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Increasing Subsidy 
Payments is a Priority!

The American Rescue Plan Act of 2021 (ARP Act) includes $14.99 billion in 
supplemental Child Care and Development (CCDF) Discretionary funds to 
help states, territories, and Tribes recover from the COVID-19 pandemic and 
rebuild a better child care system. Guidance from the Office of Child Care 
(OCC) strongly recommends CCDF Lead Agencies use funds to expand 
access to high-quality child care by increasing provider payments.
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https://www.congress.gov/bill/117th-congress/house-bill/1319/text
https://www.acf.hhs.gov/sites/default/files/documents/occ/CCDF-ACF-IM-2021-03.pdf


Agenda

 Setting the Stage
 Overview of Data that Informs Rate Setting
 Requirements and Options
 Discussion 
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We want to hear from you!
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Submit your request for 
technical assistance here

Accessing Technical Assistance
You can request additional technical assistance related to American Rescue Plan Act funding by: 
• Submitting your request  through the TA Request Form online 
• Contacting your Regional Office 
• Contacting your State Systems Specialist or your Tribal Child Care Capacity Building TA Specialist 

6

https://app.smartsheet.com/b/form/a5cab018c7974979acacff6bdb4adc79


Setting Subsidy Rates: Two Distinct Steps

Collect, analyze, and report information to inform rate 
setting: States and territories, after first consulting with 
stakeholders, conduct studies or collect data by other means that 
can be used in the process of setting subsidy payment rates. 

Establish provider payment guidelines or payment rates: 
Rate setting is a political process in which multiple stakeholders 
may participate, including provider groups, unions, advocacy 
organizations, and legislative leaders, as well as CCDF agency 
staff.
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The 
Requirements

Child Care and Development Fund 
Final Rule
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What Data Do You Need?
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Statistically Valid and Reliable 
Market Rate Survey or an 
Alternative Methodology 
98.45(c) 
Within two years of state plan 
submission (or with an approved 
waiver, three years) 

Narrow Cost Analysis 
98.45 (f)(ii)(A-B) 
Estimated cost of base-level and 
higher-level care 

Other
 Number or percentage of 

providers participating in subsidy 
programs and barriers to their 
participation 98.45(d)(2)(i) 

 Providers’ charges to parents 
beyond their parent co-payment 
98.45(d)(2)(ii) 

 Generally-accepted payment 
practices 98.45(l)(3) 



Market Rate Survey or Alternative Methodology

Lead Agencies are required to conduct, no earlier 
than two years before submission of their plan, a 
market rate survey or an approved alternative 
methodology.

In either case, when setting payment rates, the
Lead Agency must also analyze the estimated
costs of providing child care.

Market Rate Study/Alternative Methodology timeline for 2022-2024 CCDF Plan:
July 1, 2019-July 1, 2021. Deadline for plan amendment to update the required Market Rate Survey/Alternative 
Methodology and/or Narrow Cost Analysis extended to July 1, 2022, with an approved waiver.
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Price vs Cost

Price: The amount child care providers in the
priced market typically charge parents for the
care of children who do not receive federal or
state government child care subsidies.

Cost: The value of all resources required to 
deliver child care services, including, 
salaries, rent, utilities, equipment, insurance, 
supplies and other personnel and non-
personnel expenses.
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Engage Stakeholders Before Your Studies

Consult in advance of the study with
 State advisory council
 Local child care program administrators
 CCR&Rs

 Organizations representing
caregivers, teachers, and
directors

 Others, as appropriate
(e.g., Tribal leadership)

Include your response to
stakeholder views and
comments in the final report
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Decide Which Study to Pursue

Market Rate Survey

 Pre-approval is not necessary
 Consult with required 

stakeholders

 Ensure statistically valid
and reliable study

 Prepare detailed report
 Use data, along with narrow cost

analysis, to set rates

Alternative Methodology

 Seek and obtain preapproval from OCC

 Consult with required stakeholders

 Ensure statistically valid and reliable study
 Prepare detailed report
 Use data, along with narrow cost analysis,

to set rates
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Understanding Narrow Cost Analyses 
and Alternative Methodologies
Note: AM can incorporate all the elements of NCA
Narrow Cost Analyses
 Do not require preapproval
 Address different ages of children served, types

of providers, and geographies
 Lead Agencies have flexibility in method and

rigor used for cost estimate
 Analyze and report on gaps between rates and 

costs for base and higher quality care
 Rates set using the market rate and cost of

care information

Alternative Methodologies
 Approval required of proposed AM prior to 

conducting

 Address different ages of children served, types of 
providers, and geographies

 May include information on the gaps between 
subsidy rates and costs for base and higher-quality 
care (as required in the narrow cost analysis)

 Must meet benchmarks for statistical 
validity/reliability

 If using a cost-based alternative methodology, 
rates will be set using cost of care data 
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Using the Data to Inform Subsidy Payment Rate Setting

Market rate surveys and cost-based
alternative methodologies can both be used
to inform provider payment rate setting.

 With any approach, data must be current and complete,
and the collection and research methods must be 
statistically valid and reliable.
 Either method, along with narrow cost analysis, must

account for variation in prices or costs along relevant
dimensions, such as provider type, level of provider
quality, child age, and geographic location.

Demonstrating that the payment
rates afford equal access to
families receiving subsidies may be 
best accomplished with current and 
valid data on both market prices
of child care and the costs of
providing different levels of quality
care to children of different ages 
and at different locations.

Source: Davis, E., Karoly, L., Weber, B., Caronongan, P., Tout, K., Banghart, P., Shaw, S., & Partika, A. (2017). Market rate surveys and alternative 
methods of data collection and analysis to inform subsidy payment rates. OPRE Report #2017-115, Washington, DC: Office of Planning, Research 
and Evaluation, Administration for Children and Families, U.S. Department of Health and Human Services.
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Market Rate 
Surveys
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Useful Resources on Market Rate Surveys

• Market Rate Survey Training modules

• Market Rate Survey Briefs

• Ensuring A Statistically Valid and Reliable MRS: A Checklist

• Child Care MRS Tool Evaluation

• Considerations in Contracting for Market Rate Surveys

• Preparing to Use Administrative Data in Your MRS

• Using Administrative Data in Conducting MRS

• School-Age Child Care Surveys and Rate Setting

• CCDF Payment Rates – Understanding the75th Percentile
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https://childcareta.acf.hhs.gov/market-rate-survey-training-0
https://childcareta.acf.hhs.gov/market-rate-survey-briefs
https://childcareta.acf.hhs.gov/sites/default/files/public/mrs_checklist.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/child_care_mrs_tool_evaluation.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/considerations_in_contracting_for_market_rate_survey.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/admin_data_considerations_ada.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/using_administrative_data_in_mrs_june_2020.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/ncase-school-age_child_care_surveys_and_rate_setting-508c.pdf
https://childcareta.acf.hhs.gov/sites/default/files/public/508ed-75th_percentile_exercise_1.pdf


Understanding 
Narrow Cost Analysis
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Narrow Cost Analysis
Lead Agencies are required to analyze the estimated cost of care primarily in 
two areas when setting payment rates, including any relevant variation by 
geographic location, category of provider, or age of child:

The cost of child care providers’ implementation of health, safety,
quality, and staffing requirements

The cost of higher-quality care, as defined by the Lead Agency using 
a quality rating and improvement system or other system of quality
indicators, at each level of quality
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Narrow Cost Analysis

Purpose: To evaluate gap between costs and payment
rates. Cost information should be used to narrow difference
between costs and rates.

Flexibility: Lead Agencies may determine approach and
method for narrow cost analysis. May use existing cost
information to limit burden.

Use: Depending on rigor of analysis, Lead Agencies
determine weight to assign these results in the rate-setting
process.
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One Possible Method – Cost Modeling

1. Convene stakeholders, ensuring a mix of different types of providers from
different geographic areas.

2. Share estimated staff salaries using wage studies or Bureau of Labor Statistics to seek
stakeholder input on general accuracy.

3. Share non-personnel costs, e.g., occupancy, with default estimates from spreadsheet to
seek stakeholder input on general accuracy.

4. For base level care, calculate costs based on staff:child ratios/group sizes outlined
in licensing regulations and estimated non-personnel costs, for each age group, setting
(child development center or family child care provider) and geographic area.

5. For higher quality care, calculate increased costs based on increased requirements of 
higher quality care.

6. Compare cost estimates to subsidy payment rates and market rate percentiles to 
determine any gaps in payment.
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Possible Ways To Use Cost Information

 Provides information that can be used to
determine gaps between subsidy rates and
costs

 Provides information allowing you to target
rate increases where gaps are largest

 Can be used to develop a strategic plan for
long-term rate increases; i.e., where the gap
is greatest

 Provides data used for provider TA on
improving business practices (cost
modeling may assist in revealing
economies of scale or other revenue
sources worth acquiring, etc.)

 Helps to analyze cost differences
between program quality levels

 Arms you with information to take to
policy makers/philanthropists on child
care costs compared to prices

 Helps analyze if other policy changes
(e.g., payment by enrollment) might
assist providers in meeting cost of care
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Digging into 
Alternative 
Methodologies
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Two Possible Alternative Methods: 
Cost Surveys or Cost Models

Cost survey: An approach that collects information from providers about 
the costs of resources used to provide services.
 Like a market rate study, the validity of the data collection and analysis methods 

are important, and various provider types and geographic areas must be 
represented.
Without technical assistance, cost surveys can be resource-intensive and 

a burden to providers because of needed complex and detailed 
information.
• Many providers do not have formal accounting systems.
• Allocating costs across age groups, times of day, or classrooms may be difficult.

 It can be challenging to convert a “total cost of services” measure to a per-child 
cost (per time unit) to inform subsidy payment rates.
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Alternative Methods: Cost Surveys or Cost Models

Cost estimation model: A set of parameters that define the type and 
structural features of the care environment being modeled and the cost of 
the associated inputs given those assumptions (e.g., labor, facilities, food, 
materials, etc.).
The key advantage of a cost estimation tool is the ability to determine levels 
of cost associated with assumptions about the provider’s characteristics, 
some of which may be related to quality (such as teacher qualifications and 
salaries).
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Alternative Methods: Cost Surveys or Cost Models

Cost estimation model, continued: 

 Using a cost estimation tool may be less expensive and less burdensome 
than a full cost survey.
 Lots of decisions (assumptions) feed into the cost calculations, which

influence the results.
• For example, for center costs, the size and mix of classrooms and ages will change 

the total cost numbers, yet there is little guidance on how to choose these numbers.

 For some states and territories, understanding the assumptions about cost
drivers and their impact may require the assistance of a consultant.

• Estimating costs for different ages, different geographic areas, and different
types of care will require multiple model scenarios.
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Provider Cost of Quality Calculator

 The Provider Cost of Quality Calculator helps 
you estimate the annual costs and revenue 
for full-time care at the program level. 

This information may support the 
use of an alternative methodology 
and a narrow cost analysis.

 The National Center on Early Childhood 
Quality Assurance can help you use this 
online tool. https://www.ecequalitycalculator.com
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https://www.ecequalitycalculator.com/Login.aspx
https://childcareta.acf.hhs.gov/centers/national-center-early-childhood-quality-assurance
https://www.ecequalitycalculator.com/


Discussion and Questions about Cost-Based
Alternative Methodologies

When you conduct an 
alternative 

methodology, do you 
find the “true” cost of 

care?

Should you estimate 
based on actual costs 
or the value of costs?

Are there really 
differences in costs 
across geographical 
areas?

Will you still need to 
conduct a market rate 
survey?

What needs to be 
included in a request to 
OCC for preapproval of 
an alternative 
methodology?

What if costs for 
certain types or ages of 
care are less than 
subsidy?

Will there be an 
adverse effect on the 
private child care 
market if rates are set 
based on cost of care?

When you conduct an 
alternative 
methodology, do you 
find the “true” cost of 
care?
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Requirements for Preapproval of an Alternative 
Methodology

 Overview of proposed approach (e.g., cost estimation model, cost
study/survey, etc.), including a description of data sources
 Describe information obtained from an alternative methodology not able to

be obtained from the required narrow cost analysis
 Consultation with the State Early Childhood Advisory Council or similar 

coordinating body, local child care program administrators, local child care 
resource and referral agencies, organizations representing child care 
providers, teachers and directors, and others prior to conducting the
alternative methodology
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Requirements for Preapproval of an Alternative 
Methodology, continued

 How the alternative methodology will use methods that are statistically
valid and reliable and will yield accurate results
 How it will account for key factors that impact the cost of providing care, 

such as staff salaries and benefits, training and professional development, 
curricula and supplies, group size and ratios, enrollment levels, licensing 
requirements, quality level, facility size, and other factors if the proposed 
alternative methodology includes an analysis of costs (e.g., cost estimation 
model or cost study/survey)
 How the alternative methodology will provide complete information that 

captures the universe of providers in the child care market
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Requirements for Preapproval of an Alternative 
Methodology, continued

 How the alternative methodology will reflect variations by provider type,
age of children, geographic location, and quality
 How the alternative methodology will use current data
 What metrics the Lead Agency will use to set rates based on the 

alternative methodology
 Describe the estimated reporting burden and cost to conduct the approach
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Detailed Report
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Detailed Report: What’s Required

Results of MRS/AM
Estimated cost of 
care by category for 
base  level (narrow 
cost analysis)

Cost for higher 
quality at each level 
of quality (narrow 
cost analysis)

Response to 
stakeholders’ 
views/comments

Must be posted 
within 30 days of 
completion
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Additional Required Equal Access Data

Extent to which child care providers 
participate in the subsidy program

Barriers to provider participation

Understand the generally accepted 
payment practices of providers 
(i.e., full- or part-time rates; 
mandatory registration fees)

Extent that providers charge 
additional amounts to parents 
beyond the co-payment and 
subsidy  amount, including 
size and frequency of amount
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Discussion and Questions
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Submit your request for 
technical assistance here

Accessing Technical Assistance
You can request additional technical assistance related to American Rescue Plan Act funding by: 
• Submitting your request  through the TA Request Form online 
• Contacting your Regional Office 
• Contacting your State Systems Specialist or your Tribal Child Care Capacity Building TA Specialist 
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https://app.smartsheet.com/b/form/a5cab018c7974979acacff6bdb4adc79


Email:  ncsia@ecetta.info
Phone:  301-881-2590 x273

Thank you!
Contact information

The National Center on Subsidy Innovation and Accountability is funded by the U.S. 
Department of Health and Human Services, Administration for Children and 
Families, Office of Child Care.

37

E

E

mailto:ncsia@ecetta.info

	Slide Number 1
	Introductions 
	Increasing Subsidy Payments is a Priority!
	Agenda
	We want to hear from you!
	Submit your request for �technical assistance here
	Setting Subsidy Rates: Two Distinct Steps
	Slide Number 8
	What Data Do You Need?
	Market Rate Survey or Alternative Methodology
	Price vs Cost
	Engage Stakeholders Before Your Studies
	Decide Which Study to Pursue
	Understanding Narrow Cost Analyses �and Alternative Methodologies�Note: AM can incorporate all the elements of NCA
	Using the Data to Inform Subsidy Payment Rate Setting
	Slide Number 16
	Useful Resources on Market Rate Surveys
	Slide Number 18
	Narrow Cost Analysis
	Narrow Cost Analysis
	One Possible Method – Cost Modeling
	Possible Ways To Use Cost Information
	Slide Number 23
	Two Possible Alternative Methods: �Cost Surveys or Cost Models
	Alternative Methods: Cost Surveys or Cost Models
	Alternative Methods: Cost Surveys or Cost Models
	Provider Cost of Quality Calculator
	Discussion and Questions about Cost-Based Alternative Methodologies
	Requirements for Preapproval of an Alternative Methodology
	Requirements for Preapproval of an Alternative Methodology, continued
	Requirements for Preapproval of an Alternative Methodology, continued
	Slide Number 32
	Detailed Report: What’s Required
	Additional Required Equal Access Data
	Discussion and Questions
	Submit your request for �technical assistance here
	Slide Number 37



