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Cost of Quality Workgroup Overview

Through the Cost of Quality Workgroup meetings, workgroup members will
build an understanding of the cost of quality estimation and challenges
related to educator compensation in early childhood.

* The Cost of Quality Workgroup will have two individual meetings:
- Today, July 30 - ECCE cost drivers and cost of quality estimation
- August 28 - ECCE educator compensation and policy solutions

* ECCE Commission Meeting — September 1 - Cost of quality share out

* Third and final joint workgroup meeting with the Access and Affordability
workgroup:

- September (date TBD)
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Today’s Objectives and Agenda

2.
3.
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Objectives:

Build a shared understanding of Virginia’s ECCE market, cost drivers, and distinct
challenges for this industry.

Review Virginia’s Cost of Quality model and its unique focus on competitive
compensation.

Understand the widening gap between costs and current payment rates.

Agenda:
1.

Overview of Virginia’s ECCE Market and How Public Payment Rates Are Set
Virginia’s Cost of Quality Model

Impact of Rising Costs and Stagnant Rates

Preview of Next Session

Overview of the ECCE Market and
Public Payment Rates




The Private ECCE Market in Virginia
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~3,700 Child Care
Centers

¢ Includes for- and non-profit sites; individual "mom and pop" locations as
well as local, regional, and national chains

¢ Some centers exempt from licensure (e.g., out-of-school time programs,
locally regulated programs) but must be registered to receive public funds

~2,000 Home-Based
Child Care Providers

¢ Includes licensed, voluntarily registered, and locally regulated homes,
as well as unregistered homes accepting CCSP
* Allgenerally small businesses/sole proprietors

865 Religiously-

Exempt Child Care
Centers

¢ Run by religious institutions that are exempt from licensure
¢ Sponsoring institutions must be non-profit organizations

Notes:

Sources: VDOE - Licensing Data, VQBS registration, and Head Start Collaboration Office

* Home-based child care formerly referred to as “family day homes”; terminology change based on HB258 passed by GA during 2026 session.

Revenue Sources for Child Care Providers

tuition.
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Only 4 out of 10 child care sites
operate solely on private-pay

(1)
)
&

Among Virginia’s private providers
accepting public funds...

95% accept Child Care Subsidy
Program

7% accept Mixed Delivery

5% accept Virgina Preschool
Initiative

9% accept Head Start

At least 12% accept other public
funds (e.g., DoD Subsidy, Local
programs)

Source: LinkB5 Site Registration (public funding self-reported by sites); Licensing Data (DOLPHIN; May 2026)
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Market Failure in ECCE

Economists refer to the current child care system as a “market failure”—
where an imbalance in supply and demand prevent the private sector from
providing adequate access and quality to realize potential benefits.

ECCE benefits Prices are too high for Quality is essential but

communities at large families elusive and expensive

* High-quality ECCE + Care is most expensive » ECCE services must be
supports positive long- at ages birth-to-five, high-quality to get the
term outcomes for when parents can maximum return on
participants—all of typically least afford it. investment.
g::s;zinig::: live in * Child care tuition * Quality is hard for parents

Y ‘ accounts for a large to assess on their own,

* Child care produces share of household and even harder for them

“positive income. to afford.

externalities”—benefits
experienced by those
who aren’t paying for
care directly.

* Funding constrained by
family affordability is
often insufficient to
support quality.

The Gap Between Actual Revenues and “True

Costs”

ECCE market failure creates a significant gap between how much
providers generate in revenue and how much is actually needed
to provide high-quality care.

Revenues based on (o013 W FsT (M Ts [/ 1-@l =P | Revenues covering the

what families can afford "“THE GAP” high-quality care full cost of quality care
lead to: would allow:
* Razor-thin operating * Competitive

margins I REVENUES based compensation for

educators (including
benefits, paid time off)
* Educator training and
supports
* High enrollment
efficiency (filled slots)
» Sufficient margins for
operating reserves

* Low wages for
educators

* High turnover and
vacancy rates

* Under-enrollment

* Poor maintenance
facilities

on private tuition
(what families can
afford)




Methods for Setting Child Care Payment Rates

Payment rates for publicly-funded child care are generally set using one of

two approaches:

Market Rate Survey
:—/> Reflects what providers currently charge;
what parents can and will pay

* Measures the existing market, which is
built on low wages and often requires
external fundraising by providers to stay
afloat

* Does not explicitly adjust for inflation in
costs

Cost of Quality Estimation Model*
Reflects the actual cost of providing care,
with explicit estimates for cost drivers

* Considers all non-personnel and
personnel cost components, and includes
competitive compensation and benefits as
an assumption

* Flexible by age group, region, and facility
type

e Can adjust for inflation and update
prospectively

* Supports the ECCE market, allowing
providers to invest in staff

*The Cost of Quality Estimation Model must be reviewed at least every 3 years by the federal Office of Child Care; current laws
and regulations do not mandate regular payment rate updates to align with updated Cost of Quality estimates
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Virginia’s Approach to Cost of
Quality and Public Payment Rates
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Virginia’s Approach to Cost of Quality

7/30/2026

Virginia used market rate surveys to set CCSP payment rates until 2022, when the
General Assembly directed VDOE to develop an alternative methodology to set
rates based on the true cost of quality (CQ).

* VDOE worked with national experts to develop a CQ model that accounts for Virginia’s unique
context, including:

- Program type and size
- Child age groups
- Health and safety expectations, including ratios and group sizes
- Quality expectations through VQBS5, including competitive compensation
- Ready Region
* Once developed and federally-approved, Virginia updated payment rates in Fall 2022 for the

first time since 2018. At the time, Virginia was the third state in the country to adopta CQ
model.

* Today, Virginia is one of only 10 states using a CQ model to set subsidy payment rates, and the
only state in the country that models compensation using adjusted K-12 educator salaries.
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What Makes Virginia’s Model Unique

A core assumption in VDOE’s model is that staff are not only the primary
drivers of cost for ECCE programs, but also the primary drivers of quality and
quality improvement.

* The model accounts for competitive compensation, benefits, and planning time.

* Competitive compensation = salaries pegged to K-12 educators, prorated to account for
differences in preparation requirements.

eeoe® o —
o —
o -
P g—
Better staff
retention,

More competitive
compensation

Higher quality
interactions and
instructions

Improved school
readiness

program quality,
and program
stability

and staffing
supports

12
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Cost Drivers in Virginia’s CQ Model (Centers)

Cost Drivers as Percent of Total CQ (Child Care Centers)

ffffffffffffffffff Contributions to .

I . N |

i Educatlpn Program | operating | Teaching Staff, 39% 1
} for Children and | 50 e 1
\ Staff, 16% | reserves, 5%

Administration & i Proportions of total
w costs represented by
each cost driver have
remained roughly

——————————————————

e .
| Program j personnel | Substitutes, 4% i stable over time
| Management & } costs,25% | | since 2022.
1WAidinji[liiSf[ajini/OJ Personnel e

costs, 70% | Mandatory Benefits, 6% !

|
|
[P A 1

Note: Charts reflect 2026 estimates; See Appendix A for home-based child care example.
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Child Care Subsidy Program Rates

Model outputs are used to set payment rates to ~3,000 providers
for ~44,000 children in the Child Care Subsidy Program (CCSP).

* Rates reflect the variation by provider type, region, and age-group built into the
CQ model.

* Rates are based on estimated costs to meet all health, safety, and quality
standards.

* Centers are reimbursed at 75% CQ and home-based care at 100% CQ.*

* Total payments are shared with families, who are responsible for copayments
based on family income.

*Note: See Appendix B for an illustration of different factors affecting actual payments to providers, including family copayments.
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Impact of 2022 Payment Rate Increase

Fall 2022 CQ-based payment rates represented a major increase
for virtually all providers,* particularly for infant-toddler care.

On average, daily infant Providers reported that increased Between Fall 2022 and
rates increased by: rates would support them to: present:

¢ $3 1 o ¥ ® e morechildren 499
-y "n\ through CCSP

per day for centers more providers participate

oo e in CCSP, including a 16%

¢ $24 w Increase teacher increase in centers and

M wages 19% increase in homes

per day for homes

*Note: 2022 modeled rates were less than 2018 MRS rates in certain localities for preschool and school-age children. In these
instances, 2018 rates were held harmless.
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Model Updates Since 2022

* Since Virginia’s CQ model was initially
approved in 2022, estimates h‘?ve Statewide B-5 Average CQ: 2022 vs. 2026
been recalculated annually using the
most recent and accurate available
data. $22,023

* The 2026 CQ estimates are based on: $19,432
- Actual salaries from the 2024- $15,755
2025 school year from the School
Salary Survey as the basis for
compensation levels.
- Varied data sources and

adjustments for inflation for non-

personnel costs Center Home

$28,371

» Payment rates to providers are still m2022CQ ®2026CQ
based on 2022 CQ estimates.

16
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Stagnant Rates Will Hinder

Virginia’s Progress

17

Rising Costs: Inflation in Child Care Prices

Outpaced General Inflation from 2022-2025

% Change in Child Care Prices vs General Inflation

20% 17% increase Child care providers report:
in child care * Increased costs of food and
15% prices supplies
¢ Higher costs to maintain
10% increase faciliti
10% in total acilities
inflation * Increased liability and
property insurance rates
5% * Increased staff wages or
salaries
0% ¢ Increasesinrent payments
2022 2023 2024 2025

Source: National Association for the

=@-Child Care CPI (day care & preschool) =@=Overall CPI (all items)

Education of Young Children, National

Workforce Survey Data Brief (February
2026)

Annual CPI; indexed to 2022

18
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The Cost of Quality has Increased Since 2022,

While Payment Rates Remain Unchanged

CQ for Birth-to-Five in

centers has risen 47% in The gap is gI’OWing between
fouryears the cost of quality and
payment rates.

I * CCSP payment rates (based
The basis for child care on 2022 CQ estimates) cover
payments has not - 51% of the 2026 CQ for centers
changed in fouryears - 72% of the 2026 CQ for homes

2022 2026

Change in CQ reported here is for birth-to-five children; exact percent increase varies based on age group (infant vs. toddler
vs. two-year-old vs. preschool) and region
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Majority of CQ Increase is Due to Salaries

* Since 2022, elementary teacher salaries have increased by 24% on average
(approved by the General Assembly)

* This increase accounts for most of the increase in the estimated cost of
quality.

Average Statewide B-5 Cost-of-Quality Estimates for Centers, 2022-2026
Personnel costs
increased by
~40%

$19,860
$16,718 Non-personnel

costs increased by

$13,991

~50%, but account
$14,720
$7,003 for a much smaller
AT share of costs
—
CCSP Payment Rate 2022CQ 2024 CQ 2026 CQ

B Contributions to operating reserves ® Non-personnel costs M Personnel costs

20
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Rebenchmarking Required for VPI but not for CCSP

VPI per-pupil rates were updated to reflect “true costs” beginning in FY23 and were
required to be “rebenchmarked” biannually thereafter. As a result, per-pupil rates
have increased by 28% over the last 3 biennia.

Preschool Hourly Cost Per-Slot based on Typical Hours of Care
$14.00 Budgeted elementary
school teacher salaries
also increased (by 24%

$10.00 $8M on average) over this

$12.00 $1 0.89

$8.00 four-year period
$6.00

$4.48 $4.48
sa00 e o e =
$2.00
$0.00

FY23-24 FY25-26 FY27-28 FY29-30

«mmm\/P| (School day, School year only) w=mee CCSP Center (Full day, Full year)
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CCSP Center-Based Payment Rates by Region

Current CCSP payment rates cover ~50% of 2026 CQ estimates.

Current Payment Rates vs 2026 CQ Estimates

$40,000
$35,000
28,952
$30,000 :
$25,000 £
$20,000
$15,000
$10,000
$5,000 $13,670 $14,281)
$-
Region 1 - Region 2 - Region 3 - Region 4 - Region 5 - Region 6 - Region 7 - Region 8- Region9-Blue
Southwest West Southside Central Southeastern Chesapeake CapitalArea North Central Ridge

Bay

m Current PaymentRate & Fundinggap [ 2026 CQ

Birth-to-five averages for centers; current payment rates are set at 75% 2022 CQ. See Appendix E for home-based care, and appendices F and G for
current rates and cost of quality estimates by Ready Region and age group.
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Limited Provider Options for Responding to

Revenue Shortfalls

ECCE provider options for addressing revenue shortfalls carry
consequences for Virginia’s families and ECCE system:

Offer non- Stop accepting Charge CCSP
competitive Raise private tuition subsidy (if rates stay families the
compensation stagnant) difference

¥ ¥ ¥ ¥

Passes costs onto Virginia

Exacerbates workforce families, reducing Limits supply for Reduces affordability
challenges an‘d affordability for private-pay publlcly-fgnfied ECCE for publlcly-funded
threatens quality families services (limits access) families

Unlike public-school preschool in VPI, there is no mechanism in
Virginia to ensure regular rate updates for child care and home-
based child care.

23

Key Takeaways

* The ECCE Market Failure:
- Cost to deliver quality care exceeds what families can afford
- Revenue based on affordable tuition is inadequate to support quality and
realize benefits
* Virginia’s Approach:
- Cost of quality (CQ) estimates are the basis for CCSP payment rates
- Personnel costs are the most influential cost drivers for delivering high-
quality ECCE
* Increasing costs and stagnant rates:
- CQin Virginia has increased dramatically since first estimated in 2022

- There is no mechanism in Virginia law, budget, or policy ensuring CCSP
payment rates are regularly updated to align with CQ

24
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Discussion and Next Steps

25

Discussion

* What questions do you have about the drivers and costs of quality?

* In what ways have you observed or experienced the impact of ECCE
market failure?

* What have you experienced or heard from providers about the
impact of rate shortfalls?

* How do you think rate shortfalls are experienced by families? Have
you experienced or heard families talk about these impacts?

26
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Next Steps and Future Meetings

Today’s meeting provided background on Virginia’s methodology for
calculating rates and described funding gaps to providers caused by
increasing costs and unchanging payment rates.

Our August 28t meeting will focus on:
1. Impact of stagnant rates on educator compensation, and
2. Policy options and approaches for addressing rate shortfalls.

Workgroup members will report out on discussion and any
recommendations at the September 1 full commission meeting.

7/30/2026
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Appendices

28
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Appendix A: Cost Drivers in Virginia’s Home-Based

Child Care CQ Model

Cost Drivers (Home-Based Child Care)

Contributions to
operating
i Program, 3% | reserves, 5% [ 3
)

o Non-
,,,,,,,,,,,,,,,,,,,, personnel,
10%

Personnel, 85%

Charts reflect 2026 estimates
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Appendix B: Illustrating CQ vs. CCSP Provider
Payment

What factors influence what CCSP providers are paid? CCSP Reimbursement for a full day of care
Age Preschooler at a center in Norfolk City (Ready Region 5); family
* In centers, different CQ for infants, toddlers, 2-year- income between 151-200% FPL

olds, preschoolers, and school age children

Program type
* Different CQ for centers versus home-based child care

¢ Centers are reimbursed at 75% CQ, while home-based

X Providers may
programs are reimbursed at 100% CQ

charge families an
Ready Region @ additional cost
$8
Copay

» Different CQ for each Ready Region, driven by varied
salary estimates and cost of living adjustments

Family income

* Copayments vary by household income, with lower-
income families paying lower copays

Hours of care

) ) ) )
e Part-day care is reimbursed at 70% of the full day rate 100% CQ (2026) 100% CQ (2022) Total paid to provider

30
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Appendix C: Virginia’s Subsidized Providers are

Experiencing Financial Challenges

In a Fall 2025 survey, more subsidized providers in Virginia reported operating at a
loss than making a profit; most experienced staffing challenges.

100% At your site, how challenging is staffing (e.g.,

90% 22% educators leaving, vacancies)?

80%

70% 12%

60%
51%

Child Care Centers Family Day Homes

50%
40%
30%
20%

10%

0%
M LostMoney mBrokeEven M Made a Profit = Very = Moderately mAlittle = Notatall

Source: Financial & Staffing Challenges among Virginia’s Subsidized Child Care Providers: Evidence from Fall 2025. Study of Early Education through
Partnerships.
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Appendix D: CQ Increase in Home-Based Child
Care

Average Statewide B-5 Cost-of-Quality Estimates for Home-Based Care, 2022-2026

Personnel costs
increased by 40%

$18,720
$15,433 Non-personnel
$13,392 costs increased by
40%, but account
$11,816 ’
for a much smaller
share of costs
—
CCSP Payment Rate 2022 CQ 2024CQ 2026 CQ

B Contributions to operating reserves ® Non-personnel costs M Personnel costs

32
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Appendix E: CCSP Home-Based Payment Rates by

Region
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Current CCSP payment rates cover ~70% of 2026 CQ estimates for home-based

care. . .
Funding Gap Between Current Payment Rates and 2026 CQ Estimates
$30,000 $27,285
$25,402
$25,000 $22,548
$21,825 : $21,263 $20,823
$19,482 $20,510 $19,540 Y |
$20,000
$15,000
$10,000 $21,060
$5,000
-
Region1- Region2-West Region3- Region 4 - Region 5 - Region 6 - Region 7 - Region8-  Region 9-Blue
Southwest Southside Central Southeastern Chesapeake CapitalArea North Central Ridge

Bay

Hm Current Payment Rate & Funding gap

Birth-to-five for home-based care; current rates are set at 100% 2022 CQ.
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Appendix F: Current Payment Rates Based on 2022
CQ

nnual Center Rates: 75% 2022 CQ Annual Home-Based Rates: 100% 2022 CQ

iy, o
Infan ddler Scho ge Ready Region All Ages
Ready Re; (0-16 mo) 24 mo) 2-3year old 3-5year old (prorated) (Full-c;?:; full-
$ $ $

1 -Southwest $13,780
1-Southwest $ 16,324 $ 14,188 10,985 9,917 4919  $ 7,080

2-West $14,820
2-West $ 17,414 $ 15110 $ 11,654 $ 10501 $ 57183 $ 7,475

3-Southside $14,040
3-Southside $ 16,671 $ 14,482 $ 11,998 $ 10,503 $ 5003 $ 7,206

4 - Central 15,340
4-Central $ 17,973 ¢ 15582 $ 11,996 $ 10,801 $ 5318 $ 7,677 $
5- Southeastern $ 18,284 $ 15,845 $ 12,187 $ 10,967 $ 5393 § 7,789 5-Southeastern $15,600
6-Chesapeake Bay §$ 17,525 $ 15204 $ 11,721 $ 10561 $ 5210 $ 7,515 SpChesapeakelbay $14,820
7 - Capital Area $ 24392 $ 21,038 $ 16007 $ 14329 $ 6901 $ 10,069 7- Capital Area $21,060
8- North Central $ 21,584 $ 18,664 $ 14,284 $ 12,824 $ 6,223 $ 9,053 8- North Central $18,460
9- Blue Ridge $ 18,231 $ 15800 $ 12,954 $ 10,939 $ 5380 $ 7,770 9 - Blue Ridge $15,600
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Appendix G: 2026 Cost of Quality Estimates

(2029)
School

=
1-Southwest $ 32,250 28,128 21,045 10,884 P S 1-Southwest 19,482
2-West $ 33767 $ 20414 $ 22883 $ 20706 $ 7981 $ 11174 A=\t $ 20,510
F=EmIiEEE $ 3233 $ 28201 $ 21998 $ 19930 $ 7699 $ 10,779 Spscutisied $ 19,540
4-Central $ 35,706 $ 31,057 $ 24,082 $ 21,758 $ 8364 $ 11,709 4 - Central $ 21,825
5-Southeastern $ 36772 $ 31,90 $ 24742 $ 22336 $ 8574 $ 12,004 SRR $ 22,548
6-ChesapeakeBay  $ 34,877 $ 30,354 § 23570 $ 21,308 $ 8200 $ 11,481 6- Chesapeake Bay s 21,263
ZaCapiatares $ 44791 $ 38306 $ 29477 $ 26534 $ 10,132 $ 14,185 7- Capital Area $  27.285
8 - North Central $ 41,415 $ 35953 $ 27,760 $ 25,029 $ 9,585 $ 13,419 8- North Central $ 25402
9 - Blue Ridge $ 34229 $ 29805 $ 23169 $ 20957 $ 8072 $ 11,301 9 - Blue Ridge $ 20,823
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