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Abstract

Family child care providers who participate in the Child and Adult Care Food Program
(CACFP) receive reimbursement for qualifying meals served to children in their care. The
Personal Responsibility and Work Opportunity Reconciliation Act of 1996 mandated a two-
tiered reimbursement structure designed to target benefits more narrowly to low-income chil-
dren and called for a study of its effects on program participants and on meals offered to chil-
dren. Participating providers who receive the lower Tier 2 reimbursements tend to charge
higher hourly fees and spend somewhat less on food, according to analyses controlling for
provider's location and operating characteristics. The pattern of meals and snacks that
providers offered was not altered by tiering, however.
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Executive Summarz

Family child care providers who participate in the Child and Adult Care Food Program (CACFP)
receive reimbursement for qualifying meals served to the children in their care. The Personal
Responsibility and Work Opportunity Reconciliation Act of 1996 mandated a two-tiered
reimbursement structure—designed to target the program more narrowly to low-income children—
and called for a study of its effects on program participants and on meals offered to children.
Participating providers who receive the lower Tier 2 reimbursements tend to charge higher hourly
fees and spend somewhat less on food, according to analyses controlling for provider’s location and
operating characteristics. The pattern of meals and snacks that providers offer was not altered by
tiering, however.

To comply with the PRWORA study mandate, the U.S. Department of Agriculture (USDA)
contracted with Abt Associates Inc. to conduct the Family Child Care Homes Legidlative Changes
Sudy. Thisreport, one of several prepared as part of the study, presents findings pertaining to the
effect of the legidative changes on the operators of family child care homes that participate in the
CACFP. Itisbased on asurvey of anationally representative sample of 1,171 CACFP providersin
1999, together with comparable data from a 1995 study. (See References, p. 34, for alist of the other
reportsin this series.)

The CACFP and Tiering

The CACFP isaFederal program, administered by USDA, that subsidizes meals and snacksin
participating child care and adult day care facilities. Providers of care are reimbursed a fixed amount
for each qualifying meal they serve.

Seeking to focus CACFP benefits more narrowly on low-income children, the PRWORA established
atwo-tier structure of meal reimbursement rates for family child care homes. Homes that are |ocated
in low-income areas or are operated by persons with incomes at or below 185 percent of the Federal
poverty guidelines are designated as Tier 1. Meal reimbursement rates for Tier 1 homes are
comparable to the rates that existed for all CACFP homes before PRWORA. Family child care
homes that do not meet the low-income criteria are designated as Tier 2. They have lower
reimbursements, although they can be reimbursed at Tier 1 rates for meals served to children whose
household incomeis at or below 185 percent of the poverty guideline.

For providers classified as Tier 2, CACFP meal reimbursement rates after July 1997 were set at
approximately half the Tier 1 level, which was also approximately half of the pre-tiering level for all
providers. Infiscal year 1999, Tier 2 homes received meal reimbursements averaging $177 per
month (including some meals reimbursed at the Tier 1 rate). Had they been reimbursed at the Tier 1
rates for all meals, their monthly reimbursements would have averaged $326.

It was unknown how Tier 2 providers would respond to the lower revenue from CACFP
reimbursements. If no other change occurred from pre-tiering operating patterns, the lower CACFP
reimbursements would simply translate into lower net income for providers. Alternatively, Tier 2
operating patterns might change in ways that would yield greater revenues or lower costs. (Note that
this could occur either by existing CACFP providers changing their operating practices or by a
gradual replacement of departing providers with new providers who had different operating
practices.) One possible response of particular interest to the CACFP would be areduction in
providers' food expenditures, which could occur through areduction in the number of meals and
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snacks offered during the day, through menus offering less food or less costly food, or through more
economical shopping strategies. Increased child care fees charged to parents would be a result
leading to increased revenues, as would operating changes such as increased average children in care
or operating hours.

The analyses presented in this report explore these and related aspects of CACFP providers
operations and experiences potentially affected by tiering. Separate reports examine two other key
guestions about providers: the extent to which the reduced financia benefit led to less provider
participation in the CACFP, and the extent to which the nutrition package offered to children was
changed. Those analyses show a significant reduction in participation among Tier 2 providers, but
no material change in the nutritional value of meals and snacks offered in CACFP homes.*

Provider Responses: Reducing Food Expenditures

Tier 2 providers appear to have responded to the lower CACFP meal reimbursements by incurring
lower food expenditures than would be expected at Tier 1 reimbursement rates. Weekly food
expendituresin Tier 2 homes averaged $91, significantly less than average Tier 1 expenditures
($110). Even after controlling for differences in the number of children, number of meals, and
number of operating days per week, expenditures for Tier 2 providers are estimated to be $16 less
than Tier 1 expenditures, or around $0.50 less per child per day.

Among providers who had been in the CACFP since at least January 1997 (6 months before tiering
took effect), significantly more Tier 2 than Tier 1 providers said they had reduced their food
expenditures over the period (16 percent vs. 10 percent), and most of those Tier 2 providers
specifically mentioned low CACFP reimbursements as areason. In addition, among providers who
said their expenditures had not changed despite rising food prices over the 2 years, Tier 2 providers
were significantly more likely to report economical purchasing strategies such as buying food on
sale, or buying canned or frozen rather than fresh food.

Provider Responses: Meal Service Patterns

The reduction in expenditures did not result in asmaller number of meals and snacks served in
CACFP homes. Almost identical proportions of providersin 1999 and 1995 offered breakfast, lunch,
morning snack, and afternoon snack. The proportion of providers offering evening snack increased
significantly from 1995 to 1999, whereas suppers showed a small but nonsignificant increase.

Among providers who had been in the CACFP since 1997, a small proportion said they had stopped
serving morning snack. This proportion was significantly greater for Tier 2 than Tier 1 providers,
suggesting that some providers may have been responding to the reduced reimbursement.
Nonetheless, this did not trandate into a difference from 1995 in the proportion of providers offering
morning snacks.

! Hamilton et al., E-FAN-02-002; Crepinsek et al.,E-FAN-02-006 .
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Provider Responses: Increasing Fees

Some Tier 2 providers responded to the reduced CACFP reimbursement by raising their child care
fees. More than 40 percent of Tier 1 aswell as Tier 2 providers had raised fees since 1997 for
reasons not specifically related to CACFP reimbursements. An additional 15 percent of Tier 2
providers, however, said they raised fees at least partly because of low CACFP reimbursements.

Average provider feesin 1999, at $2.12 per hour per child, were not significantly higher than
inflation-adjusted 1995 fees. Average fees were $0.51 higher for Tier 2 than Tier 1, however, a
statistically significant difference. Analysis controlling for factors such as the number of childrenin
care and characteristics of the provider’s location showed significantly higher fees for those
providers receiving the lower reimbursement rate. The effect is estimated at $0.31 per hour, or $10
per week for achild in care for 33 hours (the median for children in the study).

Other Provider Characteristics

Little change in CACFP provider operating patterns occurred between 1995 and 1999. The average
number of children served and the age ranges served are not significantly different between the two
years.

The most notable difference isthat a significantly larger proportion of providersin 1999 than 1995
operate for more than 5 days per week. This operating pattern is observed mainly for Tier 1
providers, however, and does not appear to be an effect of the reduced reimbursementsin Tier 2
homes.

CACFP Perceptions and Experiences

Although tiering’s most obvious effect on providers was the reduced reimbursement level, it also
affected some of the program’s administrative operations. For example, providers applying for
CACFP participation now have to supply the information necessary to determine their appropriate
tier. Tier 2 providers, if they wish to be reimbursed at the higher rate for low-income children in
their care, must distribute (or have the sponsor distribute) income eligibility formsto parents or
request that the sponsor use other available documentation to establish that children are eligible for
Tier 1 reimbursement rates. If the income eligibility forms are used, low-income parents must
complete the forms and send them to the sponsor in order for the provider to receive the higher
reimbursement.

These requirements do not appear to have created substantial differencesin the CACFP experiences
of Tier 1 and Tier 2 providers, nor between providersin 1999 and those in 1995. Tier 1 providers
tended to report going to slightly more training sessions and receiving slightly more home visits
from their sponsors than Tier 2 providers. This appears to reflect differencesin the providers
interests and experience, rather than different administrative requirements.

Tiering does seem to have led to more negative provider perceptions of the CACFP. Fully 65

percent of Tier 2 providers find the meals reimbursement rates "not very satisfactory" or "not at al
satisfactory," compared with 12 percent of Tier 1 providers and just 6 percent of providersin 1995.
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Family Child Care Providers
In the CACFP-
Operational Effects
of Reimbursement Tiering

Introduction

The Child and Adult Care Food Program (CACFP) is aFederal program supporting nutritious meals
and snacks in participating child care and adult day care facilities. It is administered by the Food and
Nutrition Service (FNS) of the U.S. Department of Agriculture (USDA). Under CACFP, care
providers receive afixed reimbursement per meal served, with different reimbursement rates for
different types of meals, such as breakfasts and lunches.

The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (PRWORA) changed
the meal reimbursement structure for family child care homes. The law established two tiers of
reimbursement rates, with higher rates applying to homesin lower-income areas or operated by
lower-income persons. Theintent of these changes to the CACFP was to target program benefits
more closely to low-income children.

Thelaw also called for a study of how the CACFP changes affected the family child care homes,
their sponsoring organizations, and the families participating in the program. Thisreport presents
information in response to that congressional request, specifically addressing the experiences and
perspectives of family child care providers participating in the CACFP. Thereportisonein aseries
of reports on the Family Child Care Homes Legislative Changes Study, which was carried out by Abt
Associates Inc. under contract to the U.S. Department of Agriculture, Economic Research Service.
(See References, p. 34, for alist of other reportsin the series.)

Description of the Child and Adult Care Food Program

To provide healthful meals and snacks in child and adult day care facilities, the CACFP reimburses
child care providers for their meal costs and, in some cases, provides them with USDA commodity
food. Reimbursement is limited to a maximum of two meals and one snack or one meal and two
snacks per child per day." The program operates in nonresidential day care facilities including child
care centers, after-school-hours child care centers, family and group child care homes, and some

1

Prior to enactment of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (P.L.
104-193), CACFP centers were allowed to claim reimbursement for an additional meal or snack for
children in care 8 or more hours per day.
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adult day care centers.? Eligibility for the child care portion of the CACFP is limited to children age
12 and under. Infiscal year 1999, the child care component of the program served an average of 2.5
million children daily at a cost of $1.6 billion. Thirty-six percent of these children were served
through child care homes and 64 percent through centers. The CACFP is administered at the Federal
level by the Food and Nutrition Service. State agencies generally oversee the program at the local
level.

When the program was first established by Congress in 1968 under Section 17 of the National
School Lunch Act (42 U.S.C. 1766), participation was limited to center-based child carein areas
where poor economic conditions existed. Beginning in 1976, family child care homes became
eligible to participate provided that they meet State licensing requirements where these exist, or
otherwise obtain approval from an appropriate State or local agency. In addition, homes must be
sponsored by a nonprofit organization that assumes responsibility for ensuring compliance with
Federal and State regulations and that acts as a conduit for meal reimbursements.

Initially, reimbursement rates for meals and snacks served in homes, like those served in centers,
were based on ameans test of the family incomes of individual children.® Providers complained that
the means test was overly burdensome and too invasive for their relationship with the families for
which they provided child care. In addition, sponsors claimed that meal reimbursements were
insufficient to cover their administrative costs and allow for adequate reimbursement to the homes. *
As a consequence, very few homes participated in the program—fewer than 12,000 by December
1978.

The 1978 Child Nutrition Amendments (P.L. 95-627) incorporated wide-ranging changes to the
program with the purpose of expanding participation, particularly among family child care homes.
Most significantly, the 1978 amendments eliminated the means test for family child care homes. In
addition, the amendments separated the reimbursement of sponsors’ administrative costs from the
meal reimbursement for family child care homes.®

In the years following the elimination of the means test, the family child care component of the
CACFP experienced tremendous growth. At the sametime it increasingly became a program serving
middle-income children. The Early Childhood and Child Care Sudy, conducted in 1995, reported
that over 190,000 homes were participating in the program, and more than 75 percent of the children

Asof July 1999, the CACFP also provides reimbursements for meals and snacks served to eligible
children in homeless shelters.

Three categories of reimbursement were established for participating homes, corresponding to family
incomes of participating children of the following: 125 percent or less of the applicable Federal poverty
guideline for households of a given size, 126 to 195 percent of the poverty guideline, and more than 195
percent of the poverty guideline.

Meal reimbursements generated by participating homes were paid directly to the sponsoring agency. The
sponsor was permitted to deduct administrative costs before passing the remaining reimbursement on to
the providers.

Other changesincluded the establishment of alternative procedures for approving homes and the provision
of startup and expansion funds for family child care sponsors.
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served in these homes were from families with incomes above 185 percent of the Federal poverty
guideline.®

The Legislative Changes Implemented in 1997

Among the many changesincluded in the PRWORA, the Congress acted to refocus the family child
care component of the CACFP toward low-income children. The Act changed the reimbursement
structure for the family child care component of the program to target benefits more specifically to
homes serving low-income children. The new rate structure for family child care homes took effect
July 1, 1997. The applicable ratesin 1999, when the data were collected for this study, are shown in
Exhibit 1.

Under the new reimbursement structure, family child care homes located in low-income areas have
reimbursement rates that are similar to the rates that existed for al family child care homes before
PRWORA. A low-income areais defined operationally as either an area served by an elementary
school in which at least half of the enrolled children are eligible for free or reduced-price school
meals or a 1990 census block group in which at least half of the children live in families with
incomes at or below 185 percent of the poverty guideline.” Homes where the provider’s own income
isat or below 185 percent of the poverty guideline have the same reimbursement structure as homes
located in low-income areas. Homes meeting at least one of these criteriaare designated as Tier 1
homes.

All other homes are reimbursed at substantially lower rates. Thislatter group of homes, referred to
as Tier 2 homes, includes those that are neither located in alow-income area nor operated by alow-
income provider. Tier 2 homes can receive the higher Tier 1 reimbursement rates for meals served
to children from families with incomes at or below 185 percent of the poverty guideline, but the
individual children’s eligibility must be determined.

Exhibit 1
Meal Reimbursement Rates by Tier,? July 1, 1998-June 30, 1999

Difference Between Tier 2
and Tier 1 Rate

Meal Tier 1 Rate Tier 2 Rate Amount Percentage
Breakfast $0.90 $0.34 -$0.56 -62.2%
Lunch/Supper 1.65 1.00 -0.65 -39.4
Supplement (shack) 0.49 0.13 -0.36 -73.5

a

Reimbursement rates are higher in Alaska and Hawaii.

¢ F Glantzetal., 1997.

" Thiscriterion is applied using data from the 1990 decennial census for the provider’s census block group.
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Under the new reimbursement structure, CACFP reimbursement rates for Tier 2 homes are roughly
half of the ratesfor Tier 1 homes. In fiscal year 1999, Tier 2 homes received meal reimbursements
averaging $177 per month (including some meals reimbursed at the Tier 1 rate). Had they been
reimbursed at the Tier 1 rates for all meals, their monthly reimbursements would have averaged
$326.8

Tiering changed the economics of family child care for existing CACFP homes that were now
reimbursed at the Tier 2 rates. Lower rates would translate into lower net income from the business
unless the providers could raise fees or reduce expenses. Providers newly entering the CACFP as
Tier 2 providers would not experience a change but would have to establish their fees, operating
scale, hours, and expenditures in the context of the Tier 2 rates. Hypotheses about Tier 2 effects,
therefore, suggest that Tier 2 providers might charge higher fees, be open for longer hours, take on
more children, serve fewer meals, or more often encourage families to send food with the children
than if the providers were operating under Tier 1 rates. Thisreport examines the extent to which
these factors have changed since 1995 and the extent to which they differ between Tier 1 and Tier 2
providers.

The Family Child Care Homes Legislative Changes Study

After mandating changes in the CACFP reimbursement structure, the PRWORA also called for a
study of the effects of those changes. The Act posed a number of specific questions about effects on
CACFP sponsors, participating family child care homes, and the families served by those homes.
USDA accordingly designed, and contracted with Abt Associates Inc. to implement, the Family
Child Care Homes Legidlative Changes Study. The study began in late 1997, and is scheduled for
completion early in 2001.

The Family Child Care Homes Legidative Changes Sudy involved extensive data collection from
nationally representative samples of family child care homes, their sponsors, and the parents of
children they serve. A multistage probability sampling approach was used. In thefirst stage, 20
States were selected. A sample of sponsors was drawn within each of the selected States, and the
sampled sponsors provided lists of the child care homes that they sponsored. A sample of family
child care homes was drawn from each sponsor. In the final sampling stage, a subsample of the
family child care homes was used to draw a sample of households whose children were in the care of
those providers. The sample design and weighting procedures are described in Appendix A.

Conducted in January-August 1999, the data collection included a survey of family child care
providers, which isthe principal data source for analysesin thisreport. The survey was a self-
administered mail survey. The analysis sample includes 576 Tier 1 and 595 Tier 2 providers.
Response rates for these two strata were 86.4 percent and 79.8 percent, respectively.

The survey and the sampling approach were closely modeled on a survey conducted in 1995 as part
of the Early Childhood and Child Care Sudy. That survey reached a nationally representative
sample of 532 family child care homes. The 1995 data are used in combination with the 1999 data to
examine changes since the introduction of tiering in 1997.

8 W. Hamilton et al., 1999.
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Because of the complex structure of the sample, survey responses must be weighted in order to
portray distributions in the overall population appropriately. All percentages, means, and other
distributional statistics presented in this report have been weighted using procedures described in
Appendix A. Tables also show the unweighted number of observations upon which the statistics are
based. Standard errors and significance tests are estimated with correction for the complex sample
design.

Differences between groups are reported as statistically significant if they have less than a 10 percent
probability of arising by chance. Some disciplines conventionally consider differencesto be
significant only if their probability of arising by chanceis lessthan 5 percent. Accordingly,
differences that are significant at the 10-percent level but not the 5-percent level are indicated as

(p <0.10). Differencesthat are significant at the 5-percent level or better are simply reported as
statistically significant. In the tables, three levels of statistical significance are noted, 1-percent, 5-
percent, and 10-percent.
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Characteristics of CACFP Family Child Care Homes

About 175,000 family child care homes participated in the CACFP in 1999. Two thirds of the homes
were classified as Tier 1 and received meal reimbursements at the higher rate. Most of the remaining
homes, classified as Tier 2, had meals reimbursed at the lower rate, although 28 percent of these
homes received Tier 1 meal reimbursements for one or more low-income children in their care.

This chapter reviews some of the basic characteristics of the homes participating in 1999 —the
number and ages of children they serve, the hours and days they operate, the provider’ s household
income, and the proportion of low-income children in the provider’slocation.

Tiering could have affected this profile of providersin either of two ways. First, tiering reduced the
incentive for Tier 2 providers to participate in the CACFP, shifting the composition of the CACFP
towards a higher proportion of Tier 1 and alower proportion of Tier 2 providers.® To the extent that
Tier 1 and Tier 2 providers have different personal and operating characteristics, one would expect
the 1999 profile to differ from the 1995 CACFP profile. Second, participating providers reimbursed
at the Tier 2 rates might operate differently—for example, operating for different numbers of hours or
enrolling different numbers of children—than if they received more revenue from meal
reimbursements.

The analysis reveals only modest differences between 1995 and 1999, and some of those differences
are probably unrelated to tiering. The most notable difference is an increase in the proportion of
providers operating for more than 5 days per week, with Tier 1 providers accounting for most of the
weekend operations.

Number and Ages of Children Served

CACFP home care providers surveyed in 1999 reported having an average of 8.1 children enrolled,
with an average of 6.5 children usually in attendance (Exhibit 2).*° About half of the providers had
between five and nine children usually attending. The differences between 1995 and 1999 in the
average numbers enrolled and in attendance are small and not statistically significant, although a

®  Hamiltonet al., 2001.

10 Program administrative dataindicate that the average daily attendance was 5.5 children per home in 1999,
and 5.0 children in 1995. According to the administrative data, Tier 1 homes had a dightly higher average
daily attendance than Tier 2 homes, with 5.7 in Tier 1 and 5.3 in Tier 2in 1999. Differences between the
figures reported above and the administrative figures stem partly from differencesin measurement. The
administrative data are based on aggregate counts of homes and daily attendance that are filed monthly. If
ahome operates for some but not all days during the month, it will appear to have alower average daily
attendance than the average for those daysin which it operated. 1n addition, nonresponse analysis shows
that the Tier 2 survey respondents have fractionally more enrolled children than the average in the original
sample (see Appendix A).
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Exhibit 2
Attendance and Enrollment in CACFP Family Day Care Homes in 1995 and 1999

Difference

Characteristic 1995 1999 1999-95
Percentage of providers reporting usual attendance of:

Fewer than five children 19.8% 30.4% 10.6%*

Five to nine children 59.2% 51.5% -1.7%

More than nine children 21.0% 18.1% -2.9%
Median attendance 5.7 5.4 0.0
Mean attendance 7.0 6.5 -0.5
Median enrollment 6.5 6.4 -0.1
Mean enrollment 8.3 8.1 -0.2

Unweighted sample 501-532° 1,152-1,169°

a

Sample size varies because of item-specific missing values. Entriesin all tables represent the range of item-specific sample sizes.

Significance levels:

*= <10
** = <05
**k = <01

larger percentage of homesin 1999 had fewer than five children attending (p < 0.10). Similarly, no
significant differences were seen in the numbers of children served by Tier 1 and Tier 2 providersin
1999 (not shown in the exhibit).

Most providers care for children in afairly large age range. About 85 percent of CACFP providers
in 1999 had children aged 1 to 2 yearsin their care, and the same proportion cared for children aged
3to 5years (Exhibit 3). These patterns appear roughly similar to those found in the 1995 study, but
precise comparisons are not possible because the two surveys defined age categories differently. The
only fully comparable category in the two studies is infants (under 1 year of age), served by 43
percent of providersin 1995 and 42 percent in 1999.

Because infant formulais quite costly, it was hypothesized that some providers operating under the
lower Tier 2 meal reimbursement rates might not enroll infants.** The survey data, however, do not
support this hypothesis. The proportions of providers serving infants were virtually identical in 1995

I Alternatively, providers might encourage parents to sent formulawith their infants. Since the infant meals
would not be reimbursed, the infant would not count as a CACFP participant. However, the survey
question asked about the number and ages of children "enrolled in your family child care home," not the
number for whom CACFP meals are reimbursed. Thus the question counts all infantsin the provider's
care, regardless of their CACFP status.
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Exhibit 3
Age Groups Served by CACFP Providers

Percent of Providers Difference
Serving Age Group Tier 1 Tier 2 All 1999 Tier 2-Tier 1
<agel 38.7% 47.5% 41.6% 8.8%
Agelto2 82.9 89.0 84.9 6.1
Age3to5 82.6 89.2 84.7 6.6

Age 610 12 62.3 65.4 63.3 31

Age group combinations:

1to5,6to012 344 36.2 35.0 1.8
<1,1t05,61t0 12 22.2 28.0 24.1 5.8
1to5 20.9 154 19.1 -55
<1,1to5 16.5 191 17.3 2.6
6to12 5.9 0.8 4.2 -5.1*
Other 0.1 0.5 0.3 0.4
Unweighted sample 569-572 581-593
Significance levels:
*= <10
** — <.05
*kk — <.01

and 1999. Moreover, the proportion of Tier 2 providers serving infants was sightly, although not
significantly, greater than the proportion of Tier 1 providers serving this group.

The profile of age groups served isvery similar for Tier 1 and Tier 2 providers. The only
statistically significant difference is that about 6 percent of Tier 1 providers serve only children aged
6 to 12, whereas amost none of the Tier 2 providers serve this group exclusively (p < 0.10). Around
one-third of both Tier 1 and Tier 2 providers serve preschoolers (age 1 to 5) and school-age children
(age 6 to 12), but not infants.
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Operating Schedules

In 1999, atypical CACFP home was open for about 11 hours daily, with most homes operating 5
days aweek (Exhibit 4). Significantly more Tier 1 than Tier 2 homes operated on weekends as well
asweekdays. Tier 1 homes also reported a greater variety of daily operating schedules, with a
significantly smaller proportion of Tier 1 providers operating for 10-12 hours, and a significantly
larger proportion operating more than 12 hours (p < 0.10).

Relative to 1995, the 1999 survey shows a substantial increase, from 10 percent to 19 percent, in the
proportion of homes operating more than 5 days per week. Furthermore, the average hours of
operation per day grew slightly. These increases may reflect a general shift toward a demand for
longer and more flexible hours of care. In addition, because the proportion of Tier 2 providers has
declined over time, the 1999 Tier 1 providers contribute more heavily to the overall average than
their 1995 counterparts (i.e., providers who would have been classified as Tier 1 if tiering had been
in effect). Thus, if providers did not change their operating hours at all, the shifting proportions of
Tier 1 and Tier 2 homes would have increased the overall average number of hours.

Exhibit 4
Operating Schedules of the CACFP Family Day Care Homes in 1995 and 1999
1999
1995 1999 Difference Difference
Total Total 1999-95 Tier 1 Tier 2 Tier 2-Tier 1

Hours of operation (Monday-Friday) — percentage of providers operating:

<10 hours 20.4% 18.2% -2.2% 19.8% 15.0% -4.8%

10-12 hours 69.4% 68.0% -1.4% 64.0% 76.0% 12.0%**

> 12 hours 10.1% 13.8% 3.7% 16.2% 9.0% -7.2%*
Mean hours 10.7 11.1 0.4* 11.2 10.8 -0.4
Median hours 10.7 10.8 0.1 10.9 10.5 -0.4**

Days of operation — percentage of providers operating:

Monday-Friday
only (5 days) 86.7% 77.8% -8.8%** 72.1% 89.5% 17.4%***

Monday-Friday
and weekend (6-

7 days) 9.9% 19.0% 9.2%p*** 25.0% 6.7% -18.3%***
Not all weekdays 3.5% 3.2% -0.3 2.9 3.8 0.9
Unweighted sample 509- 1,153- 563-564
510 1,154 590
Significance levels:
*= <.10
*k — < .05
*kk — < .01
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One tiering hypothesiswas that Tier 2 providers would respond to their lower revenue from meal
reimbursements by increasing their hours of care and thereby generating additional revenue. The
data do not support this hypothesis, as Tier 2 providers report fewer weekly operating hours than
Tier 1 providers. This pattern does not rule out the possibility that Tier 2 providers operated for even
fewer hours before tiering, but there is no direct support for such a proposition. *2

Tiering-Related Characteristics of Providers

Tiering reduced the financial incentive for certain kinds of family child care homes to participatein
the CACFP. Homesthat are classified as Tier 2—or that have characteristics likely to make them
classified as Tier 2—would be expected to be less likely to participate, and hence to make up a
smaller proportion of the provider population in 1999 than 1995.

Two of the three criteria used to assign tier status are measured for both the 1995 and 1999
providers. the provider’sincome relative to the Federal poverty guideline, and the percent of low-
income children in the provider’s census block group.*®

Partial data are available on the third criterion, the percent of children qualifying for free or reduced-
price meals in the elementary school attendance area where the provider operates. Of the 20 States
in the 1999 study sample, 14 have data available on the percent of children qualifying for free and-
reduced-price lunches in specific elementary schools.™ In those 14 States, two proxies for residence
in alow-income elementary school attendance area were created. As a broadly defined proxy, a
provider was considered to be living in alow-income elementary school areaif any one of the
elementary schools with the provider’s zip code had 50 percent or more of its children receiving free
or reduced-price school lunches. As amore narrowly defined proxy, a provider was considered to be
living in alow-income elementary school areaif all the schoolswith the provider’s zip code had 50
percent or more of their children receiving free or reduced price lunches.

Aswould be expected, Tier 1 providersin 1999 are much more likely to have low incomes and to
operate in low-income areas than Tier 2 providers, as shown in Exhibit 5.*° Relatively small

2" No providers were classified by tier before July 1997. Referenceto "Tier 2 providers' in the period before
tiering refers to those homes that would have been classified as Tier 2, had tiering been in effect.

 Providers whose household income is at or below 185 percent of the Federal poverty guideline may be
classified as Tier 1. Providerslocated in census block groups in which at least 50 percent of children had
household incomes at or below 185 percent of the guideline, based on the 1990 decennial census, may
also qualify as Tier 1. The survey-based measure of providersincome involves aless detailed examination
of income components than the measure of income actually used in CACFP tier classification.

% The school data are from the U.S. Department of Education, National Center for Educational Statistics,
Public Elementary/Secondary School Universe Survey Data, school year 1997-98. Elementary schools
were selected from the universe as those schools having a lowest grade of 5 or lower. Thisanalysisis
limited to providersin the 1999 sample because too few providers in the 1995 sample could be matched
with school data.

> Eleven percent of Tier 2 providers reported income levels that would apparently qualify them for Tier 1

classification. Although some may qualify, much of the apparent discrepancy probably stems from the fact

that the survey captures much less detailed information than the CACFP income verification process.
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differences are seen between the 1995 and 1999 provider groups, however. The differences arein the
expected direction, with more low-income providers and providers in low-income census block
groups in 1999, but the differences are not statistically significant.

It islikely that the composition of CACFP providers changed more than is suggested by the available
tiering-related measures, because program administrative data indicate that the share of Tier 1
providers has grown considerably since tiering (Hamilton et al., E-FAN-02-002). The change would
probably be seen best by examining the most commonly used criterion for tier assignment, the
proportion of low-income children in the provider’'s elementary school attendance area.®* No
measure of that criterion is available, however.

Exhibit 5
Tiering-Related Characteristics CACFP Providers
Difference
Difference Tier Tier Tier 2-
1995 1999 1999-95 1 2 Tier 1

Estimates based on full sample

Percent of providers who
have low income? 38.2% 41.0% 2.8% 553% 11.8%  -43.5%***

Percent of providers in low-
income census block groups

(1990) 15.2 16.1 0.9 23.1 1.6 -21.5%*
Unweighted sample 1,069-
470-519 1,070 524-576 545-594

Estimates for 14 States with measures of low-income elementary school areas

Percent of providers who
have low income? na 39.2% na 53.7%  23.4% -40.3%***

Percent of providers in low-
income census block groups
(1990) na 16.8 na 24.9 2.3 -22.6%**

Estimated percent of
providers in low-income
elementary school areas

Lower bound na 26.1 na 38.9 3.1 -35.8***
Upper bound na 63.7 na 83.4 28.3 -55, 1 x**
Unweighted sample 692-764 336-373 356-391

 Income at or below 185 percent of the Federal poverty guideline is defined as low income.
na = low-income elementary school estimates not available for 1995.
Significance levels:
*=<.10
** =< .05
*Rk =< 01

6 Over two-thirds of Tier 1 homes are so classified on the basis of their elementary school attendance area

(Crepinsek et al., E-FAN-02-005).
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Meals and Snacks Served in Family Day Care
Homes

One way that Tier 2 providers might respond to the lower meal reimbursement rates would be to
offer fewer meals and snacks, thereby reducing their operating costs. The providers would of course
not be reimbursed for meals they did not serve. But because CACFP will reimburse only two meals
and one snack (or one meal and two snacks) per child per day, a provider might not serve a particular
meal or snack that would not be reimbursed. Moreover, if the CACFP reimbursement would not
cover the provider' s full cost, omitting even areimbursed meal would yield a net financial gain.

The analysis reported below finds relatively little evidence of such adjustments. The overall profile
of meal service shows no reductions from 1995 to 1999. Nonetheless, a small but statistically
significant fraction of Tier 2 providers said that they stopped providing morning snacks between
1997 and 1999, suggesting that some providers did adjust to the lower ratesin thisway.

Meals Served

Over 90 percent of CACFP family child care homes reported in 1999 that they served breakfast,
lunch, and afternoon snack, as shown in Exhibit 6. More than half the providers served morning
snack, and smaller proportions served supper and evening snack (40 percent and 17 percent,
respectively).

The 1999 meal service pattern was found to be almost identical to the 1995 pattern for the daytime
meals (breakfast, lunch, and morning and afternoon snack).!” However, supper and evening snack
show some increase over time. Significantly more of the 1999 providers reported serving evening
snack. A larger proportion in 1999 also reported serving suppers, although this differenceis not
statistically significant. The larger proportions of evening meals may reflect the longer average
hours of operation reported in 1999.

Similar proportions of Tier 1 and Tier 2 providersin 1999 reported serving breakfast, lunch, and
morning and afternoon snack. Slightly more Tier 2 than Tier 1 providers report serving each of these
meal s, and the differences are statistically significant for breakfast and lunch (p < 0.10). Supper and
evening snack are much more likely to be served in Tier 1 homes, which is consistent with the larger
proportion of Tier 1 homes that are open for more than 12 hours.

" The 1995 figures in Exhibit 6 differ from those reported in Glantz, et al.(1997). Certain cases with
ambiguous responses, treated as "not served” in the earlier analysis, were treated as "missing” in the
present analysis to make the logic of the 1995 and 1999 questions as comparable as possible. Differences
in question structure mean that, even with this recoding, we cannot be sure that the items are fully
comparable.
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Exhibit 6
Meals and Snacks Served in the CACFP Homes in 1995 and 1999

1995 1999 1999 Difference
Difference _ _ Tier 2-
Meals/Snacks All All 1999-95 Tier 1 Tier 2 Tier 1
Breakfast 90.8% 92.8% 2.0% 91.1% 96.1% 5.0%*
Morning shack 56.4 58.2 1.8 58.0 58.6 0.6
Lunch 98.1 97.6 -0.5 96.9 99.0 2.1%
Afternoon snack 96.6 96.0 -0.6 95.8 96.6 0.8
Supper 31.7 40.3 8.6 49.9 20.5 -29.4%**
Evening snack 9.3 16.8 7.5%* 21.2 7.6 -13.6%**
Unweighted 469-482 1,163-1,169 571-575 592-594
sample
Significance levels:
*= <10
** = < 05
*kk — < Ol

The 1995-99 comparison offers no support for the hypothesis that providers would respond to the
lower Tier 2 reimbursement rates by reducing the number of mealsthey offer. If CACFP providers
had responded in this manner, there would presumably be alower proportion of providers serving
one or more of the meal types after tiering was implemented. In fact, the proportion of providers
serving each meal type held steady or increased from 1995 to 1999. The difference between Tier 1
and Tier 2 meal service patterns therefore appears to reflect pre-existing differences in the markets
they serve rather than a cutback in meal service by Tier 2 providers.

Self-Reported Changes in Meal Service

The vast majority of providers reported offering the same meals in 1999 that they served in January
of 1997, 6 months before tiering took effect.’® For each meal and snack, over 85 percent of providers
made no change—either they served the meal in both 1997 and 1999 or they did not serve it in either
year. Small percentages of providers began and stopped serving each meal and snack. With the
exception of the morning snack, however, the net change is very small for both Tier 1 and Tier 2
providers (Exhibit 7).

8 Providers who were not operating in January 1997, about 7 percent of the sample, are excluded from this

analysis. Excluding these providers does not materially change the pattern of meal service by tier in 1999.

Family Child Care Providers in the CACFP / E-FAN-02-004 ERS-USDA/ 13



Exhibit 7
Percent of Providers Reporting Changes in Meals and Snacks Served, 1997-99

Tier 1 Tier 2 All Providers

Start Stop Net Change Start Stop Net Change Start Stop Net Change

Breakfast 2.7 3.7 -1.0 2.7 15 11 2.7 3.0 -0.3
Morning 2.4 5.2 -2.8 1.9 11.3* -9.4* 2.2 7.2 -5.0
shack

Lunch 1.9 0.5 14 0.2** 0.6 -0.4%* 1.4 0.5 0.9
Afternoon 1.4 15 -0.1 0.9 0.8 0.1 1.2 1.3 -0.1
snack

Supper 5.2 8.3 -3.1 3.9 7.7 -3.8 4.7 8.1 -3.4
Evening 3.4 3.7 -0.3 1.7 3.2 -15 2.8 3.5 -0.7
shack

Un-weighted 543 550 1,093

sample

Significance of difference between tiers:
*= <.10
*k — < .05
*x% = < 01

About 7 percent of providers report stopping morning snack service between 1997 and 1999, while
only 2 percent introduced this snack. This pattern was significantly stronger for Tier 2 than Tier 1
providers (p < 0.10), with anet reduction of 9 percentage points in the proportion of Tier 2 providers
serving the morning snack.

The reported cutback in morning snacks might reflect a response to tiering, since the pattern was
more evident for Tier 2 than Tier 1. Providers who either introduced or ceased one or more meals or
snacks were asked a set of questions about possible reasons, including changes in the number of
children in care, operating hours, the number of children bringing meals or snacks from home, and
cost. Among the relatively small fraction reporting any cessation, about two-thirds of Tier 2
providers cited higher costs, while less than one-third of Tier 1 providers noted thisreason. (The
questions did not specifically ask about lower meal reimbursements as a reason for changing the
meal s and snacks offered. The question on "cost of providing meals/snacks" isthe only one
specifically referring to financial issues, and so would be the most likely to capture providers
concern about the difference between the reimbursement level and the cost of thefood.) Tier 1
providers more frequently cited operational factors such as having fewer children in care or
operating for fewer hours. However, because just 17.0 percent of Tier 1 providers and 19.8 percent
of Tier 2 providers reported ceasing to serve one or more meals, the numbers of respondents citing
particular reasons are quite small and differences by tier are not statistically significant.

The data also show a statistically significant but very small difference between Tier 1 and Tier 2
providers with regard to lunch. Tier 2 providers reported a small net reduction (to 99 percent) in the
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proportion serving lunch, while Tier 1 providers reported a small net increase (to 97 percent). The
proportion serving lunch is so close to 100 percent in both groups that these small differences have
little substantive importance.

Despite the self-reported reduction in service of morning snacks by providers from 1997 to 1999, the
overall proportion of providers offering morning snacks was essentially the same in 1999 asin
1995.% Thus, any tiering adjustment did not lead to a major difference in the profile of meals served.

¥ Moreover, a separate analysis of meals served during a sample week found that Tier 2 providers were no

less likely to serve morning snack than similar providersin 1995. (Crepinsek et al., E-FAN-02-006)

Family Child Care Providers in the CACFP / E-FAN-02-004 ERS-USDA/ 15



Economics of the Family Day Care Operations

The tiered reimbursement rates mean that, other things being equal, a Tier 2 provider will have less
total revenue than aTier 1 provider, and hence less net income from the business. In order for the
two providersto have equal net income, assuming that they care for the same number of children for
the same number of hours, the Tier 2 provider would have to be charging higher fees or incurring
lower operating expenses than the Tier 1 provider. Once tiering was implemented, therefore, one
might expect to find that Tier 2 providers charge higher average fees than their Tier 1 counterparts,
or that they have lower average expenditures, or both.

This chapter reviews the survey data pertaining to child care fees and providers’ expenditures for
food. The data support the expectation of higher average fees and somewhat lower food
expendituresin Tier 2 homes, controlling for operating characteristics and location. Among Tier 2
providers who were participating in the CACFP before tiering took effect, some subsequently raised
their fees and some reduced or made efforts to control food expenditures specifically in response to
tiering.

Child Care Fees

The average CACFP provider in 1999 reported charging $2.12 per hour for a child in full-time care.
Thisis dightly more than the hourly fee reported by providersin 1995 ($1.98), but the differenceis
not statistically significant. Moreover, when the 1995 data are adjusted for inflation, as shown in
Exhibit 8, the 1995 average ($2.19) is actually slightly higher than that in 1999, although again the
differenceis not statistically significant.

Exhibit 8
Hourly Fees Charged by CACFP Providers in 1995 and 1999 (in 1999 dollars)
Difference 1999 Difference
1995 1999 1999-95 Tier 1 Tier 2 Tier 2 - Tier 1
Average full-time fee $2.19 $2.12 -$0.07 $1.95 $2.45 $0.50%**
Median full-time fee $2.06 $1.98 -$0.06 $1.88 $2.25 $0.37
Average part-time fee N/A $2.81 N/A $2.66 $3.10 $0.44**
Median part-time fee N/A $2.47 N/A $2.44 $2.94 $0.50**
Unweighted sample 331 837- 393-475 444-535
1,010
Significance levels:
*=<.10
** = <.05
*r = < 01
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Tier 2 providers did report charging significantly higher feesthan Tier 1 providersin 1999.
Compared with Tier 1 providers, Tier 2 providers charged an average of $0.50 more per hour for
children in full-time care and $0.44 for those in part-time care. This difference might result from
tiering, but it is equally plausible that the difference would occur simply because the Tier 2 providers
serve a higher-income market that demands services that are more costly to deliver. To investigate
further we estimated a regression model in which the fees were predicted by a set of variables
representing tiering, factors used in determining tier status, and location. Variables representing
operating scale and hours were also examined but did not enter the final model.

The results, summarized in Exhibit 9, indicate that Tier 2 providersin 1999 charged fees that were
about $0.31 higher than what would otherwise be expected. The other measured factors that
contribute to the difference are aspects of the market in which the provider operates: the urban
character, geographic region, and relative prosperity of the provider’s census block group.

Some caution is needed in interpreting the regression results. The variable used to represent the
provider’s market (percent of children in the 1990 census block group who were low-income) may
not accurately capture the market differences that existed at the time of the survey. Thus, the“Tier
2" variable may be capturing some effect of market differences aswell as the differencein

Exhibit 9
Factors Affecting Hourly Fees Charged by CACFP Providers for Full-time Care: Regression
Results

Variable Coefficient
Intercept 1.81%**
Tier 2in 1999 0.31**
1999 -0.15**
Any children subsidized -0.08

% low-income children in census block group in 1990 -0.84***
% in urbanized area 0.53***

Geographic region (Midwest omitted):
Northeast 0.84***
South -0.25%**
West 0.23**

Unweighted sample = 1,703
R?=0.319
Significance levels:
*= <.10
*%k — < .05
**% = < 01
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reimbursement rates.”® Nonetheless, the Tierl-Tier 2 fee gap is consistent with asimilar analysis of
surveys of the parents of childrenin care. That analysis estimated that parents pay an additional
$0.59 per hour of care for children served by Tier 2 homesin 1999, controlling for characteristics of
the provider’ slocation (Crepinsek et al.,E-FAN-02-005).

About 39 percent of providersin 1999 reported caring for children whose fees were partially or
entirely paid by a government agency or other organization. A significantly larger proportion of Tier
1 than Tier 2 providers had one or more subsidized children in their care, as would be expected. The
overall percentage in 1999 was not significantly different from that in 1995.

Changes in Fees Since Tiering

Nearly half of al providersin 1999 who had been operating since January 1997 said that they had
raised their fees since that time (Exhibit 10). Most of those providers—43 percent in both tiers—did
not mention CACFP reimbursement rates as a reason, typically responding simply that their costs
had gone up over time. In Tier 2, however, 15 percent of providers said that they raised fees at |east

Exhibit 10
Percent of Providers Reporting Changes in Child Care Fees from 1997-99
All Providers Difference
(1999) Tier 1 Tier 2 Tier 2 - Tier 1
Higher fees since 1997, reimbursement not 43.2 43.2 43.2 0.0
mentioned as a reason
Higher fees since 1997, mentioned 5.2 0.1 15.0 14 .9%**
reimbursement as a reason
Fees unchanged since 1997 48.9 54.6 38.2 -16.4**
Lower fees since 1997 2.7 2.2 3.6 14
Unweighted sample 1,064 520 544
Significance levels:
*= <.10
*k = < 05
*kk— < 01

20

Other analysesin this study have used provider income in addition to the census block group as a control

variable. Provider income could not be used in this instance because causation could flow in either
direction (i.e., people could have higher income because they charge higher fees). Another approach
considered was to include a variabl e representing the average household income of children in the
provider’s care, based on the survey of parents (Crepinsek et al., E-FAN-02-005). Thiswas not feasible
because only 254 of 1,703 providersin the regression analysis had enough children included in the
household survey to obtain a usable measure. Only some providers were in the subsample for the survey
of parents, and the number of children sampled was often too small to construct a credible average.
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in part because of the reduction in CACFP reimbursements. Providers who said they raised fees
were asked "Why?"' and wrote in their own reasons, which means that this 15 percent of providers
mentioned CACFP in an unprompted context. For at |east these providers, then, raising feeswas a
CONSCious response to tiering.

Spending on Food in 1999

Another way that Tier 2 providers might respond to the lower reimbursement rates would be to spend
less on food. Although they did not offer fewer meals, as shown above, they might have used
particular meal menus or shopping strategies to keep their costs low.

Tier 2 providers report average weekly expenditures of $91, about $19 |ess than the average reported
by Tier 1 providers (Exhibit 11). No comparison with 1995 is possible because the earlier survey did
not ask about food expenditures. Although the responses are consistent with the hypothesized effect
of tiering, other factors than tiering might explain the difference in expenses. Most importantly, one
would expect the provider’s expenses to reflect the number of meals and snacks the provider offersto
children during the week. A multivariate analysis was therefore conducted to control for these
factors as well asfor characteristics of the provider location (proportion of low-income children,
urban-rural area, and geographic region).

The analysisindicates that Tier 2 providers do spend significantly less for food than Tier 1 providers.
Expenditures of Tier 2 providers are estimated to be $16 per week lower than Tier 1 expenditures
after controlling for other factors (Exhibit 12). For a provider serving an average of 6.5 children
daily in a 5-day week, this would amount to $0.50 per child per day.

Changes in Spending on Food Since 1997

About 65 percent of the providersin 1999, regardless of tier status, said that their food expenses had
increased since January 1997 (Exhibit 13). The overwhelming majority attributed the increase to
higher food costs, presumably reflecting the general slow rise in consumer price levels over the
period.?

2l The Consumer Price Index (CPI-U) increased 4.5 percent from January 1997 to June 1999.
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Exhibit 11

Weekly Food Expenses for 1999 Providers by Tier Status

Difference
All Tier 1 Tier 2 Tier 2 - Tier 1
Mean weekly food $104.09 $110.36 $91.16 —$19.19*
expenses
Median weekly food $94.98 $101.73 $85.26 —-$16.47**
expenses
Unweighted sample 1,154 567 587

Significance levels:

* =< .10
** = < 05
*k% = < 01
Exhibit 12
Factors Affecting Food Expenditures of CACFP Providers in 1999: Regression Results
Variable Coefficient
Intercept 60.02%**
Tier 2 (vs. Tier 1) -16.08***
Number of breakfasts served in week 0.73***
Number of lunches served 0.41
Number of snacks served 0.08
Number of suppers served 0.14
Any children with subsidized fees 3.92
% low-income children in census block group in 1990 -9.37
% urban -0.52
Geographic region (Midwest omitted):
Northeast 0.13
South 9.01*
West 6.78

Unweighted sample= 1,171

R?=0.336

Significance levels:
*=<.10
*k — < .05
*kk — < .01
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Exhibit 13
Changes in Food Expenditures Since 1997

Difference
Percent of 1999 Providers Who Reported: All Tier 1 Tier 2 Tier 2 -Tier 1
Increased food expenses since 1997 64.6 64.6 64.8 0.2
Reduced food expenses, with reimbursement 7.1 3.8 13.7 9.9%**
as a reason
Reduced food expenses, reimbursement not 4.8 6.0 2.4 —3.6%**
cited as a reason
Same expenses in 1997 and 1999, with 12.3 12.9 10.9 -2.0
economical purchasing strategies
Same expenses in 1997 and 1999, economical 11.2 12.7 8.2 -4.5
purchasing strategies not cited
Unweighted sample 1,072% 521 551

2 Providers not servi ng food in 1997 were excluded from the analyses.

Significance levels:

*= <.10
** = < 05
***x = < OL

A relatively small fraction of providers (12 percent of the total) reported decreased food expenses
since 1997. Expenditure declines were reported by significantly more Tier 2 than Tier 1 providers,
however (16 percent vs. 10 percent). This suggests that about 6 percent of Tier 2 providers may have
adjusted to the lower reimbursement rates by reducing their spending on food. Supporting this
interpretation, most of the Tier 2 providers who reported reduced food expenses cited the amount of
CACFP meal reimbursements as areason. (A few Tier 1 providers also gave this response, perhaps
indicating that some providers felt that the reimbursement was not keeping pace with inflation.)

Other providers may have held spending constant in the face of rising prices by seeking ways to
stretch their food dollars. Providers who reported no change in expenditures—nearly a quarter of the
total—were asked about eight shopping behaviors that might affect cost efficiency, such as buying
food on sale, buying generic brands, and buying food in bulk. Substantial fractions of both Tier 1
and Tier 2 providers reported using these strategies more in 1999 than they had in 1997. Tier 2
providers were somewhat more likely to report increased use of most of the strategies, and the
difference was statistically significant for two: buying food on sale, and buying frozen or canned
instead of fresh foods. These differencesinvolve very small fractions of all Tier 2 providers,
however, and do not appear to have trandated into systematic changes in the types of food offered to
children (Crepinsek et al., E-FAN-02-006).
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Providers spending on food may also be affected by the extent to which children brought food from
home to eat whilein child care. Overall, 24 percent of providersin 1999 reported that one or more
children in their care brought food from home (Exhibit 14). Of those providers, most said that only
one child brought food from home, suggesting that parents were deciding individually whether to
send food rather than responding to any provider encouragement for al children to do so.

Food brought from home was reported mainly by providers with infantsin their care: 46 percent of
providers with infants reported that some parents sent food, compared with just 8 percent of the
providers with no infants enrolled. Among those caring for infants, significantly more Tier 2 than
Tier 1 providers said that one child brought food from home, but the proportion with two or more
children bringing food was almost identical for the two groups of providers.

Proportion of the Providers’ Household Income from Child Care

Although the available data do not include a direct measure of providers net income from the child
care business, the surveysin 1999 and 1995 did ask how much of the provider’s total household
income comes from child care. Exhibit 15 summarizes the results.

Income from child care typically accounts for less than half of the CACFP provider’s household
income. 1n 1999, 68 percent of providers reported that their child care income made up less than half
of the household total, while only 17 percent said that child care provided more than three fourths of
their household income.

Exhibit 14
Percentage of Providers with Some Children Bringing Food From Home
Difference
All Tier 1 Tier 2 Tier 2 - Tier 1
All providers 24.3 20.9 314 10.5%**
Providers serving infants 46.4 40.8 56.0 15.2%**
(age<1)
Providers not serving infants 8.4 8.2 9.4 1.2
Unweighted sample 457- 208- 249-
1,162 570 592
Significance levels:
*=<.10
*k — < 05
*kk — < Ol
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Exhibit 15
Proportion of Providers’ Total Household Income from Child Care

Child Care Income as 1999 1999
Proportion of Total Difference Difference
Household Income 1995 1999 1999-95 Tier 1 Tier 2 Tier 2-Tier 1
Under 25% 20.5% 30.3% 9.8%** 26.0% 39.0% 13.0%*
25% to 49% 40.5 37.5 -3.0 36.4 39.6 3.2
50% to 74% 11.6 15.5 3.9* 17.3 119 -5.4%*
75% to 100% 27.3 16.7 -10.6%** 20.3 9.6 -10.7**
Unweighted sample 457 1,116 542 574
Significance levels:
* =< .10
*k — < 05
*kk — < 01

Tier 1 providers depended more heavily on their child care income than did Tier 2 providers. This
might be consistent with a hypothesis that tiering reduced the Tier 2 providers' revenue, while
leaving other sources of income unaffected. However, one would expect Tier 2 providers to be less
dependent on their child careincome even if al providers received the same reimbursement rate.
Because one of the criteriafor being classified as Tier 1 islow household income, any provider with
substantial income in addition to the child care income is more likely to be classified as Tier 2. The
difference in dependency between the tiers therefore cannot be taken as an effect of tiering.

Providersin 1999 tended to be less dependent on their child care income than those in 1995, on
average. The proportion for whom child care accounted for at least three-fourths of their income
declined significantly from 1995 to 1999, while the proportion with less than one-fourth of their
income from child care increased. Because both Tier 1 and Tier 2 dependence on child care income
islessin 1999 than the overall average in 1995, tiering does not appear to be the main cause of this
pattern. It seemslikely that the improving economy over this period offered better employment
opportunities and income to other adultsin the providers' households. If child care revenue stayed
approximately constant, increases in other adults' income would cause child care income to make up
asmaller part of the total .

2 Whether child care revenues grew, shrank, or remained level cannot be judged from the data. Hourly fees
went up dlightly, as did operating hours. But average attendance was dlightly lower in 1999 and, for Tier 2
providers, CACFP reimbursements were lower.
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Providers’ Satisfaction with the CACFP Reimbursement Rate

Both the 1995 and 1999 surveys asked providers about their satisfaction with the CACFP
reimbursement rate. The providers' responses, presented in Exhibit 16, show a dramatic reductionin
satisfaction between the two periods. Overall, the proportion of providers who found the
reimbursement rates "very satisfactory" decreased by half, while the proportion of "not very
satisfactory” or "not at all satisfactory" views increased from 5 to 20 percent and from 1 to 10
percent, respectively.

Not surprisingly, Tier 2 providers were particularly dissatisfied, with only 35 percent finding the
CACFP reimbursement "very" or "somewhat" satisfactory. Eventhe Tier 1 providers, however,
expressed |ess satisfaction in 1999 than the overall provider population did in 1995. This might
reflect some unhappiness with the rate reduction for Tier 2, or it might stem from a genera
perception that economic opportunities in the child care business were not keeping pace with those
elsewhere in the economy. Whatever the cause, it is clear that the reduction in satisfaction is not
limited to those providers who actually face the reduced reimbursement rates.

Exhibit 16
Providers’ Satisfaction with CACFP Reimbursement Rates in 1995 and 1999
1999 1999
1995 1999 Difference Difference
All All 1999-95 Tier 1 Tier 2 Tier 2 -Tier 1
Very satisfactory 53.3% 28.3% —25.0%*** 39.4% 5.9% —33.5%***
Somewhat 41.1 41.9 0.8 48.3 29.0 —19.3%**
satisfactory
Not very satisfactory 5.1 19.5 14 .4x** 10.7 37.1 26.4%**
Not at all satisfactory 0.5 10.3 9.8*** 1.6 28.0 26.4%**
Unweighted sample 492 1,147 559 588
Significance levels:
* =< .10
*k — < 05
*kk — < 01
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Providers’ Experiences in the CACFP

Although tiering’s most obvious effect on providers was the lower reimbursement level for Tier 2
providers, it also affected some of the program’ s administrative operations. In applying for CACFP
participation, providers now have to supply the information necessary to determine their appropriate
tier. Tier 2 providers, if they wish to be reimbursed at the higher rate for low-income children in
their care, must distribute or have the sponsor distribute income digibility formsto the children’s
parents or request that the sponsor use other avail able documentation to establish that children are
eigible for mealsreimbursed at Tier 1 rates. If income eligibility forms are used, parents must
complete and send them to the sponsor in order for each child’' s eligibility to be determined.
Because providers are not told which children have been found eligible, Tier 2 providers with some
Tier 1 children claim reimbursements by supplying records of exactly which children were offered
which meals and snacks during the month. And al of these procedures must be incorporated into
CACFP training and monitoring.

This chapter reviews providers perceptions of administrative aspects of their participation in the
CACFPin 1999. It generally findslittle clear difference between the Tier 1 and Tier 2 providers that
appearsrelated to tiering. Tier 1 providers report more attendance at group training sessions and
more sponsor Visits, but these differences do not reflect specific administrative requirements
associated with tiering.

Provider Training

Program regulations require CACFP sponsoring agenciesto train al providers before they begin
receiving CACFP reimbursements, and at least annually thereafter. The training may be conducted
in either group or individual sessions, the latter typically occurring during a sponsor visit to the
provider’'s home.

Group Training

More than 80 percent of the 1999 providers reported attending group training sessions during the
previous year, as shown in Exhibit 17. Nearly half of providers report attending more than asingle
training session, and 22 percent attended three or more. Tier 1 providers reported attending
significantly more training classes, on average, than Tier 2 providers. Training sessions lasted a
median of 2 hours, according to the providers. Nearly all of the providers who attended training said
that their sponsors required them to attend at least one session.

Group training sessions cover avariety of topicsin nutrition and administration. Among the
nutrition-related topics, providers most commonly recalled being trained in menu planning, types
and amounts of food to serve, and the nutrient content of foods (Exhibit 18). Tier 1 and Tier 2
providers reported essentially the same training topics. For two topics, menu planning and the types
of food to serve, significantly more Tier 1 than Tier 2 providers reported the topic being discussed.
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Among the administrative topics, food safety (85 percent) and menu records (73 percent) were at the
top of thelist. Both Tier 1 and Tier 2 providers reported being informed about changesin the meal
reimbursement structure (68 percent).

Exhibit 17
Percent of 1999 Providers Attending Group Training Classes
Difference
Number of Classes All Tier 1 Tier 2 Tier 2-Tier 1
None 17.8 16.1 21.4 5.4
One class 34.0 29.5 43.9 14.4**
Two classes 25.9 28.6 20.2 -8.4*
Three or more classes 22.3 25.9 14.4 -11.5%*
Mean classes attended 1.8 1.9 1.4 -0.5%**
Unweighted sample 1,037 512 525
Significance levels:
*= <.10
** = <05
**r = < 01
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Exhibit 18
Percent of Providers Reporting Selected Topics Discussed in Training

Menu planning 81%
Types and amount of food to serve 79%
Nutrient content of the food 79%
Nutrition education for children

Meal preparation techniques

Nutrition education for providers

"Dietary Guidelines for Americans"

\ \ \ \ \ \
0% 20% 40% 60% 80% 100%
Percent of Providers Saying Topic Was Discussed

Individual Training

Apart from the group training, about one-third of the providers reported receiving one-on-one
training. In addition, four out of five providers stated receiving newsletters or written materials for
self-study, and one in five mentioned studying videotapes.

Monitoring by the Sponsoring Agency

CACFP homes are monitored by their sponsoring agency for compliance with the CACFP
regulations. Regulations require sponsorsto visit the CACFP homes at least three times per year,
and many sponsors report making more than three visits (Bernstein and Hamilton, 2001).

In 1999 asin 1995, 9 out of 10 providers reported that their sponsor visited them at least the required
minimum of three times, and most reported more than the minimum (Exhibit 19). A median of just
over three sponsor visits was reported in both years. The similarity of the 1995 and 1999 responses
contrasts somewhat with sponsors’ survey responses indicating that they conducted more visits to
providersin 1999 than before the implementation of tiering in 1997, although these measures are not
fully comparable.”

% The sponsor and provider measures refer to different time periods. Sponsors were reporting on changes

they experienced from 1997 to 1999, while the provider responses are from separate surveysin 1995 and
1999. Also, sponsors who reported conducting four or more visits per year tended to be smaller (i.e.,
sponsor fewer providers), so one would expect the average provider to receive fewer visits than the
average sponsor makes.
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Exhibit 19
Monitoring Visits by the Sponsoring Organization

Number of Sponsor Difference 1999 Difference
Visits 1995 1999 1999-95 Tier 1 Tier 2 Tier 2-Tier 1
Fewer than 3 visits 11.1% 8.4% -2.7% 8.9% 7.5% -1.4%
3 visits 29.4 33.2 3.8 29.5 40.8 11.3*
More than 3 visits 59.5 58.4 -1.1 61.6 51.7 -9.9
Median 3.2 3.2 0.0 3.3 3.0 -0.3
Unweighted sample 518 1,149 559 590
Significance levels:

*= <.10

** — < 05
*kk — < Ol

In addition to monitoring compliance, sponsor visits provide a further opportunity for training. The
survey therefore asked providers about topics discussed during these visits, using essentially the
same list of topics as for group training.

Providers' reports of the topics covered in the visits follow a very similar pattern to that reported for
group training. The two most commonly covered topics were menu planning and the types and
amounts of food to serve, with over three-quarters of providers mentioning each topic. This pattern
is essentially unchanged from 1995, aswell. From the most widely addressed to the leat, the
relative ranking of the nutrition topics discussed during sponsor visitsis the samein 1999 asin 1995,
implying more continuity than change in the issues of greatest interest to sponsors and providers.

Providers’ Perception of the CACFP Requirements

Child care providers have to perform various administrative tasks in order to receive CACFP
reimbursement and comply with regulations. The survey asked about eight such responsibilities,
asking providersin each case to rank the activity on afour-point scale from “not at all burdensome’
to “very burdensome.” Exhibit 20 shows the ranking of each activity in terms of the proportion of
providers considering the activity “somewhat” or “very” burdensome.

The activities perceived as most burdensome are those involving detailed record-keeping. Larger
shares of Tier 2 than Tier 1 providerstend to view program requirements as somewhat or very
burdensome, but the differences are not statistically significant. Tier 2 providers with some Tier 1
reimbursements might be expected to consider as burdensome the requirements for reporting meal
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counts and distributing income eligibility formsto parents, but perceptions of these activities do not
diverge from the overall pattern.*

Comparisons between 1995 and 1999 are very limited because the 1995 survey included only two of
the burden questions. The percentage finding meal requirements burdensome was not significantly
different in 1999 than 1995 (16 percent and 20 percent, respectively), but significantly more
providers found the application/renewal process burdensome in 1999 than 1995 (20 percent vs. 10
percent).

These responses correspond reasonably to the fact that the application and renewal process did
become more complicated after tiering was introduced, while meal pattern requirements were
unchanged. One cannot, however, draw any broader inferences about the change in burden astiering
was implemented.

Exhibit 20
Share of Providers Perceiving Various CACFP Activities as Burdensome

. . 499
Koeping receipts and ofher records q %
. 390
Keeping menu ecords - I -

. 33%
Reporting meal counts 1%

Attending training H 33%
C A 26%
Distributing income eligibility forms to parents 5
. : 21%
Keeping child attendance records ! 21%

22%
20%

. . 19%
Meeting meal pattern requirements ﬂ 0
\

\ \ \ \ \
0% 10% 20% 30% 40% 50% 60%
% "somewhat" or "very" burdensome

B Tier2 [ | Tier1

Application/renewal process

H

% Twenty percent of Tier 1 providers said that distributing income eligibility forms to parentsis "somewhat"

or "very" burdensome, a surprising response because Tier 1 providers do not distribute such forms. Itis
not known what these providers had in mind in responding to the question.
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CACFP “Dropout” Providers

When CACFP tiering was being formulated, one concern centered on participating providers who
might respond to the lower Tier 2 reimbursement by leaving the program. Some providers, it was
hypothesized, might leave the CACFP but continue to operate their child care business. If they had
become licensed only to participate in the CACFP, they might let their licenses lapse and provide
care on an unregulated basis. Without the CACFP meal reimbursement, some might offer fewer
meal s and snacks to children in their care or might provide less nutritious meals and snacks.

To explore these possihilities, the Family Child Care Homes Legislative Changes Sudy included a
research component specifically focused on former CACFP providers—that is, providers who were
actively participating in the program in January 1997 but who were not on the program roster in
January 1998. The study included a survey patterned on the survey of current providers, which isthe
data source for the analyses presented previously in this report.

Asit turned out, the number of providers who left the CACFP between January 1997 and January
1998 and were still operating a child care business at the time of the survey in 1999 was much
smaller than expected (Hamilton et al., 2001b). Moreover, these providers proved hard to locate and
many were reluctant to participate in the research, which included a requirement that they keep
detailed records of the foods they offered to children in their care during a selected week. For these
reasons, the survey obtained usable responses from only 85 former providers. Although analysis did
not reveal any obvious problems of nonresponse bias, the small total number of respondents leads us
to consider the former provider survey to be substantially less reliable than the survey of current
providers. A limited analysis of the data is therefore presented in Appendix C, and the main results
of that analysis are summarized here.

One major point emerging from the analysisis that many, and perhaps most, of the former CACFP
providersin the responding sample did not leave the CACFP simply because of tiering. Between a
third and a half of the former providers would apparently qualify for Tier 1 status, and therefore
would not be affected by the change in reimbursement rates. Providers who would be classified as
Tier 2 did, however, make up a disproportionately large share of the former provider sample, relative
to the proportion of Tier 2 providers active in the CACFP program. This suggests that the former
provider sample consists of some individuals who would have |eft the CACFP in 1997 in any event
and some whose departure was motivated or hastened by tiering.

A provider who leaves the CACFP but continues to provide child care presumably has decided that
the CACFP meal reimbursement and other program benefits are not worth the cost of complying
with the program’ s requirements, such as the requirements for meal patterns, recordkeeping, training,
and monitoring. One might expect the providers who make this decision to be the ones receiving
relatively little total CACFP reimbursement—that is, those serving smaller numbers of children or
those offering fewer meals.
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The sample of former providers generally conforms to this expectation. These providers reported
smaller average daily attendance and offered somewhat fewer meals and snacks than the active
CACFP providers. The former providers also operated for fewer hours per day, on average, were
lesslikely to operate on weekends, and served a narrower age range of children.

Relatively few providersin the former provider sample had let their licenses lapse: only 13 percent
said they were not licensed at the time of the survey. This may understate the true proportion, as
some unlicensed providers may have been reluctant to respond truthfully. Nonetheless, itis
reasonabl e to believe that most providers would maintain their licenses because they had aready met
the basic licensing requirements and would face only relatively small renewal fees. (According to
data obtained from the Children’ s Foundation, 29 States had no renewal feein 1999 and no State’'s
renewal fee amounted to more than $50 annually.) It is also possible that some providers let their
licenses lapse and operated on an "underground” basis without reporting their child care income, but
the data provide no basis for knowing whether or how often this happened.

The former CACFP providers offered somewhat fewer meals than current providers, on average, but
breakfast