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Happiness  
is not in the 

 mere possession of money, 
 it lies in  

the joy of achievement  
and in the  

thrill of creative effort. 
Franklin D. Roosevelt 
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From Good to Great Series   
Transforming a Center’s Administrative Effectiveness 

By Donna K. Thornton, Mba 
 

A Center’s Financial Health – Moving Your Program from Good to Great  Part I 
 

 
Measuring Your Center’s Fiscal Health- Basic Budgeting  

What would be your answer be if I asked you about the “health” of your center?  

You’d probably say something like this, “Oh things are going really well – I’ve got a great building, 
incredible staff, and an exceptional curriculum.   Our customer service policies are excellent; no other 
program could even come close to what we do for our families!” 

So your program looks to be in excellent shape on the surface, but let’s do some more 
probing. 

If I asked you about last month’s payroll cycle, what would you share with me?                             

“No issues, plenty of money”  OR  “ Had to issue payroll after 2:00 o’clock so I could get Monday’s 
deposits in our account!”   

If I asked you about paying bills each month how would you respond? 

“No issues, plenty of money”  OR  “My stomach is in knots the whole time I am paying bills.  I don’t 
understand how the center can be full but I have no cash in the bank.” 

What’s wrong?  These are symptoms of a financial fungus; a harmful, but not fatal, disease.  Today I 
am going to give you the remedy to what is ailing your center and help you bring it to optimal financial 
health!    We’ll gain new insight- fresh hope and real solutions.  

Every day, you do so many things that are good and right in most areas of your job.   But I suspect 
that for many of you money management is not a strength-even though you would like it to be!  In my 
18 years of teaching directors, I have never met anyone what didn’t aspire to be successful in the 
area of finance- we want to be great money managers and strategic budgeters.  

None of got up this morning and said, “God, give me strength to be a failure!”   But all too often we 
end up feeling like a failure when it comes to executing a child care budget. These feelings are a 
direct result of a lack of information on the “how-to’s” of money management.    Just like starting a 
new exercise program, we are going to achieve healthy budgeting by taking one step at a time.  

Let’s get started with our check up by asking some probing questions. 

 What difference does it make to gain training in money management?  
 Why should an early childhood professional be concerned about money?  
 What difference does it make if tuition fees are accurately calculated and 

COLLECTED on time- according to policy?   
 And finally, what are the consequences when money management is not one of your top 

priorities?  
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Dictionary.com says budgeting is an 
itemized summary of estimated or 
intended expenditures for a given 
period along with proposals for 
financing them.1 

 

 

  

BUDGETING IMPORTANCE 

Budgeting is the single most critical element in providing quality childcare. Now that I have your 
attention and offended some, let me tell you why I can make such a bold and truthful statement. 
Budgeting or the center’s “spending plan” is the process of allocating amounts of money to 
spend for a particular value or purpose. How those decisions are made determines the center’s 
solvency and ability to provide quality care. 

Leadership’s responsibility is to carefully plan the budget and effectively execute it. Setting the price 
of tuition and then collecting the tuition determines how much money we can spend.  It also effects 
how the cash flows to accomplish the goals set during planning.   It is this process that we call 
“budgeting”.  

Our goals are to discuss: 

 Basic Budgeting 
 Industry Ratios 
 Break-Even Points 
 Price vs. Cost 
 Monthly Fluctuation  
 Family Friendly Policies 

 

A Budget is         . 

Budgets have two categories -- Income and Expenses.   

Income is generated by setting the correct price for the service we provide.  Charging the appropriate 
fees will generate enough cash to exceed expenses—that’s called being “in the black.”  If there are 
more expenses than income – that is called being “in the red” and that is not financially healthy!   

Expenses are the center’s legal obligation for payment – it is a bill we owe. Expenses 
fall into two categories:  “Fixed” expenses remain the same until the monetary obligation 
is fulfilled.  “Variable” expenses fluctuate or change from month to month. 

Fixed expenses are items like rent, mortgages, car payments, utilities, taxes, and loan 
payments. Variable expenses are payroll, credit cards, maintenance, and consumables. 
Consumables are anything children consume including food, toys, and curriculum materials. 

It takes deliberate planning to determine how much income will be needed to cover expenses- 
that is why planning is so critical to the process of quality. 
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Budget Planning  

Research states that for every minute invested in planning, there is a four-minute return– that is a 
400% Return on Investment (ROI).  With that kind of margin, Directors cannot afford to disregard the 
importance of planning each year’s budget.   

Once a budget is set, it begins to be implemented.   The Director monitors the progress and makes 
necessary adjustments if the income or expenses exceed projections.  It is critical to the success of 
the budget that the clear financial goals are evaluated regularly throughout the year.     

The Planning Process 
 
In the beginning of planning, it may feel a little scary and even awkward but it is this process that  will 
give you confidence and control.  View it as the one of the most important tasks in administration and 
it will further your success and objectives being met.   
 
To get started, you will need to collect some information and schedule time away from the center.  
Once this is done, it is time to get to work!   You will be ready to start by using these three simple 
steps to develop your plan: 

1. Look at your historical financial data  
2. Examine your present information and spending patterns 
3. Look forward to set next year’s financial goals.  

It is really interesting and will begin to feel easy. So, no excuses!!                                                           
be diligent until you get your budget on paper. 

1st Step:  Looking Back 
 
Your historical data reveals how the center’s money was spent.  Examine last year’s financial 
statements and tax returns to answer these questions: 
 

 How much money was collected – what was your gross income? 

 What were the total expenses of the center? 

 Was the center “in the black” – did it have a profit or surplus?  

 Was the center “in the red”- did it have a shortfall or loss? 

 How much money was spent on payroll?  

 What amount was spent for the facility?   

 How much was spent on children’s supplies – what was the total amount spent on their 

consumables? Anything they used- ate- played with – or flushed? 

 What were the unexpected items that had to be paid for?  

 
After those questions are answered, you will go one step further and take a quick visual snap shot of 
your income and expenses.  To get a quick picture of your center’s cash flow draw a simple graph.  
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Look at the example below.  The income is on the left side, the months of the year are on the bottom, 
and cash plotted in dots.  When the line is drawn, the picture becomes clear. After you have plotted 
the information, it will become clear as to which months you didn’t have enough cash.  
 
 
 
 

 

 

 

 

 

 

This center was “in the red” or short of meeting its expenses six months out of the year -- in January, 
February, June, July, August, and September.  It “broke-even” or had enough income to cover 
expenses, for three months-- in March, May and December.  

This snap-shot shows that the program was “in the black” or had a profit/surplus for three months --in 
April, October and November.   

This information tells us that the program was fiscally solvent 30% of the time but 70% of the time the 
operating budget was not solvent. 

This snap-shot picture should be alarming to you as a Director.  It is telling us that six months out of 
the year the center’s income was not able to cover the expenses.  That tells us something is terribly 
wrong.   

The problem stems from one or a combination of the following reasons: 

1. Tuition rates have not been set correctly. 

2. The center’s expenses are out of control 

3. The center’s spending doesn’t fall within industry ratios  

4. The tuition is not collected according to policy 

5. The program’s enrollment is not sufficient 

Now it is your turn—do this exercise with your last year’s tax return. It will give you an instant picture 
of what needs to be corrected and valuable information in planning your next budget. 

Once you have finished the graph, you are ready for the next step. You must examine your current 
situation by looking at your present cash flow and comparing them to some industry ratios.  
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2nd Step  Examining Present Cash Flow  -- Think Strategically  
 
In examining your current cash flow, be honest about your center’s financial condition.  Is cash 
flowing adequately to meet your weekly obligations? Do you dash to the bank to 
make the deposit before payroll is due? Are your bills current? Have your payroll 
tax deposits been made on time? 
 
When cash is flowing, it is so much easier to meet the budgets demands and your 
stress is minimized.  When there is not enough cash to meet the monthly financial 
obligations, stress increases and affects the Director’s ability to lead the center 
effectively.  You can see where these negative consequences of “lack of cash” would 
direct impact the quality of care provided by the center.    
 
Although academicians debate how much should be allocated on the budget categories, reality 
dictates that a center’s budget must balance.  It is fiscally irresponsible to operate in the red or spend 
more money than what is coming in each month.   
 
A Director should never spend more money than is being collected.  The difference in how much is 
spent versus how much is collected will have to be dealt with eventually. Many times the children 
suffer from the lack of adequate supplies and materials; staff  pay in the loss of compensatory wages; 
and the owners lose from not receiving just compensation for the risk of owning the program.  
Everyone loses when the budget isn’t planned or implemented according to sound fiscal ratios.  This 
result is inevitable if you do not know the range or ratios to operate within.  
 
In 1998, Iowa State University published Child Care: Financial Basics, which outlined fiscal ratios2.  
The writers proposed: 
 

 Personnel ratios from 55-70% 
 Facility(cumulative) costs from17-23%  
 Children’s consumables  from 8-13% 
 Miscellaneous /other services from 3-4% 
 Profit or surplus from l5-7%.  

 
If we do the math with the higher percentages, we will discover that spending is 117% of gross (total) 
income which would mean that a center would operate at a loss or “in the red.”  
 
If we calculate the lower end, the center would be at 88% of gross.  If we averaged the two together, 
we would have spent 102.5% of gross income. Operating over-budget for any reason is a seriously 
risky endeavor.    
 
For example, if tuition income equals a 100% of total gross revenue and spending is 120% - the 
center loses 20% annually.  If 70% of gross revenue is devoted to payroll – other line items are out of 
balance and quality is forfeited. 
 
The reality is that deficits have to be paid. Often owners give up a paycheck or children’s resources 
are sacrificed when ratios are out of balance. Neither is acceptable.  
 
Balancing a child care center’s budget and providing great care is achievable when there are fiscally 
sound ratios.  Allocating 50-55% for payroll, 8-10% for facility cost, 10-12% for children’s 
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Industry Ratios 
 
Payroll  50-55% 
Facility Cost  8-10% 
Consumables 10-12% 
Misc.    3- 5% 

Profit/Surplus 10- 15% 
Total Exp.  81-97% 

consumables, 3-5% for Misc. and 10-15% for Profit or surplus can result in a fiscally solvent, quality 
center. 
 
 
 
Category Explanations: 
 
Payroll costs include direct care staff, administration, 
benefits, and payroll taxes. 
 
Facility costs are the rent, mortgage, utilities, maintenance, 
property taxes, and van payments- any cost associated with 
operating the facility.  
 
Consumable costs are anything that is used or consumed by the children including food, paper 
products, and toys, even equipment.  
 
Miscellaneous costs include professional fees, emergencies, or anything that doesn’t fit nicely into 
the other categories. 
 
Profits are the excess cash or what is left over after paying the financial obligations.  It is very 
important to note that regardless of your center’s tax status, for profit or not for profit – there 
must be excess or surplus to be financially solvent. 

Now it is time to do the math on your current expenses.  We will examine these expenses in relation 
to the ratios to determine where you are and which categories need to be brought in line. 

If your checkbook is bleeding (red) – that is a good indication you are experiencing a negative cash 
flow.  You can begin to remedy this situation by using the industry ratios listed above. 

Stay on top of your cash flow. 

If you align your ratios and the situation is not remedied –then you must ask these questions: 

1. Are you charging the right price for care? 

2. Is the tuition policy consistently and fairly enforced?  

3. Are late fees for tuition collected? 

4. How am I collecting money – and could that be improved? 

Cash flow problems can be corrected if costs are controlled, policies are followed, and the 
correct price is charged for care. 

Setting the Right Price 

Setting the right price is a process that calculates the breakeven point and adds a profit or surplus to 
the total. Sounds simple but often its more complicated than that. Our business is emotionally 
charged and highly competitive.  This makes the determination of tuition complicated. 
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Directors care about making care affordable for parents and having full enrollment.  So, many 
Directors sacrifice the profit margin to meet those conditions.  What they must remain mindful of is 
that if the program is not profitable the center will unhealthy, quality will be poor, and parents will seek 
care elsewhere-even at a higher rate. 

Parents are willing to pay for good, quality care.  When you are determining your tuition rates, do not 
call the competition to find out what they are charging.  Charging the right price based on your 
program’s expenses will insure that you will meet your current financial obligations and make a profit.  

3rd Step  Looking  Ahead  

Now that you have looked at your past and your present situation you are ready to look ahead to next 
year’s spending.   
 
Begin by asking:  
 

 What do I want to spend?  

 Do I want to give raises? And if so, how much? 

 Do I need to buy a van, playground equipment, or other “big ticket” item?  

 Do I want to start a savings or reserve account? 

After deciding the total of next year’s budget: 
 Determine the enrollment that it will require to meet that budget.  
 Divide the projected budget by your center’s licensed capacity to get the annual tuition per 

child. The center’s capacity affects the tuition and changes the breakeven point.  
 
Because enrollment is rarely maintained at 100% capacity, use a conservative percentage. Look at 
the difference it makes in the price per week calculating at 100% and 85%. 
 

Projected Budget     =   Annual Tuition 
Licensed Capacity  
 
For example: 
 
$750,000  Annual Budget/ Full Capacity 100 Children = $7,500 annual tuition per child or $145 per 
week 
$750,000 / 100 (100% capacity)  =  $7,500 per child    
$750,000  Annual Budget/ 85% Capacity  85 Children = $8,824 annual tuition per child  
or $170 per week—would be the correct price. 
 
 
Conclusion 
 
The health of your center is determined by understanding and applying money management practices 
that are relative to the child care industry.  Budgeting 101 begins with an understanding of the 
importance of a budget and its priority in leading the program.   
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As the person in charge of the program, your responsibility is to take the necessary steps to move 
your budgeting process from good to great!  By doing this you will have a key indicator of  the 
center’s financial solvency and quality assurance. You center is healthy if it meets its fiscal 
responsibilities without sacrificing any part of quality. 
 
Your investment in planning and processing your center’s budget will yield multiple returns. You will 
gain new confidence knowing your numbers and will be able to make decisions more easily and with 
greater confidence.  By reviewing your budget regularly, you will be correct problems quickly and 
prevent a potential credit or financial crisis. With a quick calculation, you can determine where the 
spending is in alignment or out of ratio. Quality child care depends on your leadership and 
administration of this process.   
 
Enjoy the planning and execution of the process!  You will be thrilled when you see your projections 
come into reality!  As one of our greatest presidents said 

Happiness is not in the mere possession of money,  
it lies in the joy of achievement and in the thrill of creative effort.  

Happy Budgeting! 
 
Take the  next step to complete the Tool of the Trade—and plan your next year’s budget. 
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Forecasting Next Year’s Budget 
Budgeting 101 by Donna Thornton 

 
Working on next year’s budget or forecasting can be made much easier by using this simple form.  For planning purposes, Calendar 
Year Budgets that run from January 1 to December 31, and the process should be completed by Nov. 1; Fiscal Year Budgets running 
from July 1 to June 31 should be finished by May 1.   
 
Category  Current Year’s Next Year’s Projected   Percentage of Gross    
 
Income                
Tuition              
Registration Fees             
Activity Fees             
Fundraisers             
Grants              
Donations              
In-kind Gifts             
Total Income 100%            
Expenses  

Payroll              
 Administration            
 Direct Care            
 Support              
Payroll Taxes             
 FICA/ FUTA            
 Workman’s Comp            
Benefits  
 Health Ins             
 Retirement            
 Vacation             
Total Payroll   55%            
 

Facility Cost             
Rent/Mortgage             
Liability Insurance             
Property Taxes             
Utilities Electric             
 Gas/ Water             

Phone             
Maintenance               
Total Facility Cost 10%            
Consumables             
 Food/ Children’s supplies 
 Paper supplies 
 Curriculum materials 
Total Consumables 12%             
   
Miscellaneous             
 Professional fees 

Marketing 
Training  
Major repairs/Other  

Total Miscellaneous 5%            
Profit / Surplus 10-15%            

Total Expenses  97%            


