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The Scottish Government’s flagship Early Learning and 
Childcare policy has promised ambitious expansion to 
support better outcomes for children and to give parents much 
needed help with childcare costs. The involvement of private 
and third sector nurseries is crucial to deliver enough flexible, 
year round places for working parents, yet in the face of chronic 
funding shortfalls, only half of nurseries say they are likely to 
offer places. Meanwhile National Living Wage increases, 
business rates, and workforce issues are damaging sector 
confidence just at the time when government needs a healthy 
nursery sector ready to expand to offer places.

The government has rightly recognised the need to expand the 
childcare workforce to ensure enough places for new childcare 
entitlements, but in the private and third sector, loss of staff 
to the public sector is a growing problem. With their income 
capped by low funding rates from local authorities and 
the need to keep fees affordable for parents, private and third 
sector nurseries can’t keep pace with the pay and conditions 
offered in the public sector, threatening both the quality and 
availability of places.

Choice for parents is restricted with a quarter of private and 
third sector nurseries reporting local authorities cap the number 
of funded places they offer, removing the option for a flexible, 
full day care place in a single setting for many families. More 
nurseries say they plan to increase fees for paid-for hours to 
offset losses on funded early learning and childcare places.

Early Learning 
and Childcare 

Policy



NDNA Annual Nursery Survey 2017 - Scotland 3

Underfunding of early learning and 
childcare places

Shortfalls in the hourly rates for funded early learning 
and childcare places provided by private and third 
sector nurseries are pushing up fees for parents, 
constraining willingness to participate in the forthcoming 
expansion of early learning and childcare and causing 
a recruitment and retention crisis in the sector.

Most nurseries work in partnership with their local 
authorities which commission them to provide 600 
hours a year early learning and childcare places for 
two-, three- and four-year-olds. However, funding is 
falling short of costs for the vast majority by an average 
£1,000 per child per year for three- and four-year-
olds. These shortfalls are pushing up costs for parents as 
nurseries are forced to recover their losses by increasing 
fees for provision to younger children and additional 
hours without the funded place. In 2017 the sector is 
set to see more nurseries increasing their fees and rises 
higher than in 2016.

Most nurseries have negative feelings about the 1140 
hour expansion, with only half saying they are likely to 
provide places.

A perfect opportunity

The Scottish Government has a perfect opportunity as it rolls out its Early Learning and Childcare 
strategy to 2020 to create an environment that enables private and third sector nurseries to participate 
fully in a transformation of the quality, flexibility, choice and availability of childcare. The right levels 
of investment, partnership working and innovation in how parents access childcare by moving to the 
proposed Early Learning and Childcare Account to give true choice are key ingredients in ensuring 
success for Scotland’s children and families.

Key issues

FUNDING IS FALLING SHORT 
OF COSTS BY AN AVERAGE 

OF NURSERIES ARE LIKELY 
TO PROVIDE PLACES FOR THE 
1140 HOURS EXPANSION

HALF
ONLY

£1,000 PER 
CHILD PER YEAR 
FOR THREE- AND 
FOUR-YEAR-OLDS
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Choice

Restrictions on the choice of early learning and 
childcare for parents remain, with local authorities 
capping the number of funded places at 25% of 
nurseries and waiting lists for funded places at 20% 
of nurseries. This restriction leaves parents forced to 
miss out on the financial support they are entitled to 
if they keep their child at the nursery as they have 
to pay the full cost of the place. Alternatively they 
are forced to move their child to a setting their local 
authority will fund – often one of the local authority’s 
own settings – disrupting settled children and 
potentially offering less flexible early learning and 
childcare for working parents.

Business burdens

Business rates remain a major burden for nurseries 
– with many unable to secure any relief as their 
rateable values are too high to qualify. In some 
areas, large increases are being seen, with some 
nurseries facing increases reporting their rateable 
values going up by over 100%.

Just at the time when the government needs a healthy 
private and third sector with its unique ability to rise 
to the challenge of flexible, year round provision of 
1140 hours early learning and childcare, confidence 
is falling with more than half expecting to make a 
loss or only break even. 

INCREASE IN BUSINESS 
RATES FOR SOME 
NURSERIES

100%

“Early indications show our business rates are set to rise by 86% so staff 
will again be impacted by this as we try and meet this huge increase”

“Offering 1140 hours depends on the hourly rate as we’re already making 
a loss as a business”

HAVE A WAITING LIST 
FOR FUNDED PLACES

20%

“Capping from our local 
council is hitting all partner 
nurseries... at times have 
had to turn parents away”
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• Sustainable, expanded free early learning and 
childcare can only be achievable given the right 
funding levels 

• A single, parent-held account for all childcare 
funding should be introduced to allow families 
to pay their choice of providers directly, as 
proposed in the government’s Early Learning and 
Childcare Blueprint consultation

• In the longer-term NDNA’s Childcare Passport 
proposal would bring together Tax-Free 
Childcare from 2017, funded early years 
entitlement and tax credits / universal credit in 
one place

• Protect parents’ right to choice by ensuring early 
learning and childcare funding follows the child 
rather than restricting places in high-quality 
private and third sector nurseries 

• Include private and third sector nurseries, 
including those predominantly offering full 
day care to working parents, in trials for early 
learning and childcare expansion

• Early learning and childcare funding should be 
sufficient to enable the sector to recruit and retain 
a high-quality workforce and pay their staff at 
least the Scottish Living Wage

• To keep pace with inflation and protect viability 
and quality of childcare an annual Scottish Living 
Wage Factor increment must be added to early 
years funding allocations

• Include financial investment from Government to 
address workforce improvement and continued 
professional development with a particular focus 
on supporting children with Additional Support 

Solutions

Needs

• Consider affordability of CPD for the sector to 
prevent a negative impact of driving up costs of 
childcare for parents

• Give long-term commitment for the development 
of the early years workforce with clear 
progression pathways that predict the skills gaps 
for the next five to ten years

• Have a strong focus on attracting new 
candidates to the workforce as well as retaining 
those already employed

• Include private and voluntary providers in 
capital funding initiatives to enable expansion 
of places to meet demand, use existing spare 
capacity in nurseries and support nurseries and 
schools to work in partnership

• Give all childcare provision, including the private 
sector, 100% relief on business rates

• Make VAT on childcare zero-rated, keeping 
fees down for parents and stimulating capital 
investment in nurseries.

“Sustainable, 
expanded free 
early learning and 
childcare can only be 
achievable given the 
right funding levels”
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Business confidence

Key challenges

Increasing staff wages remains the top challenge, followed by achieving a profit or surplus, 
with recruitment of staff new to the top five in 2017. Nurseries rank their top five challenges 
over the past 12 months as:

Survey results

1. Increasing staff wages

2. Achieving a profit or surplus

3. Recruiting staff

4. Cost of business rates

5. Cost of utilities

Confidence is continuing to decline with fewer 
nurseries confident about their business performance 
over the next 12 months. More nurseries expect to 
make a loss or break even than make a profit or 
surplus.

A minority of nurseries plan to expand (21%). 
Expansion includes both capital investment to make 
more places available and extending opening hours 
or the number of weeks per year offered.

 Confident about 
the future  

2017 42 
2016 47 
2015 58 
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“How do you think 
your business will 
perform this year?”

 Confident about 
the future  

2017 42 
2016 47 
2015 58 
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“How confident are you about the next 12 
months in terms of business performance?”

£

40%

12%

46%
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Fees

More nurseries plan fee increases in 2017 than in 
2016 and increases are set to be larger. Seventy-five 
per cent of nurseries plan to increase their fees this 
year, with those planning an increase anticipating 
increases averaging 4.2%. Fifty-nine per cent 
reported increasing their fees in 2016 with rises 
averaging 3.7%. 

Occupancy

The overall average nursery occupancy is 74%, a 
decrease on 2016’s 77%. Occupancy is, however, 
increasing or stable for most, with 40% reporting 
increases on the previous year, 32% no change and 
28% decreases. The average number of registered 
places at each nursery is 65.

Partnership with schools

More nurseries report working in partnership with schools (55% in 2017, compared to 52% in 2016). The most 
common activities remain early learning and wraparound provision off the school site. 

OF NURSERIES 
PLAN TO 
INCREASE FEES

75%

74%
OCCUPANCY

SERVICES OFFERED BY THE 55% OF NURSERIES WORKING IN PARTNERSHIP WITH SCHOOLS

Out-of-school provision for over-fives on school site
Two-year-old places on school site
Wrap around care for under-fives on school site
Early learning for three- and four-year-olds on school site
Out-of-school provision for over-fives off school site
Wrap around care for under-fives off school site
Offering two-year-old places off school site
Early learning for three- and four-year-olds off school site

5%
6%

7%
15%
15%

18%
19%

31%
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Funded places

Twenty per cent of nurseries have a waiting list of 
children for funded places. Twenty-five per cent of 
respondents report the number of places they can 
offer to families is capped by their local authority.

 Two-year-olds

Funded two-year-old places are delivered by 29% 
of nurseries (up from 27% in 2016). Of the nurseries 
not delivering places, 11% have chosen not to and 
43% report their local authority is not currently 
commissioning more partner providers.

The hourly rate received from the local authority does 
not cover costs for 67% of nurseries, up from 2016’s 
59%. The average hourly rate received is £4.54, 
down from £5.05 in 2016, with an average reported 
loss of £1.14, equivalent to an annual loss of £684 
per child, per year for the 600 hour annual funded 
entitlement.

“Hoping that the new early 
learning and childcare account 
will be put in place so parents 
make the decision about where 
to use it… many have lost their 
funded place due to the local 
authority’s decision”

“Council tries to fill own nursery 
places first, regardless of what 
parents want”

FUNDED TWO-YEAR-OLD PLACES

67%
NOT COVERING COSTS

£1.14
AVERAGE HOURLY 
LOSS PER CHILD

£684
ANNUAL LOSS PER 
CHILD PER PLACE 
FOR 600 HOURS

£4.54
AVERAGE  
HOURLY RATE

29%
DELIVER FUNDED PLACES
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Three- and four-year-olds

A large majority (84%) are delivering funded three- 
and four-year-old places, with 5% choosing to opt 
out.

The hourly rate received from the local authority does 
not cover costs for 85% of respondents – up from 
77% in 2016. The average hourly rate received is 
£3.64, a small increase on 2016’s £3.56, with an 
average reported loss of £1.70, equivalent to an 
annual loss of £1,020 per child, per year for the 
600 hour annual funded entitlement. 

Responses indicate hourly funding rates provided 
by local authorities to nurseries for delivery of 
early learning and childcare places are stagnating. 
Seventy per cent report no increase in the past year, 
with increases for 17% (down from 25% in last year’s 
survey). No respondents report either significant 
increases or decreases in funding rates.

“Catch 22: cannot apply for 
funding until we have eight 3-5 
year-olds in the setting, parents 
remove their children prior to 
reaching that age as we cannot 
access funding”

“We won’t be able to provide 
our services for the current rate... 
our parents currently make up 
the shortfall”

FUNDED TWO-YEAR-OLD PLACES FUNDED THREE- AND FOUR-YEAR-OLD 
PLACES

85%
NOT COVERING COSTS

£1.70
AVERAGE HOURLY 
LOSS PER CHILD

£1,020
ANNUAL LOSS PER 
CHILD PER PLACE 
FOR 600 HOURS

£3.64
AVERAGE  
HOURLY RATE

84%
DELIVER FUNDED PLACES
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Future of funded places – 1140 hours

Respondents were divided on whether they plan to 
deliver the government’s funded 1140 hour early 
learning and childcare offer. One quarter say they 
are very unlikely/unlikely to offer places, whilst 
51% say they are very likely/likely to offer places. 
Many nurseries have reservations about the 1140 
hours offer, with 40% reporting negative feelings 
compared to 27% positive feelings. Comments 
indicate negative views are driven by fears about 
funding rates falling short of costs of delivery of 
funded places as they do with the current 600 hour 
offer. 

Mandatory additional charges to parents to cover 
shortfalls, setting session times and exemption from 
business rates are the most popular measures to 
enable sustainable delivery of 1140 hours. 

A majority of nurseries are already charging parents 
of children on funded places for extras. Meals 
and snacks are the most common additional items, 
charged for by 40% of respondents, however some 
local authorities prevent partner providers from 
making these charges.

“Thinking about the Scottish Government’s 
expansion to 1140 hours of funded early 
learning and childcare per year, how likely 
would you be to get involved?” 

“How do you feel about the 1140 hours offer?”

“If the hourly rate you receive doesn’t cover your costs, what would enable you to offer 1140 hours?”

Make mandatory additional charges to cover shortfall

Parents buy additional hours alongside funded hours

Set session times to parents wanting funded hours only 

Make optional additional charges to cover shortfall

Other

I can offer 1140 hours on the current rate

Very 
unlikely

Very  
likely

Very 
negative

Very 
positive

0 10 20 30 40 50

0 10 20 30

0 10 20 30

34%

25%

15%

13%

5%

0 10 20 30

9%
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“We don’t know how the business could survive long term if we’re not 
allowed to top up to the true cost of the hourly rate”

“We feel we could be creative… we could offer funding stretched over the 
whole year to meet the needs of our many working parents” 

“At the current rate we’d be running at a loss. The increased hours would 
also prevent us from being able to charge for wraparound care”

Staffing and business costs

Increases in the National Minimum and National 
Living Wage rates from April 2017 are putting 
pressure on nurseries’ staffing costs, with average 
total increases in payroll costs of 8% reported. More 
nurseries than 2016, 33% compared to 18%, foresee 
changes to their staffing age and qualification mix, 
with concerns voiced by many that they will have 
to employ increasing numbers of younger and less 
experienced staff.

Losing staff to local authority nurseries or schools 
is an increasing problem, with 46% citing this as 
challenging or very challenging, up from 38% in 
2016. The average loss was 2.6 staff members with 
staff leaving most likely to be practitioners.

Business rates

A majority of nurseries (57%) report increases in their 
rateable value following the national revaluation 
exercise, with increases of over 100% for some. 
Most rateable values are well above the £10,000* 
threshold for full relief under the Small Business 
Bonus Scheme.

* proposed to increase to £15,000 for 2017-18

“Does your nursery currently charge parents of funded children for extras?” 

Average business 
rate bill 

£12,062

Average current 
rateable value

£28,314

2% Foreign language classes

4% Nappies and wipes

15% Trips out

16% Other

20% External activities e.g. music

43% Meals and snacks



NDNA is a national charity representing children’s nurseries across England, Scotland and Wales, giving 
them information, training and support, so they can provide the best possible care to young children. NDNA 
is the voice of the sector, which totals 21,000 nurseries and employs 250,000 people - an integral part of the 
lives of one million children and their families.

Who we are

NDNA Head Office, National Early Years Enterprise Centre Longbow Close, Huddersfield HD2 1GQ.  
Tel:+44 (0)1484 40 70 70, Email: info@ndna.org.uk

NDNA Cymru, Office 2, Crown House, 11 Well Street, Ruthin, Denbighshire, LL15 1AE. 
Tel:+44 (0)1824 70 78 23, Email: wales@ndna.org.uk
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Survey details
The survey was conducted online in January and February 2017. The survey received 221 responses, 
equivalent to 23% of all private and third sector nurseries. Single-site nurseries made up 63% of respondents 
and 37% were in nursery groups of two or more sites. Respondents covered all Scottish local authority 
areas with the majority of respondents (88%) private sector nurseries and 11% from the not-for-profit sector. 
Fifteen per cent of respondents are in areas of disadvantage or serve a large proportion of children from 
disadvantaged families. Note: figures throughout the report may not total 100% due to rounding.

NDNA Scotland, The Mansfield Traquair Centre, 
15 Mansfield Place, Edinburgh, EH3 6BB.

+44 (0)1315 16 69 67
scotland@ndna.org.uk

www.ndna.org.uk


