or who are not otherwise required to be
licensed as a child care center.

Since 2012, the overall number of providers rated has de-
creased due primarily to a decline in the number of providers
in the state and some providers leaving the YoungStar program
(see Figure 4). From 2012 to 2016, the number of rated certified
family providers decreased 56 percent, while the number of
licensed family providers decreased 26 percent. Meanwhile,
the number of center-based child care providers increased 2
percent. The share of center-based providers participating in
YoungStar has remained relatively steady since 2012, while the
share of certified family and licensed family providers partici-
pating in YoungStar decreased about 5 percentage points.

Between January 2013 and December 2015, a total of 974
programs moved up the rating scale: 416 in 2013, 281 in 2014,
and 277 in 2015. DCF reports that an additional 190 programs
improved their rating in 2016.3 In 2016, center-based, or
licensed group providers, represented over 50 percent of pro-
viders participating in YoungStar, while licensed family-based
providers represented 30 percent. Certified family and about
200 public school-based programs
made up less than 20 percent of pro-
viders (see Figure 5).

Since YoungStar began, there has been
a significant decrease in the number of
1- and 2-star providers. In 2013, there
were nearly 3,100 programs with 1- or
2-star ratings. As of December 2016,
that number had dropped to 1,740.
Since 2012, the share of programs
offering higher-quality care (3,4 or 5
30% stars) has doubled, from 26 percent to
nearly 53 percent at the end of 2016.
During that same time period, the
number of children receiving a Wis-
consin Shares subsidy who attend a

Certified Family
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Figure 6

YoungStar Ratings by Provider Type
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higher quality program rose from 40 percent to nearly 75
percent.*

Since 2012, a larger share of center-based programs achieved
3-star or higher ratings than family-based programs. In 2016, 69
percent of center-based programs had a 3-star or higher rating,
while 43 percent of family-based providers had a 3-star or higher
rating (see Figure 6). In addition, the share of center-based
providers with a 4- or 5-star rating was much larger than for
family-based programs.

Similar to other states, center-based programs in Wisconsin
are more likely to participate in quality rating and improve-
ment systems and on average achieve higher ratings than
family-based programs. While measures used for ratings

and technical assistance are tailored for each program type,
center-based programs have larger economies of scale and on
average have more resources to make program improvements,
such as teacher training and implementing new curriculum.
Family-based programs are usually operated by one person,
which presents challenges for attending professional develop-
ment opportunities and adopting new practices. An encour-
aging sign is that the growth rate in 3-star and higher-rated
programs among family-based providers is about the same as
the growth rate for center-based programs.

YoungsStar’s outreach to parents

According to a November 2016 report published by the Wiscon-
sin Council on Children and Families, “YoungStar is one of the
most developed quality rating systems in the country.” “* While

FAMILY-BASED PROVIDERS

© 5 Star
© 4 Star
@ 3 Star
® 2 Star
® | Star

2012 2013 2014 2015 2016

similar programs in other states only reach a modest propor-
tion of their child care providers, in Wisconsin more than 70
percent of licensed child care providers participate in Young-
Star, and all children subsidized by Wisconsin Shares attend a
rated provider. Since most child care providers that serve subsi-
dized low-income children also serve non-subsidized children,
YoungStar’s quality improvement system is likely benefitting
far more children than those in the Wisconsin Shares program,
according to the report.*

DCEF officials attribute the growth in the number of parents
selecting higher-quality providers to an outreach and media
campaign designed to educate parents about YoungStar and
the importance of quality early childhood education.*

The goals of this campaign, according to DCF, are to make
parents and families aware of the rating system, emphasize
the importance of quality child care and early brain devel-
opment, and alert families to the impact of stress on young
children. The campaign includes focus groups, community
outreach, print and video content, and radio public service
announcements.

DCF maintains a website (childcarefinder.wisconsin.gov) to
assist families searching for child care or seeking more informa-
tion on a specific program. The site provides detailed infor-
mation about YoungStar ratings and compliance records for
licensing and certification. According to DCF, the site received
nearly 175,000 visits in 2015.%* More resources for parents are
available at https://dcf.wisconsin.gov/youngstar/parents.
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Section lll. Analysis and Recommendations

Impact of YoungStar on provider quality
and child outcomes

A quality rating and improvement system such as YoungStar is
designed to increase the quality of child care programs in a geo-
graphic area leading to improvements in school readiness among
children who attend child care. Some states have conducted vali-
dation studies of QRIS programs to determine whether the rating
levels are associated with differences in observed quality and
child outcomes, since rating levels of an effective system should
accurately rank programs by quality and child outcomes.

In 2013-14, the state of Wisconsin hired the Institute for
Research on Poverty at UW-Madison to conduct a study of the
YoungStar rating system. The university’s Katherine Magnu-
son and Ying-Chun Lin conducted the study, largely funded

by a state grant, in an effort to determine whether the rating
scale can differentiate programs based on observed quality
measures, and whether children who attend more highly rated
programs gain more in school readiness than children who
attend lower-rated programs.

The researchers used the Environment Rating Scales (ERS)

for center-based and family-based programs to measure the
observed quality of 239 providers. ERS assesses program space
and furnishings, program activities, teacher credentials, and
parent engagement, among other aspects. The data collection
was completed in April 2014. For child outcomes, the research-
ers assessed 887 children in fall 2013 and 725 of the same chil-
dren in the spring of 2014. In the 2014 assessment, 327 of the
selected children were in 2-star programs, 305 were in 3-star
programs, 25 were in 4-star programs and 68 were in 5-star
programs. Children were assessed by field staff on language,
literacy and problem-solving skills, while teachers assessed
children on behavior.*

Based on ERS scores, programs rated 3-star and above had
higher scores than 2-star-rated programs; the study authors
described the difference as significant and meaningful. The
study also examined the relationship between YoungStar rating
points that serve as the basis for star rating assignments and
ERS scores. Results show that the number of YoungStar rating
points in each of the four rating domains predicted observed
quality, and the total number of points predicted differences

in observed quality. The authors note that “this suggests as a

measure of child care quality, the YoungStar rating system has
achieved validity*

In regard to school readiness, on average, children in Young-
Star programs were “meeting developmental expectations and
learning an important range of skills during the time period

of the study. This suggests that on average these children were
likely to enter formal schooling ready to learn ™ However, the
study did not find differences in school readiness measures
between children attending 2-star programs and children at-
tending 3-star or higher programs. This result was found across
academic skills and teachers’ observations of behavior.

Magnuson and Lin note that other QRIS studies have found
similar results; that is, generally a lack of association between
rating scale levels and children’s early skills and behavior.

In addition, because of the relatively small sample of 4- and
5-star programs, the study was not designed to test for differ-
ences in observed quality of child outcomes among programs
with 3-, 4-, and 5-star ratings. The authors note that the
results are most conclusive in showing that in terms of school
readiness, there are no meaningful differences between 2- and
3-star providers.

The only meaningful differences between 2-star and 4-star/5-
star providers were that children in 5-star providers had
higher ratings on teachers’ reports of learning behavior.#’ It is
possible that 4- and 5-star providers do improve school readi-
ness, but the small sample size makes discerning a difference
from lower-rated providers difficult. Increasing the number
of 4- and 5-star providers would make evaluating the impact
of these high-quality programs on school readiness more
feasible.

These findings suggest that the ratings are not associated with
differences in child outcomes and that the broad dimensions of
child care quality assessed by YoungStar may not necessarily be
related to the specific goal of improving children’s pre-academic
skills and learning behavior, according to the study authors. The
findings from the YoungStar validation study are also similar

to those found in several other QRIS evaluations. That is, QRIS
ratings are often associated with improvements in quality mea-
sures — such as safety, program activities and teacher creden-
tials — but not necessarily child outcomes.

WPRI REPORT

13



RATING YOUNGSTAR: A WPRI REPORT

On one hand, the results of the validation study are discourag-
ing. That is, without discerning differences in child outcomes by
star rating, the system isn't achieving a key goal. On the other
hand, the report found that ERS scores were higher for the

3-to 5-star-rated providers, indicating better quality in terms

of the materials available, scheduling regularity, the “warmth

of teacher-child interactions,” and health and safety routines.*®
The study results also provide a basis for YoungStar to review its
rating criteria, coaching, and training offerings and align with
practices associated with better child outcomes.

A challenge, as discussed in Section I, is that researchers are
still investigating the program characteristics most important
for improving school readiness. For example, research shows
that teachers have a key impact on child outcomes as the in-
teractions between teachers and children foster child learning.
However, the field has yet to definitively isolate characteristics
of teachers that lead to positive child outcomes, such as teacher
education attainment levels.*” However, Magnuson and Lin
note that “prior studies of other preschool settings indicate
that the aspects of classrooms that are specifically aligned with
particular skill-building activities and interactions, such as
implementing specific curriculum or supportive instructional
practices, produce increased gains in early academic skills and
learning related behaviors.">

As research findings such as these come to light, they can
inform future efforts to improve YoungStar.

Minnesota is an example of a state that recently undertook

a process to determine whether its QRIS (known as Parent
Aware) standards and indicators were fair, accurate and
meaningful. The process was conducted in collaboration with a
national research institution that specializes in studying these
programs, and included a validation study, a review of research
on what makes a difference for children’s outcomes, and
soliciting feedback from experts, child care and early educa-
tion leaders, and families. Using the information collected, the
Minnesota Department of Human Services released an update
to the Parent Aware standards and indicators in October 2016.
The new standards, indicators and other improvements will go
into effect on July 1.5

In conclusion, while research on program quality is still under-
way, lessons learned from research to date could help better
align YoungStar with its impact on children’s school readiness.
In addition, increasing the number of 4- and 5-star providers
would allow for a better assessment of the impact of these pro-
viders on school readiness.

Provider participation and increasing the
number and share of higher ratings

As described in Section II, a relatively large share of providers
participates in YoungStar — 66 percent of family-based provid-
ers and 79 percent of center-based providers in 2016 — largely
due to the requirement that providers achieve a 2-star rating in
order to receive Wisconsin Shares child care subsidy payments.
The total number of YoungStar providers has decreased since
2012, primarily due to a decline in the number of providers in
the state. The total share of providers participating in Young-
Star decreased from 2015 to 2016 (see Figure 7). Even as more
center-based and family-based providers achieve higher ratings
each year, the share of providers at the 4-star and 5-star levels
remains relatively small — 12 percent of family-based providers
and 25 percent of center-based providers.

Figure 7

Percent of Child Care Providers

Participating in YoungStar

(] [ J
Licensed Center-based  Licensed Family-based
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60%
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There is room for YoungStar to increase the number of
providers in the rating system and increase the number of
higher-rated programs, particularly among family-based
providers. Even though family-based providers had a smaller
share of higher-rated programs compared with center-based
providers in 2016, the growth rate of higher-rated fami-
ly-based providers since 2012 is about the same as cen-
ter-based providers.

While a key incentive for YoungStar participation is eligibil-
ity to receive Wisconsin Shares child care subsidy payments,
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Figure 8
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SOURCES:

Wisconsin Department of Children and Families,
Certified and Licensed Child Care Directories (refreshed
as of 1/2/17. Only includes YoungStar participating
providers serving children ages 5 and younger).

U.S. Census Bureau, American Community
Survey, 2011-2015, 5-year estimates.

23 percent of providers participate in YoungStar voluntarily
since they do not provide services to children enrolled in
Wisconsin Shares. This suggests that YoungStar provides
incentives other than just subsidy eligibility. For example, as
families learn about YoungStar ratings, they may be more
likely to demand programs with higher ratings, which can
encourage programs to join the rating system.

Reaching low-income children and rural areas
YoungStar is designed to benefit children across Wisconsin,
recognizing the benefits of reaching children from low-income
families. This section analyzes the ability of YoungStar to reach
children from low-income families with higher-rated child
care options and whether there are disparities in availability by
urban and rural areas.
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While all parents want what is best for their children regardless
of income status, children from low-income families tend to
have fewer resources to support their education and are more
likely to face other types of adversity. Research shows that on
average, children from low-income families receive more ben-
efits from attending a high-quality early learning program than
children from higher-income families. Therefore, policymakers
should evaluate whether there are inequities in the availability
of high-quality child care programs in Wisconsin among areas
that have a relatively high concentration of low-income families
compared with areas that have a low concentration.

The number of child care provider slots (spaces for child en-
rollment in a program) in areas can affect the overall number
of high-quality slots available for children. In areas with more
child care providers and slots, there is a larger base of providers
that can advance through the YoungStar ratings and become
high-quality providers. In addition, in 2012 some areas started
with a larger concentration of high-quality slots per child.

The map of southeastern Wisconsin on Page 15 provides a
snapshot by ZIP code of the number of child care slots per 1,000

Figure 9

Wisconsin Child Care Slots per 1,000

Children Under Age 5 by Poverty Quintile

® Total © High Quality (4 and 5 Star)
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51,636 60,378 63,360 71,439 91,913

Source: U.S. Census Bureau, Wisconsin Department of Children & Families

children under age 5 (size of the bubbles), the percentage of
child care slots that are high quality with a 4- or 5-star rating
(color of the bubbles) and the percentage of children under age
5 in poverty (background color of the ZIP code). For example,
arelatively large and dark blue bubble in a red-shaded area
denotes a ZIP code with higher levels of child poverty and a rel-
atively large and higher quality pool of child care options. These
data are available for the whole state through an interactive
mapping tool at www.wpri.org/Daycare-Data.htm.

Data for both child care availability and concentration of high
quality vary across the southeastern region and the state as a
whole. There is only a modest correlation between the number
of slots per child and the percentage of slots that are high-quali-
ty. For example, ZIP codes with a relatively high number of slots
per child can have either small shares of high-quality slots or
large shares of high-quality slots.

Looking statewide, Figure 9 shows child care slots per 1,000
children under age 5 by poverty quintiles. ZIP codes with the
lowest levels of poverty have the largest availability of total
child care slots and high-quality slots compared with the other
four quintiles. Among the higher poverty quintiles there isn't
much variation; however, the highest poverty quintile has the
second largest concentration of child care availability, but also
the second lowest concentration of high-quality slots. Note that
the lowest poverty quintile includes the fewest children under
age 5 (51,636), while the highest poverty quintile has the largest
number (91,913).

Generally, the higher the poverty level in an area, the fewer
high-quality providers or slots. For example, Milwaukees 53205
ZIP code has a 70 percent poverty rate for children under 5 and
no high-quality slots. The neighboring 53206 ZIP code has the
same poverty rate level and more than 2,500 children under

5, and yet only three high-quality slots. The 54437 ZIP code
(Greenwood) in Clark County has a 55 percent poverty rate for
children under five and no high-quality slots. The same is true
for the 53140 ZIP code (Kenosha) in Kenosha County, which has
a 38 percent child poverty level.

Just as there are differences in the availability of quality provid-
ers by poverty concentration, there are also differences by pop-
ulation density. Figure 10 shows that over 75 percent of children
under age 5 live in counties designated as part of a Metropol-
itan Statistical Area. Counties in MSAs have a larger share of
child care slots and high-quality slots per 1,000 children under
age 5 compared with counties not in an MSA. Among non-MSA
counties, those with an urban population above 20,000 have a
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Figure 10

Wisconsin Child Care Slots per 1,000 Children
Under Age 5 by Urban-Rural Designation

® Total © High Quality (4 and 5 Star)
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259,885 29,739 42,004 7,124

*Metropolitan Statistical Area as defined by the U.S. Office of Management and Budget

Sources: U.S. Department of Agriculture, U.S. Census Bureau,
Wisconsin Department of Children & Families

larger concentration of child care slots and high-quality slots
compared with counties that have an urban population under
20,000. These data likely reflect that high-quality child care
providers are sparser in rural areas, even after accounting for a
lower population of young children.

The data in this section can help YoungStar and its partners
identify areas with higher levels of poverty in order to focus ef-
forts to improve child care supply and quality. The data can also
help identify rural areas where child care offerings tend to be
more limited. YoungStar and its partners could work with these
communities to address the scarcity of quality child care.

Cost of child care quality and YoungStar

quality adjustment

YoungStar’s “carrot and stick” approach to Wisconsin Shares
child care subsidy recipients includes incentives for provid-

ers to improve quality. As discussed in Section II, YoungStar
provides the following quality adjustments to Wisconsin Shares

child care subsidy payments: 5 percent reduction for 2-star pro-
viders, 10 percent increase for 4-star providers and 25 percent
increase for 5-star providers.

YoungStar quality adjustments are not only intended to provide
incentives to boost quality, but reflect the fact that providing

a higher-quality program costs more than a lower-quality pro-
gram. This raises the question: Are YoungStar quality adjust-
ments set at appropriate levels to encourage programs to im-
prove quality and provide enough revenue for them to remain
profitable? To shed light on this we first look at the context of
costs and revenue sources for child care programs. We then
analyze two case studies of high-quality child care programs
and their child care subsidy payments.

The largest cost area in an early learning program is staffing, as
child care is a relatively labor-intensive industry. In addition,
teachers with more training and experience earn higher wages
than those with lower levels of training and experience. On

the revenue side, parents, who are usually in their early and
relatively lean earning years of their careers, face child care
payments that often rival college tuition. In addition, child care
subsidy reimbursement rates often lag the cost of the program.
The combination of a labor-intensive business model with con-
strained revenue sources usually results in thin profit margins
— at best — for child care providers.*

The Provider Cost of Quality Calculator (available online at the
U.S. Department of Health & Human Services, Administration
for Children & Families - https://childcareta.acf.hhs.gov/pcqc)
gauges the implications of increasing costs that can impact
quality, such as lower ratios of children to teachers or increasing
staff compensation.

For example, adjusting the ratios of children to teachers and the
group sizes of children required by licensing to those applied in
research studies like Perry and Abecedarian increases costs by
more than 20 percent. Meanwhile, raising the salaries of child
care teachers and assistants to the average salary paid to Wis-
consin K-12 teachers and assistants increases costs by almost
20 percent. Combined, these adjustments raise costs by about
50 percent.

Two case studies compiled by Higher Expectations for Racine
County also illustrate some of the challenges associated with
offering a high-quality child care program (see Page 19). The
first study uses financial data from a 5-star-rated program that
closed in 2015. Even with a 25 percent Wisconsin Shares child
care subsidy bonus from YoungStar, the program ran a 5.5 per-
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cent loss. The case study also estimates labor costs associated
with staff wages related to lower-quality providers. The findings
raise questions about the financial benefits of operating a high-
er-quality program relative to a lower-quality program.

For example, if a 2-star program can operate with relatively
low labor costs, Wisconsin Shares payments even with the 5
percent penalty may still provide enough income to remain a
viable business. However, if the quality requirements to operate
a 4- or 5-star program require higher paid staff, 10 percent and
25 percent Wisconsin Shares bonuses, respectively, may not
provide enough income to cover expenses.

The second case study considers a business plan for expanding
a Wisconsin 3K and 4K program to full day serving exclusive-
ly Wisconsin Shares-eligible children. Like the previous case
study, the 5-star-rated program would operate at a projected
loss even with the 25 percent quality adjustment.

YoungStar could benefit from conducting further analysis on
the effectiveness of its reimbursement scale to create finan-
cial incentives for providers to improve quality. If the quality
adjustment levels don't provide enough resources for providers
to operate at a higher level of quality, the result could be a per-
verse incentive to remain at a lower star rating.

In addition, the Wisconsin Shares base level of reimburse-
ment rate for all eligible programs is below the 75th percentile
of market rates, which is the federally recommended level.
This level gives families access to 75 percent of the providers
in a community. Analysis by the National Women’s Law Center
suggests that in Milwaukee County, the monthly reimburse-
ment rate is about 25 percent below the 75th percentile of
current market rates.>* This means a 25 percent bonus for
5-star providers may only be enough to bring total reimburse-
ment to the 75th percentile of market rates. This indicates
that there may be justification for adjusting the tiered reim-
bursement levels or increasing the base level of funding for
reimbursement.

Interaction of YoungStar with Wisconsin
Shares and Wisconsin 4K

YoungStar operates in the context of Wisconsin Shares and
Wisconsin 4K, the state’s preschool program for 4-year-olds.
Facets of these two programs can affect the ability of child
care providers to foster school readiness. For example, fami-
lies enrolled in Wisconsin Shares complete paperwork about
their eligible work or education activities and income, and are
required to update their status as income or activities change.

Shifts in status or missed deadlines for submitting authoriza-
tion forms can lead to families losing eligibility, which in turn
can disrupt enrollment.

Inconsistent attendance interrupts a child care program’s ability
to provide consistent care and education, which is detrimental
to healthy child development. State administrators have the
challenge of finding a balance between the process requirements
to verify family eligibility and providing continuity of care.

About 58 percent of Wisconsin’s 4K school districts use a 4K
Community Approach, which brings together a broad range of
local early childhood providers to coordinate the provision of
4K.5* This approach can provide opportunities for high-quality
child care providers to partner with local school districts and
provide services to children.

However, in communities where 4K is primarily or exclusive-
ly delivered through classrooms in public schools, child care
businesses could face challenges through increased com-
petition. From a business perspective, child care programs
often rely on providing care for 4-year-old children, which
have relatively higher child-teacher ratios (serving more
children per teacher), to make up for thin margins or even
losses in caring for infants and toddlers, which have rela-
tively lower child-teacher ratios. State officials and policy-
makers should be aware of the possible effects of 4K on local
child care markets.

Public-private partnerships and business
community involvement

The YoungStar program and participating child care providers
can benefit from public-private partnerships and business
community involvement. Among other things, these partners
could support YoungStar’s outreach efforts, mentor child care
providers, and support innovative financing mechanisms.

First, there could be opportunities for the private sector to
partner with YoungStar to support marketing and parent
outreach. In Minnesota, a nonprofit organization, Parent
Aware for School Readiness (PASR), supported Parent Aware
by providing in-kind marketing and web design expertise, as
well as a validation study. The PASR board primarily consist-
ed of business leaders. Through PASR’s efforts, Parent Aware
reached more families and helped implement a user-friendly
interface on its website.>> As detailed in Section II, DCF has
conducted an ongoing media campaign to reach parents
about YoungStar. There could be a role for the private sector
to augment these efforts.
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Second, most child care providers are independent small
businesses. YoungStar provides ratings and technical assis-
tance on business and professional practices. For example,
business practices required for a 3-star rating include “an
ongoing yearly budget, completes accurate taxes and demon-
strates sound recordkeeping practices.” Business leaders have
an opportunity to support the business side of child care by
providing guidance on marketing, business planning, finance
and governance.

Volunteers from the private sector could work with individ-
ual programs or with an intermediary that facilitates private
sector-child care partnerships. For example, in a number of
states, First Children’s Finance has created opportunities for
business leaders to volunteer as mentors or serve on advi-
sory boards to support the business side of child care.** In
addition, business leaders could investigate and potentially

implement shared services strategies where child care centers
and family-based providers work together to share costs for
back-office services such as payroll, billing and fee collection,
and professional development.

Third, there is growing interest in innovative financing
mechanisms for public investments that can accrue measur-
able returns, such as social impact bonds and pay for success
(PFS) contracts. In Utah, Chicago, and South Carolina, PFS
financing has been used to expand preschool programs and
a nurse-based home visiting program for vulnerable families
with expectant mothers or babies.>” The private sector plays
an important role in these projects by facilitating feasibility
studies and providing capital for the projects. (For more infor-
mation about these financing mechanisms, see WPRI report
Badger Bonds: A smart approach to reducing recidivism and
increasing employment in Wisconsin.).*®

Case Studies: The Economic Feasibility of High-Quality Centers

he following two case studies conducted by Higher Expec-

tations for Racine County are based on child care providers
in Racine and illustrate the financial challenges of operating a
high-quality child care program.

Impact of YoungStar
on Facilities Serving ~ Table1

$59,909. The table also shows the reimbursement levels neces-
sary to allow the center to break even or earn a small profit for
financial sustainability.

Higher-quality child care centers have higher expenses,
primarily due to the wages necessary to sustain high-quality
services at 4- and 5-star

Children Ages 0-5 Expenses ($)

ratings. For example,
teachers generally have

Next Genera‘ltion Nf’f"’ was Total 1,143,269 higher levels of educa-
a 5-star Racine facility Teacher W Total 533684 tion and experience and
that served 90 children eacher Wages: lota )
N - . (and Hourly Rate), ~20 FTE (13/hr) are frequently offered

ges 0-5 until it closed its benefits (health and
doors in 2015. Approx- Child care management wages 157,300 dental), which are often
imately 90-95 percent Other Staffing-Related Expenses (Insurance, 155,164 not available at low-
of the children in the Worker’s Comp, Payroll Taxes) er-quality providers. Also,
program were Wisconsin higher-quality providers
Shares recipients. Table tend to offer higher pay
1 shows figures from the e for administrative staff
program’s most recent v Star | ve B Net i Profit Marei and hire additional staff
budget, adjusted for 2017 oungStar Incentive Bonus et income rofit Margin t0 support programming,

_ Rates (S) ) .

costs. Even with the cur- This analysis suggests
rent 25 percent YoungStar | Current rate: 25% - 59,909 -5.5% that the bonus payments
bonus for a 5-star rating, Break Even: 33% 0 0% offered to 4-star and
the center would have X - . . 5-star providers may not
operated at a net loss of small Profit Incentive: 36.1% 23,094 2% be sufficient to cover

WPRI REPORT

19



RATING YOUNGSTAR: A WPRI REPORT

expenses, and a larger bonus rate
would be required to create stronger
incentives for programs to absorb the
expenses associated with higher rating
levels.

In the model, dropping average teach-
er wages to $8.50 or $9 per hour, a
scenario plausible in 2- or 3-star rated
providers, and decreasing adminis-
tration costs, shows that lower-rated
providers could at least break even
despite the 5 percent penalty for a
2-star provider.

Impact of YoungStar on 3K
and 4K facilities

AIM Now is a 5-star, full-day 3- and
4-year-old kindergarten (3K and 4K)
program based in Living Faith Luther-
an Church in Racine. The center has
aspirations of expanding its offerings
to four total classrooms of full-day 3K
and 4K, exclusively serving Wisconsin
Shares-eligible children.

Using its 2016 budget as a baseline,
Table 2 is a model of the provider’s
annual financial picture if it under-
took that expansion, highlighting key
budget items.

This model includes higher teacher
hourly wage rates in order to be more
competitive with local school district
rates and reduce teacher turnover,

a common challenge for child care
providers. The model also assumes
collecting approximately 43 percent
of parent pay billed, which has been
the actual collection rate of the center

after accounting for program-sponsored scholarships and
follow-up efforts with parents who face significant financial

difficulties.

Despite receiving the 25 percent YoungStar 5-star bonus, the
model shows a net loss for the program of nearly $18,000.
Alternatively, if the YoungStar bonus was increased to 30
percent, the center would break even and a bonus rate of

Table 2

Category Amount

Total Expenses 594,447
Teacher Wages: Total (and ngrly Rate) ?; 54 /’2%4; ead
8.8 teachers (4 lead, 4.8 assistants) 11/ hr assis t;
Non-.'ljeach'er wages ) ] 71.228
(facility director, accounting, cook, van driver) ’
Other Staffing-Related Expenses (Insurance, Worker’s 93 285
Comp, Payroll Taxes) ’

With current YoungStar bonus for 5-star facility: 25%

Total Income 576,449
Parent pay 63,640
Total Wisconsin Shares subsidy ($202 base avg. weekly 448.391
revenue for 18 students/class with a 67% attendance rate) !
State Nutrition Program Reimbursement 64,418
Net Income -17,998
Profit Margin -3.1%

Break Even Scenario: YoungStar bonus: 30%

Total Wisconsin Shares subsidy 466,389
Net Income 0
Profit Margin 0%

Small Profit Incentive Scenario: YoungStar bonus: 33.3%

Total Wisconsin Shares subsidy 478,233
Net Income 11,844
Profit Margin 2%

All Numbers in §

33.3 percent would provide the center with a 2 percent profit
margin, which could support the provider’s sustainability and
investments in services for children and teacher development.

Note that a limitation of both case studies is that they reflect
the labor costs and expenses in the Racine market, and are
not necessarily comparable to other areas of Wisconsin. Fur-
thermore, the case studies reflect expenses and revenue only
for child care centers, not family-based providers.
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