
 
 

 

Submission to National Audit Office’s value for money study 

into early education entitlements 

Introduction to PACEY 
1. PACEY is the Professional Association for Childcare and Early Years. Our mission is for all 

children to experience high quality childcare and early learning. We support our 25,000 

members as well as other early years practitioners to provide high quality childcare and early 

learning through training, resources, advice and peer support and champion the vital role 

they play in helping prepare children for a bright future. 

 

2. PACEY welcomed the National Audit Office’s well considered 2016 report on the early 

education and childcare entitlement and are pleased these are being considered again, as 

the government’s extension of the offer to 30 hours for eligible families has had a significant 

negative impact on the early years sector’s sustainability and ability to support high quality 

early education.. 

Current entitlements and quality 
3. When the NAO last conducted a study on this issue, the nearly universal take-up of 15 hours 

of early years education entitlement represented a landmark for early education in England. 

The fact that quality had risen during a time of increased demand was impressive. This has 

continued to be the case. In March 2019 the overwhelming majority – 86% – of early years 

registered providers were ‘good’ or ‘outstanding’ according to Ofsted, an 18% rise in five 

years.1  

 

4. In addition, in 2015, nearly three-quarters of the childcare workforce held a relevant Level 3 

or higher qualification, a 12% increase since 2005.2 These two achievements are linked – 

better qualified early years practitioners deliver higher quality care.3 This progress is all the 

more remarkable for having taken place against a backdrop of rising costs,4 persistent low 

pay,5 a dramatic decline in local authority support for training and professional 

development, and an increase in responsibilities placed on settings by government and 

regulators.6 

 

5. PACEY was then and remains concerned that this is no reason for Government to be 

complacent. The quality of early years provision is substantially lower in deprived areas, with 

Ofsted reporting that 18% of settings in the most deprived areas are rated less than ‘good’ 

compared with 8% in the least deprived. Too many children, particularly those living in areas 

of deprivation are still attending early years settings that are not of a high quality7. The 

Social Mobility Commission has found that less than half of the poorest children in England 

are ready for school, compared to almost two-thirds of other children.8 High quality early 

education would go some way in narrowing this gap and more should be done to work with 

local authorities that have had lower-quality provision, particularly in disadvantaged areas. 

 

6. Government’s 30 hours offer – whilst of benefit to those families who qualify – has changed 

the landscape and had a significant impact on the ability of many registered childcare 

providers to deliver funded places and remain sustainable. PACEY and others have published 



 
 

 
numerous research reports indicating the level of underfunding the current offer creates; 

the impact this has on both the quantity and quality of provision. PACEY believes that – 

without significant increases in funding for the early education entitlement – more providers 

will close; quality will decrease and we will end up creating a two-tiered early education 

system with sustainable, quality provision available only to families who can afford to utilise 

their 30 hour offer alongside additional hours of paid for childcare. Other families taking up 

just their universal 15 hours for 3, 4 year olds;  2 year olds offer or just 30 hours will find it 

harder to secure a place. 

 

7. Furthermore the number of childcare providers offering lower quality provision is also likely 

to increase, as there is growing evidence a lack of funding is leading to less investment in 

staff training and development as well as less ability to recruit and retain qualified staff9. In 

2015/16, 83% of the nursery workforce was qualified to Level 3, now it is only 52% with a 

further 17% only qualified at Level 2. Around 26% of the workforce is made up of unqualified 

assistants, trainees or apprentices (a 16% increase in just one year). This decline is mirrored 

in the childminding sector with an increase in the number of childminders with no 

qualifications and a decline in the number holding a Level 3.  There is clear evidence of a 

widening qualification gap between those more experienced childminders (many of whom 

are reaching retirement age) and those who joined in the last eight years.10 It is widely 

accepted that qualified staff deliver higher quality care and education and we believe it is 

only a matter of time before reducing levels of qualified staff lead to lower quality grading of 

settings by Ofsted.  

 

8. The reduction in the number of Level 3 qualified practitioners is also leading to challenging 

recruitment in the non-domestic childcare sector. Only Level 3 staff can count in a group 

setting’s adult:child ratios and 77% of settings have reported serious issues with recruiting 

and retaining Level 3 practitioners. A further 24% state they are struggling to recruit even 

unqualified staff11. This is made more challenging for providers who – due to low levels of 

government funding – cannot offer the salary levels needed to secure these qualified staff. 

This is most likely to impact services operating in areas of disadvantage. They have fewer 

families wanting to purchase additional paid for childcare to top up their entitlements. It is 

these additional paid for hours that are enabling some settings to offer 30 hours sustainably. 

 

9. The challenge of recruiting and retaining early years staff (when funding is so low) has been 

well documented by the Education Policy Institute12 and others. Childcare worker pay is 

undergoing a sharp, real term decline and, on current trends, is likely to be overtaken by 

retail workers’ pay by 2021. Some childcare worker are paid less than retail workers even if 

they have the same qualification levels. Almost half of childcare workers rely on some form 

of in-work benefit and are living with high levels of financial insecurity.13 Low pay remains 

one of the main drivers for early years practitioners leaving the profession and one of the 

main barriers to recruitment.  

 

10. The number of early years graduates is also at an all-time low with only 365 new entrants for 

2018-19 compared with 550 the previous year. There has been an 84% drop since 2013-14 
14and there remains no clear government plan on how to ensure this graduate specialism 



 
 

 
remains viable, despite strong links between graduate leadership and high quality in 

registered childcare settings. 

 

11. The sector’s ability to maintain high quality provision is dependent on its ability to recruit 

and retain well-qualified practitioners. Without improved funding the threat to current 

levels of quality will only grow. 

 

12. It is clear that a long-term investment strategy for funded entitlements is required. Not only 

to ensure future availability of places for all families who are entitled to a place but also to 

ensure the high quality provision benefiting so many children now is maintained through 

ongoing investment in the workforce and doesn’t become a postcode lottery with 

disadvantaged children receiving lower quality provision. 

 

Current take-up for disadvantaged families 
13. PACEY is concerned about the relatively low take-up of free childcare for eligible two-year-

olds. This offer is now well established and more needs to be done to encourage eligible 

families to take advantage.  

14. Low-income families and lone parents in England have lower net childcare costs as a 
proportion of family income than similar families in other OECD countries.15  This is in 
contrast to middle and high income families, who face some of the highest childcare costs in 
the world. This is because government support for disadvantaged families is substantial. 
Families in receipt of working tax credits/Universal Credit receive between 70 per cent and 
85 per cent of their childcare costs reimbursed by government.  In addition, 40 per cent of 
the most disadvantaged two-year-olds are entitled to 570 hours of free early education per 
year. Nonetheless, take-up of these entitlements is lower than would be expected, and 
disadvantaged pre-school children are less likely to be in formal provision than their more 
advantaged counterparts. 
 

15. The take-up of the two-year-old entitlement has hovered around 70%. In addition, the 

majority of eligible parents do not currently access the childcare element of working tax 

credit/universal credit.16 

 

16. A substantial proportion of two-year-olds (42% of the most disadvantaged and 46% of 

moderately disadvantaged children) either receive no childcare at all in term time or receive 

childcare from providers who were not eligible to offer funded hours (e.g. informal childcare 

providers). The SEED study has found a strong association between mothers’ level of 

educational attainment and family use of formal childcare. Mothers with no or low formal 

qualifications are the least likely to use formal childcare, and mothers with degrees are the 

most likely to use formal childcare.17 

 

17. The most frequently cited reason for not taking up the two year old entitlement is parental 

preference,18 and those on the lowest incomes are most likely to say that mothers of pre-

school children should stay at home.19 

 



 
 

 
18. However, just over half (52%) of non-working mothers said that if they could arrange good 

quality childcare which was convenient, reliable and affordable, they would prefer to go out 

to work.20 

 

19. Moreover, disadvantaged families are less likely to be well informed about childcare, and 

more likely to receive information via organisations such as Job Centres and word of 

mouth.21 Nearly a quarter of parents of eligible two-year-olds are not aware of their 

entitlement.1 Parents in disadvantaged areas are also more likely to have concerns about 

childcare quality.22 

 

20. Specifically, surveys have found that disadvantaged families feel they lack information on 
cost, availability and quality of childcare. This seems to contribute to parents’ 
apprehensiveness and mistrust of formal childcare providers.23 
 

21. Other surveys have found that parents in disadvantaged areas were more likely to say they 
did not have information about childcare and relied more on word of mouth, than those in 
more advantaged areas. For example, in the DfE’s parent survey, parents on the lowest 
incomes were the least aware of the all the childcare entitlements, including the two-year-
old offer.24 
 

22. Research commissioned by the Social Mobility and Child Poverty Commission found that 
parents from higher social groups (ABC1) were more likely to be aware of the support 
available to help with childcare costs than parents from more disadvantaged groups (C2DE) - 
56% compared to 47%). Over half (53%) of C2DE parents either had no idea there was any 
help available at all, or they knew there was something, but didn’t know how to access it25 
 

23. More could be done to promote the two year old offer to families who qualify and to give 

them the information they need to make an informed choice. Children’s centres (where they 

remain), health visitors, social workers and Job Centre Plus advisors have a key role to play in 

not only promoting this offer to parents but also supporting parents of these very young 

children to understand the benefits to their child, setting this in the wider context of their 

child’s ongoing development.  

 

24. PACEY is currently working in seven local authorities with low-take up of their two year old 

offer and it is clear that professionals working with families do not have the information they 

need to explain the childcare offer and its benefits to qualifying families. The project is 

providing early evidence that by better informing children’s centres, health visitors, social 

workers and Job Centre Plus advisors they can provide the outreach and local brokerage 

critical to both informing qualifying families and engaging them in the offer. 

 

25. Many families believe that placing their two-year-old child in an early years settings at this 

age is too much, too soon. Acknowledging these parental concerns and talking through the 

available childcare options is vital to securing parental engagement. In particular highlighting 

that a childminding setting may be a preferred option for very young children, given they are 

cared for in smaller groups, in a home environment and in a setting where close 

                                                           
 



 
 

 
partnerships can develop between childcare professional and parent. PACEY’s Together for 

Twos project (funded by the Department for Education) runs until March 2020 and has early 

evidence that this approach does increase take-up of the two year old offer. We are happy 

to share early findings if this would be of help. A formal evaluation will be produced at the 

end of the project. 

 

26. We are also deeply troubled by the low-take-up of entitlement by children with special 

educational needs and disabilities (SEND). Although 96% of all 3- and 4-year-olds are 

currently accessing the full entitlement of 15 hours per week, this number drops to 60% for 

disabled children, with a quarter (25%) receiving none of the entitlement.26 PACEY is a 

supporter of the Levelling the Playing Field Campaign run by four of the leading 

organisations working with disabled children and their families: Contact a Family, the Council 

for Disabled Children, Mencap, and the Special Education Consortium. We agree with the 

Campaign that sufficient funding must be available – and structural reforms made – to 

ensure that the new 30 hour offer does not exclude children with SEND. As before, for 

families to be informed about all the childcare options available to them, the professionals 

they engage with need to be well informed too. 

 

27. Whilst overall take-up of the current 3 and 4 year old entitlements is very high, it is primarily 

delivered through group settings such as pre-schools and nurseries. This means parents 

aren’t able to access a wide choice of provision, with many assuming it is only available from 

a nursery. Registered childminders are currently underrepresented in the delivery of the 

entitlements but are also uniquely placed to provide the personalised early education that 

many children, including with SEND, need. There are a number of attitudinal as well as 

historical barriers to why childminders are under-represented in the delivery of free 

entitlements. The 30 hours offer has started to grow childminder delivery but there is still 

more that could be done to fully utilise childminding provision, especially for two year olds 

and children with SEND. Some local authorities have delivered innovative schemes to meet 

the needs of particular communities of children. For example the Community Childminding 

Scheme in Bedfordshire but these are rare. Most local authorities, with limited time and 

resource, focus on using current nurseries and pre-schools rather than investing in the 

development of their childminding services. The Together for Twos project has identified 

examples of local authorities with high numbers of two year olds on nursery waiting lists 

who could have more rapidly accessed their entitlement through a local childminding 

setting. 

28. In summary it is clear that local face to face interventions have the greatest impact in 

engaging qualifying families in the two year old offer and in other entitlements but most 

local authorities find this challenging to deliver when they have experienced significant 

funding cuts and reductions in early years staff teams.  

Funding barriers for providers 
29. Like 3 and 4 year old entitlement, funding levels for two year olds are challenging for 

nurseries and other group providers. There is evidence in the DfE’s own research that 

nationally local authorities report difficulties in finding sufficient two year old place. It cost 

more for a nursery to deliver a two year old place in terms of high adult:child ratios as well 

as the additional support for families sustainable for most registered childcare settings. This 



 
 

 
is a disincentive to providers who are already struggling to fill the funding gap created by 30 

hours where, for some, at least they can stretch that offer and combine it with paid for 

additional childcare hours. 

30. For childminders, the funding levels for the two year old offer are generally sustainable but 

the drop in funding levels, as a child turns three is a significant disincentive to offering two 

year old places. This makes it financially unviable for many childminders to deliver the 

entitlement as it creates a two-tier funding system, with one rate for two-year-olds and 

another, lower rate for three- and four-year-olds.  

 

31. The system was clearly designed with non-domestic (group) settings in mind, where ratio 

requirements for two-year-olds are half that of those for three- and four-year-olds (1:4 vs 

1:8). Childminders, on the other hand, operate a 1:3 staff to child ratio requirements for all 

children under five. For this reason, childminders generally charge a flat rate for all of the 

children in their care under five, and certainly do not distinguish between two- and three- 

and four-year-olds. Primary research by Deloitte indicated that childminders often operate 

at the statutory 1:3 ratio. Note that, because the ratio applies across all pre-school age 

children, we assume no underlying cost variation between children aged two, and children 

aged three and four. This is one notable difference to the modelling for group-based 

provision.27 

 

32. Contributing analysis from NLH Partnership highlighted that on average, group providers 

receive a surplus in funding of £0.22 for delivering the entitlement to three- and four-year-

olds and a shortfall in funding of £0.43 for two-year-olds.28 However, for childminders, the 

situation is completely different. Across the country, childminders have reported to us that 

hourly rates for two-year-olds are much more likely to be in line with their own rates than 

those for three- and four-year-olds. These views are reinforced in independent research. The 

SEED report on childminders noted that two-year-old funding levels were similar or higher 

than childminder’s hourly rates and were ‘generally felt to be adequate’.29 Likewise, the 

funding levels for three- and four-year-olds were ‘less satisfactory with levels often lower 

than the levels they charged privately’. 

 

33. This is of concern as SEED and other studies have indicated that children in a childminding 

setting benefit, especially in terms of their language, social and emotional development. 30 

Government needs to recognise that, unlike a nursery or pre-school, childminder ratios do 

not reduce when the children in their care turn three and funding for disadvantaged children 

should be maintained to ensure continuity of care and sustainability. 

 

34. PACEY welcomed the NAO’s previous acknowledgement that delivering the early years 

entitlements has caused many early years providers significant financial hardship. The hourly 

rate, already low by many providers’ standards, has been frozen since 2013-14. Most 

recently anecdotal data indicates that some settings are receiving cuts to the rate they 

receive for this current year and, despite an additional £66m of funding for 2020-21, the 

long term trajectory of underfunding continues with providers facing cuts in real terms as 

business costs continue to rise.  

 



 
 

 
35. The primary barrier to providing the current entitlement for all providers remains the low 

hourly rate.31 The Government has acknowledged this funding shortfall but needs to have a 

clear long term funding strategy for its early education entitlements that takes account of 

rising costs and is regularly reviewed. 

 

36. At the moment, most providers delivering the entitlement find it unsustainable without 

blending it with paid for hours of childcare; charging additional fees for lunch, trips out etc 

or limiting the number of funded places they offer. This is making delivery of places complex 

to administer as well as limiting the choice and availability of places, in some areas, for 

children. 

Administrative barriers for providers 
37. The system in which many local authorities administer the early education entitlement 

actually serves to deter many providers from delivering it, particularly smaller groups 

settings and childminders. 

38. Many providers find that the local authority system involved in administering the current 

entitlement – notably the payment structure – does not work for them. Most are 

accustomed to weekly or monthly payments. Local authorities, on the other hand, generally 

dispense payments in arrears on a termly basis in line with school administration systems. 

This remains the norm, even though government guidance that local authorities should 

move to monthly payments unless their local providers indicate they don’t want to. 

Anecdotally we are aware of local authorities who’ve consulted only with their existing 

entitlement providers who, unsurprisingly, are happy with the status quo, rather than 

engaging with all local registered providers.  

39. With limited finances this significant payment delay can be challenging for small childcare 

providers such as childminders or single site nurseries who have limited cash flow to operate 

within. More needs to be done to support local authorities to remove this unnecessary 

burden on providers. There is some evidence of good practice, with some local authorities 

paying providers 60-75% of the full payment up front, with the remaining 25-40% paid at the 

end of the term. Others are paying monthly in arrears. This good practice should be the 

norm for all local authorities by now and would go some way to addressing providers’ 

sustainability concerns. 

40. In addition, excessive paperwork, red tape and administrative errors are also common 

complaints. We have also heard numerous reports of problems with sharing payments 

between two providers, for example a childminder and a nursery. Most recently, settings 

have reported that local authority decisions to increase their hourly rate by 1p or 2p has 

negatively impacted on settings e.g. it has cost the setting more money to notify parents of 

that change and adjust payment systems to accommodate. Local authorities need to 

improve their interactions with early years settings on many levels and to recognise they are 

dealing with small businesses that need reduced burden to encourage them to support 

delivery. In particular local authorities need to review their administrative systems to ensure 

that registering to provide the entitlement is as easy as possible and that their payment 

processes are robust and supportive of small business needs. Government also needs to do 

more to work with local authorities to deliver effective systems that allow delivery of the 

entitlement to be easily shared between providers. This applies both to payment systems 

but also information sharing, for example, on children’s progress. The early implementation 



 
 

 
pilots provide an opportunity to develop and share good practice  but this has yet to be built 

upon extensively. 

41. PACEY also calls on the Government to review and simplify the ‘basket of measures’ 

providers must meet locally to qualify to deliver the entitlement. Whilst streamlined by the 

Department for Education a few years ago, some local authorities are continuing to require 

providers to jump through unnecessary and burdensome hurdles in order to provide funded 

places. For some, an Ofsted grade alone is not enough and additional requirements are 

placed on providers. This of course has to be balanced with ensuring quality for children and 

families but there are simpler ways to do this. For example by restricting delivery of the 

entitlement to providers who have achieved a ‘good’ or ‘outstanding’ grade from Ofsted. 

42. Finally the hidden cost of delivering the entitlements needs to be recognised too. There is no 

consistent approach to delivery between local authorities and, for nursery chains, this 

increases administrative burden. There are frequent anecdotal reports of local authorities 

delaying payment of funding; over or under paying and creating complex processes and 

web-based systems to register children each term. Most small providers do not have the 

administrative staff to manage all this; most childminders have to undertake this paperwork 

in the evening as they are sole operators. 

43. One final barrier childminders in particular face in providing the entitlement is a perceived 

lack of demand for funded places.32 Many childminders have reported that parents looking 

for funded places are being directed to group-based rather than home-based-settings by 

local authorities, children’s centres and health visitors. Those childminders who do look after 

funded children tend to have cared for them from a young age, before they were eligible for 

a free place. PACEY’s evidence from its members indicates that many childminders are 

reporting a lack of demand for funded places even when they offer them.  

44. There is an urgent need to provide clear, concise information to health visitors, children’s 

centres, local authorities and parents about exactly who is eligible to provide the 

entitlement, and what the benefits are of different settings. There is some evidence that 

childcare providers are themselves unclear about eligibility requirements; these need to be 

made as unambiguous as possible. Local authorities need to be sure that they are 

signposting parents to a range of different childcare providers, highlighting the benefits of 

each. 

Conclusion 
The extension of the early education entitlement to 30 hours for eligible families has provided more 

families with help with their childcare cost but has done so at the expense of providers’ business 

sustainability. This underinvestment is – after over two years since the roll-out of 30 hours – 

presenting significant challenges and placing a growing threat to the quality of provision children 

and families can access. A further year of underfunding will be challenging for providers and £66m 

more in 20-21 will do little to alleviate this. There remains low take up of the two year old offer for 

qualifying families, due to complex reasons and a lack of investment by local authorities in reaching 

out to eligible families to better inform them of the offer. There is also growing evidence that the 

availability of these two-year old places is reducing, as providers focus on how to deliver 30 hours 

sustainably. PACEY supports the universal principle of 15 hours ofvearly education for all three and 

four year olds and targeted support for disadvantaged children. However, for PACEY, there remain 

questions over the qualifying criteria for 30 hours as well as whether the free entitlement remains  



 
 

 
the most appropriate system to deliver the 30 hours offer as opposed to increase childcare support 

via the Tax-free Childcare Scheme. Government has, through 30 hours, blurred the lines between 

childcare subsidy and early education. In an effort to make the entitlements support the children 

who would most benefit from early education and to improve sustainablity for registered providers, 

Government should reflect again on its core purpose for 30 hours, the eligibility criteria it has set 

and the latest evidence on how to support children’s early development. Whatever the way forward, 

more investment is needed for this support to continue to be available to ALL qualifying families. As 

the NAO concluded last time, the Department for Education “must make sure that it understands 

the levels of demand for 2ree childcare around the country and the true cost of providing it, in order 

to set a long-term funding formula that distributes early years funding fairly.” This remains the case 

today with long-term investment critical to ensuring disadvantaged two year olds as well as other 

eligible children do not lose out as 30 hours is established. 

Liz Bayram, Professional Association for Childcare, September 2019 
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