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SECTION 1: Introduction
Peak Equities is an established syndicator of commercial real estate assets, holding properties across
Australia valued at almost $300 million. Our investment policies are aligned to the expectations of our
investors. In response to the current demand for secure, income-producing assets, we have undertaken a
study into the Australian Childcare industry.
In the prevailing environment of historically low interest rates and a volatile equities market, investment
in Childcare assets can generate a relatively secure income stream, extending through and beyond the
current economic cycle. Childcare investment in suitably qualified properties benefits from long-term
leases (typically 15-20 years) and historically high levels of demand and government funding.
Our research into the Childcare sector has been guided and informed by Navigator IC, a business
associated with Mr Nick Anagnostou. Nick is recognised as a leading expert in the Childcare industry,
having acted as director and CEO of the publicly listed Folkestone (now Charter Hall) Education Trust,
where he acquired and managed almost 400 Childcare Centres across the country. Navigator IC has been
engaged as principal Childcare Advisor to Peak Equities, as we develop a portfolio of strategic Childcare
assets.
This paper is a collaborative production between the Peak Equities Group and Navigator IC, who provided
the majority of the statistical and historical inputs.
Childcare today is integral to the social and economic fabric of Australian society. It has evolved from
its origins as a child-minding service for working parents, to become a central pillar of Australia’s Social
Infrastructure, providing an important extension of the primary education system, and at the same time
contributing to economic growth by enabling an increase in workforce participation.
Childcare Services are provided across two principal formats. The dominant provider of pre-school
Childcare services is the “Long Day Care” (LDC) sector. LDC Centres are licensed and regulated Childcare
services, required by law to operate for at least 8 contiguous hours each working day and be available for
no less than 48 weeks each year.
This document addresses issues relevant to investment in LDC Childcare properties. Informed investment
decisions should be based on a broad appreciation of all aspects of the Childcare Industry. The following
Sections provide an overview of the important and evolving role that Childcare plays in contemporary
society, and the trends that are likely to impact on investment in the sector in coming years.
A secondary provider is the “Family Day Care” (FDC) sector, where licensed providers offer home day
care for a small number of pre-schoolers. In recent years LDC, has become the clearly preferred structure,
with its emphasis on the enhancement of quality early learning and socialisation skills. From a real estate
investment perspective, only LDC offers the opportunity for property ownership.
As at 30 September 2020, there were 8,112 Long Day Care centres in Australia.1 Recent data2 indicates
that 75% of all centres are in major cities, 23% in regional areas and 2% in remote areas.
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Figure 1 – Long Day Care - National LDC Centre Distribution % by State – 30 September 20203
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In addition to its important role as a source of pre-school education, Childcare is now a vital support
mechanism for working parents and those looking to enter or remain in the workforce. As a generator of
economic productivity, the industry employs an estimated 150,000 staff members4 and supports more than
a million working families5.
The COVID-19 pandemic has created an environment of significant economic uncertainty. The pandemic
continues to dominate global economic policy and its consequences are widely expected to impact on
capital markets, once the extraordinary level of fiscal stimulus is reduced or withdrawn.
Notwithstanding the climate of uncertainty, activity in the Childcare investment market spiked sharply in
the latter months of 2020, with metropolitan yields falling well below 6% for quality assets. The competition
for childcare investments by both private and institutional investors intensified following successive
announcements from the Federal Government and Labor Opposition, each committing to long-term
financial support for the Childcare sector, beyond the duration of the pandemic.
It is now clear that Childcare has become integrated into government infrastructure spending, as an
essential plank in any platform for GDP growth.
The latest data available has been sought for inclusion in this document. Much of the external data
referenced relates to pre-COVID conditions and the contents of this paper are qualified to that extent.
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SECTION 2: Executive Summary
The LDC Childcare industry has experienced transformative growth over the course of the past decade,
with some 8,200 LDC Centres in Australia now catering for more than 785,000 pre-school children,
providing them with high-quality early education and socialisation skills.
The maturity of the sector and improvement in the quality of outcomes for children, families and the
broader economy has been enhanced by substantial increases in the level of financial support, principally
from the Federal Government. In contrast to civil infrastructure projects, this category of infrastructure
expenditure yields immediate social and economic dividends.
The increasing dominance of the LDC segment of the Childcare Industry, in relative to Family Day Care,
reflects clear parental preferences. LDC centres are becoming renowned for the quality of the early
education provided and offer a growing choice of available facilities, featuring expansive, purposebuilt, and child-safe learning and play areas, with extended operating hours that better support working
families.
There is growing concern at Australia’s falling performance in global literacy and numeracy rankings.
The incorporation of structured early learning into the educational stream is welcomed by the parent
population and is recognised by the authorities as an important step in reversing that trend.
Future (post-pandemic) economic recovery is at the core of Government policy and will remain so for the
foreseeable future. Childcare services uniquely promote the government’s economic and social objectives,
and increasing expenditure generates an immediate return on investment.
Section 3 of this paper examines the factors driving the Government’s substantive financial support for
Childcare and the economic factors underpinning that vital support.
In Section 4, we set out the principal benefits of investment in LDC Childcare real estate.
Section 5 provides a more holistic view of the market, highlighting the commercial considerations that
should inform all investment decisions.
At Section 6, we set out factors supporting our view that the Childcare Sector will continue to strengthen in
the medium- to long-term.
A comprehensive analysis of Childcare in the 2020’s is provided in Attachment A, which reviews
developments in the LDC Childcare sector over the past decade, presenting background information
covering government involvement, sector growth, fee structures and public policy, to provide context for
the opinions expressed and conclusions reached in this Paper.
Finally, Attachment B reviews industry performance metrics and trends in the sale and purchase of
Childcare businesses.
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SECTION 3: Government Support And Regulation
3.1 Funding
The Government’s financial commitment to all forms of Childcare, through its Child Care Subsidy (“CCS”)
scheme the for the year to March 2020, exceeded $8.2 billion, supporting participation by 1.38 million
children (5.25% of the pre-school age population) and over 1.06 million families.6 By comparison, in 1990
only 290,000 children participated in an equivalent level of childcare.7
In 2020, during the extended Covid-related lock-downs, the Australian Government offered financial
assistance to all Childcare operators with the Early Childhood Education and Care Relief Package, which
provided fee-free care for families, in addition to the CCS). This support totalled more than $1.5 billion.
Figure 1 below demonstrates that despite the recent increase in financial support for Childcare, total
Australian Government expenditure in the pre-school age sector amounts to around 0.7% of GDP8. This
ranks Australia below average amongst OECD nations. However, expenditure on Childcare in Australia, as
distinct from other forms of pre-school age support, ranks Australia equal with South Korea, and close to
the Scandinavian countries towards the head of the table.

Figure 1: OECD Public Spending on Childcare % of GDP.
Childcare
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Government funding to the sector has increased significantly over the past decade. The landmark Child
Care Subsidy funding mechanism was a core element of the 2018 Federal “Jobs for Families” package,
introducing means-testing and an activity test to determine the level of financial support for each family.
The Government’s intention was to weight government funding toward those families most in need, and
to incentivise families to increase their workforce participation.
In the second half of 2019 (prior to the COVID-19 pandemic), the government provided funding of $3.5bn
to the LDC sector,9 a 61% increase in funding support in comparison to the same period only 4 years
earlier in 2015.10
Figure 2 below graphically represents the steadily increasing value of Federal Government spending on
LDC Childcare, from March 2011 to March 2020, in total value and on a per-child basis.
Figure 2: Historical Government Spending – LDC Childcare Australia
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During the course of 2020, both major parties acknowledged their support for the childcare industry, with
the Labor Opposition proposing an increase in the Childcare Subsidy threshold to be available to families
earning up to $500,000 per annum (currently $351,000 p.a.). This is a clear indication that Childcare support
is now understood to be an essential element of the nation’s Economic as well as Social Infrastructure, no
longer perceived as a form of social welfare.
Australia’s anticipated post COVID-19 economic recovery, to the extent that it is to be driven by an
increase in workforce participation, will become increasingly reliant on the utilisation of LDC Childcare
services.
9
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3.2 Regulation
The sector is heavily regulated by Federal and State governments, which enforce educational and
operational standards, as well as governance and accountability. Ongoing compliance is mandatory in
order to qualify for licensing and Federal Government funding. Nationally, the Federal Government sets
down minimum National Standards in its published National Quality Framework (“NQF”).
The legislative backing for the NQF is provided in the Education and Care Services National Law Act
2010. The Federal regulatory body is the Australian Childrens Education and Care Quality Authority
(“ACECQA”), which provides guidance to the States through policy documents such as the NQF. The
Federal government provides over-riding direction and funding for Childcare services.
The various State Government departments provide licensing and regulatory control, and monitor
conformity with the National Standards, with each State having promulgated identical Regulations.
Assessments are undertaken every three years by the State departments, which provide an overall rating
for each Centre, based on specific performance in relation to various quality objectives. These ratings,
which describe performance in terms such as ‘Excellent’, ‘Exceeding’, ‘Meeting’ or ‘Working Towards’
the standards, are highly influential in parents’ decision-making and the ultimate financial success of each
centre.
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SECTION 4: Key Investment Attractions
The LDC industry draws on many essential inputs - operators who are prepared to invest in establishing
and managing the growing number of Centres; skilled and enthusiastic specialist staff; training
programmes for employees; parental support and engagement; government oversight; and investors who
are prepared to commit the necessary capital to the construction or purchase of the more than 8,200 LDC
Centres currently operating.
It is estimated that the gross value of LDC real estate assets in Australia exceeds $18 billion.11
We see the principal attractions of Childcare real estate investment as:

11

The Sector is Strongly Supported by
Government Funding

The Childcare Subsidy provides parents
with means-tested support of up to 85%
of daily fees payable, up to a notional
funding cap of $128 per day (with annual
adjustments for inflation). Fees greater
than $128 per day are permissible, but
receive no further funding over the cap. As
at March 2020, 86% of LDC Centres, were
charging fees below the cap.

Long Lease Terms – Commonly 15-20
years

Long leases minimise vacancy risk and
rental downtime. The goodwill value of the
Operator’s business is directly related to
the length of the lease. New leases typically
range from 15 to 20 years, with annual
increases above the inflation rate and
extensive option periods. For investors, this
provides long term income security and a
reduced vacancy risk.

The Sector is Largely Incentive Free

Tenants’ desires for long and secure lease
terms largely eliminate the need to offer
lease incentives, which dominate other
classes of commercial property where
onerous incentives impact heavily on cash
flows and asset values.

Navigator IC Research
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Childcare as Economic Infrastructure

Businesses, governments, and families all
recognise that the social and economic
benefits of Childcare contribute
substantially to Australia’s ability to
generate a higher GDP. Through the
facilitation of workforce participation, LDC
Childcare contributes to an economy-wide
increase in productivity and extends the
taxpayer base.

Investment Risk is Mitigated by
Residential Land Value

Unlike most commercial real estate
assets, Childcare investments are typically
underpinned by relatively high underlying
land values. Large allotments and low site
coverage improvements work in favour of
long-term growth. Residential land values
represent an additional value driver. Many
investors anticipate that, at the end of a 2030-year lease term, the development value
of the land may have increased beyond
initial investment value.

Labour Supply & Productivity

Childcare is a labour supply driver that
removes the largest barrier to entry to the
workforce for many families - the care of
infants and young pre-school children.
Childcare accessibility has become an
arm of government economic policy,
contributing to economic growth through
increased workforce participation. Even in
periods of low unemployment, access to
affordable Childcare services enables many
to transition from welfare recipients to
contributing taxpayers.

11
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Substitute Locations are Extremely
Limited

Operators cannot simply relocate their
businesses without risking the loss of their
existing patrons. This is a major factor in
the “stickiness” of childcare tenants and
the high take-up rate of lease options. The
Folkestone Education Trust, Australia’s
largest Childcare Centre owner, enjoyed a
98% option take-up rate from its tenants.

Business Value Inherently Tied to Lease

Long lease terms add significant value
to the Goodwill of Childcare businesses.
Regulations, licensing and planning controls
greatly limit the prospects of re-location of
the LDC Centre at the expiry of the lease
term.

Childcare Sector to Remain Closely
Regulated

With the well-being and safety of children
at stake, regulation ensures there will
be no substitute or competitor to the
LDC offering, other than like-for-like
competition. The highly regulated
environment creates a significant barrier to
entry.
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SECTION 5: Commercial Considerations
In making balanced and informed investment decisions, due regard should be had to the associated risks,
some of which are less evident to the inexperienced investor.
As with all investments, the quality of asset management is a key determinant of financial success. Expert
asset management will limit the risks of ownership and optimise the prospects of value enhancement, Best
practice requires close and supportive relations with tenants; and informed decision-making founded on
the collection of timely and relevant information.
The importance of demographic research and obtaining quality legal advice relating to contracts, leases
and other agreements, prior to the acquisition of a Childcare property, cannot be overstated.
Key investment risks to be factored into the selection of a suitable Childcare Centre include:
•

Location relative to demographic trends;

•

Reputation of the Operator;

•

Remaining lease term;

•

Age of the premises;

•

Owner’s exposure to capital expenditure.

•

The development of competing centres in the catchment area.

•

A subsequent reduction in government financial support.

Being always mindful of the above risk factors, the following considerations should influence the
identification and selection of quality Childcare assets:

Lease Covenant & Security
• Long leases are amongst the greatest attractors for Childcare real estate investors. However, the
strength of a lease covenant depends as much on the quality of the operator as it does on the
unexpired term of the lease.
• Many centres are operated by large groups, operating dozens, and in some instances, hundreds of
LDC businesses. Single property owners with limited resources can find themselves at a disadvantage
in any legal dispute with a larger, well-funded tenant. Hence, enforceable securities, such as bank and
personal guarantees become important defensive assets.
• Thinly capitalised shelf companies, or companies acting in a trustee capacity, represent a heightened
risk to property owners. Security over the underlying business assets and goodwill is important. Parent
company guarantees provide some comfort but can potentially be avoided on transfer of a property or
through restructuring.
• Personal guarantees are an important deterrent against operators “walking away” from unprofitable
businesses. Bankruptcy extinguishes a party’s ability to hold a Childcare Provider License. In that
context, where possible, guarantees are provided by individuals in whose name the licence has been
granted, or in the case of corporate guarantees, the individual controller of the company is also a
guarantor.
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Corporate Culture and Management Practices of the Operator
• Childcare is a “hands-on” business that can provide an appealing career path for motivated staff.
Staffing quality, driven by sound management is a key success factor in Childcare operations.
• Poorly selected or managed staff will impact on childrens’ well-being and parent choices. Parents
attend and enter Childcare premises twice daily, and poor management practices or staff morale
become readily apparent.
• Remotely operated Childcare businesses pose a risk if they are not supported by proven and tightly
managed systems and processes.

Demographics and Sustainability of Demand for Childcare
• Childcare is not a “commodity” that can be simply replicated in numerous locations. To be successful,
the operator’s programme and offerings must match the needs and expectations of the local
community in which they operate.
• The demand for Childcare in a catchment area must also be continuous. Every year, approximately
20% of children graduate out of Childcare to primary school. These children can only be replaced
by local area population growth. Reliable demographic data is a key element of Childcare business
management and property ownership.

Building Design, Quality and Longevity
• Centres designed before the new staffing ratios were announced in 2014, and older centres in general,
may face inbuilt obsolescence as they may not allow for optimal or even complying staff-to-children
ratios.
• Older centres are more likely to require capital expenditure by the property owner, which, although still
moderate when compared to other commercial assets, can impact upon investment returns.
• Newer centres are immediately attractive to parents.
• Outdoor areas in older centres require upgrading, which can cost several hundred thousand dollars.
Whilst this is usually a tenant expense, such expenditure can put businesses under pressure and create
a downward pressure on rentals.
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Financial Metrics, Rent, Yield, Fees
• Where available, access to trading data from the operator provides an investor with comfort as to the
business’ performance and financial security. A failed Childcare centre is difficult to resurrect in a local
community.
• Net rent payable should range between 12-16% of maintainable gross revenue, allowing for some
vacancy at all times. For the purposes of determining a market level of rental, a vacancy allowance
should be no more than 15-20% in the current “Covid-normal” environment.
• Annual rental increases for childcare, subject to the term of the leases, are commonly in the vicinity of
3% p.a. Rent reviews materially higher than this may impact on profitability over time, with the property
potentially becoming subject to a “reversion” of asset value at a future date, when market rate rentals
are applied.

Land Zoning, Future Development Potential
• Residential zonings typically generated the highest capital growth over time, and given the size of most
centres (greater than 2,000 sq.m.) can generate future development potential. As with all specialised
real estate, the prospect of reverting to an alternate use should always be considered.

Land Value as a Proportion of Investment Value
• As a rule of thumb, underlying land value should represent no less than 25% of total investment value at
the beginning of a 15-year lease for Childcare premises.
• Sites with multi-level development prospects are favoured over those that are low density in nature,
although long-term development prospects are rarely known at the time of acquisition.

Competition & Development Approval Activity
• Emerging residential zones that bring high population growth are favoured but can also face significant
new competition as the area continued to develop.
• Development Approval and population growth activity must be monitored as markets rarely act with
prefect knowledge. The potential for an over- or under-supply of Childcare Centres should be well
researched to mitigate risk.
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SECTION 6: Future Trends
The global economic upheaval stemming from the protracted COVID-19 pandemic is widely expected to
affect our economy after the reduction in the current level of government stimulus and incentives.
The extent and nature of the likely downturn is uncertain, and reliable forecasting of future conditions
is hampered to that extent. Nonetheless, early economic indicators suggest that Australia’s response in
managing the economic fallout has been quite successful, particularly when assessed on a global scale.
Unemployment has remained at around 7%, and government stimulus packages have created a large
pool of savings, which will be available to contribute to recovery trough consumer spending. The fact that
vaccines will be rolled-out earlier than initially expected has added to the level of consumer confidence.
We hold the view that the LDC Childcare sector of the economy should continue its current long-term
growth trajectory, notwithstanding that it may demonstrate flat periods or even occasional corrections in
the short term. Our confidence in the industry derives from the following factors:
• An increasing level of demand for Childcare, evidenced by a growing 0-5 year population and
increasing Childcare participation rates.
• The need for a second family income promotes increased female workforce participation, and points to
a sustainable high level of demand for LDC Childcare.
• New supply over recent years has enhanced the quality of LDC facilities and operations. Older
centres in areas of stagnant population growth will be outstripped by continuing supply of new,
appealing centres in areas of population expansion – commonly at the fringes of re-zoned residential
development areas. The closure of older centres will offset increasing supply levels.
• LDC Childcare is heavily regulated and closely monitored. Government oversight represents an
additional layer of security for investors.
• The better-quality operators have been investing in their staff, curriculum, and premises over the past
several years, which has been a major driver behind increases in the participation rate and business
profitability.
• Major banks have tightened their lending practices for both Childcare operations and property finance,
favouring proven operators and high-quality facilities. This is likely to see a continuation of the drive to
quality in the industry.
• Government support is strongly bipartisan, with both major parties acknowledging LDC Childcare
as a vital element of our social, economic, and educational infrastructure. This is likely to lead to a
continuation, or even expansion of financial support from all levels of government, and a move towards
less rigid means testing.
• The estimates in the 2020 Federal Budget provide for outlays of more than $27 billion on all forms of
Childcare over the next three years, with approximately 80% of the expenditure flowing to LDC, as
indicated in Table 1 below.
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• The new funding regime (pre COVID-19) provided a significant boost to the industry with the greatest
support for families with taxable incomes below $187,610 (refer earlier commentary regarding the
likelihood of a substantial increase in the non-means tested subsidy threshold).
• The Government’s increased financial support for Childcare during the COVID lockdowns confirms the
sector’s importance to the economy as a labour support and supply mechanism.
• A significant advantage of Childcare investment is the underlying land value component, when
considered in comparison to competing investments in the office, industrial and retail sectors.
The Federal Government’s financial commitment to Childcare is noted in their 2020 Budget
Forward Estimates paper that outlines current and forecast spending over a three-year period. It
should be noted that these estimates are for all forms of Childcare under the Childcare Subsidy
scheme introduced in 2018.
Table 1: Government Forward Estimates of Spending on Childcare Australia
2018–19
Estimated
actual
$’000
Special
appropriations:
A New Tax System
(Family Assistance)
7,725,241
(Administration)
Act 1999(a)
Total expenses for
program 1.2

2019–20
Budget
$’000

2020–21
Forward estimate
$’000

2021–22
Forward estimate
$’000

2022–23
Forward estimate
$’000

8,266,710

8,642,355

9,108,223

9,645,995

Source: Dept. of Education, Skills & Employment, Budget Papers 2020

In our view, when the 2020/21 Budget and forward estimates are revised, the level of total funding
and funding per enrolled child will increase in response to the Covid-19 pandemic. Actual
expenditure for the 2019/20 year is expected to be greater than initially budgeted, reflecting the
direct income support provided to operators during the pandemic in addition to the JobKeeper
programme.
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SECTION 7: Conclusion
It has taken some time for the Childcare Industry to shake off the negative perception created by the
collapse of the ABC Learning Centres in 2008. That company’s demise did not result from a failure in the
basic business model. Rather, ABC Learning suffered from a failure in management and control processes
required to support its excessively fast (exponential) growth. Notably, almost all of ABC’s Childcare Centres
are still in operation, under a similar financial model, but with different management.
Today, as a result of learned experience, in combination with more rigorous regulatory oversight and
improved standards, investment in the sector is considered to be relatively secure compared to competing
real estate asset classes.
At a global level, governments are striving to achieve GDP growth as a path to economic recovery.
The $AUD increased in value against the $USD by 40% between March 2020 and January 2021, which
will negatively influence the competitiveness of Australian exports. Considered in conjunction with the
expected reduction in net immigration, Australia’s government will need to focus on increased productivity
as the principal driver of growth, which will in turn require the maximum level of workforce participation.
The recent growth of the Childcare industry in Australia reflects changing social attitudes and aspirations,
increased workforce participation (particularly amongst women), and the quantum increase in government
support for the Sector.
The private sector of the economy has responded to these opportunities. Real estate yields for LDC
Childcare centres have compressed relative to other classes of commercial assets, increasing the
importance of careful and research-based selection. Values will ultimately be driven by the industry’s ability
to return commercial profits or economic rents to developers and landlords.
Most of the larger participants in the Industry choose to act either as Childcare operators, or real estate
owners of the centres, adding a further layer of commercial discipline to the sector as a whole. Recent
years have seen the development of bigger, more visually appealing Centres, commonly situated at
the fringes of suburban growth corridors, and responsive to cultural and socio-economic circumstances
particular to each location.
As with all emerging markets, uninformed investors will enter the market, in anticipation of a quick profit.
Accordingly, an intending property owner must be both vigilant and diligent in the selection of properties,
with emphasis on the quality of construction; the experience and reputation of the operator; and the
demographic trends in the selected location.
The Childcare industry comes with high visibility and predictability for investors, relative to other asset
classes. This is due largely to government funding and the consequent availability of comprehensive data.
COVID-19 may, over time, prove to be have provided a sustained boost to the Industry, having raised
the awareness of Childcare as a driver of educational standards and the level of employment. It has
also created a strong foundation for long-term government funding and widespread acceptance of its
importance to the economy.
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ATTACHMENT A: Childcare in the 2020s
A1. Context
The early, pre-school years (ages 0 to 5) are highly influential in establishing children’s learning and
socialisation skills. In the face of evidence that Australia’s educational standards have been consistently
falling below those of our international peers, early childhood education is now seen as a vital element in
bridging the educational gap.
From an economic perspective, Childcare serves as a labour supply mechanism for Government to
increase productivity, return people to the workforce (in many instances lifting them out of the welfare
system), widening the tax base to fund services for an aging population, as well as advancing the
employment prospects of women. In contrast to many of the social and educational programs that attract
government support, investment in the Childcare sector has an immediate and material positive impact on
Australia’s GDP.
These significant socio-economic considerations add to the important educational contribution made
by the LDC Childcare industry. The key benefits are generally acknowledged as better learning and
socialisation skills as well as improved intellectual development, independence, and sociability at school
entry.
Studies have shown that children from disadvantaged and immigrant backgrounds demonstrate the
greatest gains from quality childcare.12 Those children, whose parents often work long hours or are not
fluent in English, are prone to struggle from the outset as they enter the school environment. Pre-school
learning and socialisation contribute enormously to the prospects of success in the school system, and aids
greatly in the integration of immigrant communities.

A2. Historical Background
Historically, Childcare was perceived as a welfare measure for children from disadvantaged families. It was
not until recent times that governments have come to recognise the industry’s wider social and economic
importance.
Funding for Childcare was initially introduced in 1972. Early government assistance consisted principally
of capital funding and some operational support to community-run and not-for-profit providers of childminding services. Significantly, that model has now changed to one where financial assistance is provided
to the user and not the provider.
The user-funding model had its origins in 1996 under the Howard government, which recognised the
crucial role that the private sector needed to play in the provision of Childcare services on a national scale,
noting that private operators provided 74% of all Childcare places. A new model was required, one which
incentivised the private sector to identify, locate and provide quality Childcare services.13

Australian Government, Australian Institute of Health and Welfare 2015. Literature review of the impact of early childhood
education and care on learning and development. Cat. no. CWS 53. Canberra: AIHW

12

Department of the Parliamentary Library, Childcare in Australia: current provision and recent developments, Background
Paper No.9 1997-98, p. 4.

13
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A3. Sector Growth
Given the industry’s reliance on Government funding, Childcare operators and investors have access to
reliable statistical data, enabling informed decisions to be made. Childcare is a demand-led economic
sector, driven by demographic trends and workforce participation. The measurement of utilisation of
Childcare services provides the clearest evidence of the increasing demand.
Utilisation is a measure of the number of children attending LCD Childcare, qualified by the number of
hours spent in care on a weekly basis. In combination, these factors provide an insight into the security of
revenue for the operators and rental income for landlords.
Figure 1 demonstrates both the increase in utilisation of LCD (approximately 46%) over the decade to
March 2020, as well as the increasing dominance of LDC relative to Family Day Care, which has been
declining during the same period.
Figure 1 – Growth in No. Children using LDC Centres relative to FDC Centres
No. Children Accessing Childcare LDC v FDC
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Source: Navigator IC, ABS & Dept. of Education Skills & Employment, September 2020

The exceptional increase in LDC participation, relative to the increase in total population during the past
decade, is graphically highlighted in Figure 2 below, with the number of pre-school children attending
LDC during the decade increasing by a ratio of 4.6:1.14
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Figure 2 – Growth in 0-5 Age Group v No. Children using LDC Centres 2010-2019
Growth - LDC Participation v. 0-5 Year Population
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The cyclical nature of LDC enrolments reflects the seasonality of Childcare, with the March quarter typically
the period of lowest occupancy, resulting from the outflow of children to primary schools.
At the same time as the participation rate has increased sharply, so too has the utilisation rate. Whilst not
all children spend 5 days per week in Childcare, the average for the LDC format is approaching full-time
care, at approximately 30 hours per week for each child.15
The average number of hours per week spent in LDC format Childcare has increased by approximately
15% over the last decade. The most noticeable uplift followed the Federal Government’s new Childcare
Subsidy Scheme introduced in July 2018 that reduced the out-of-pocket cost of childcare, thereby allowing
greater utilisation by parents.
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A4. Childcare Business Ownership
Ownership of LDC operations can be categorised into for-profit, not-for-profit, and Government/school
ownership. Over the last decade, the for-profit category, which now accounts for almost 50%16 of LDC
centres has increased its market share, even after the absorption of the nation’s largest private operator,
ABC Learning, by the not-for profit group, Goodstart, in 2010.
The dominance of for-profit, private sector enterprises is not expected to change in the long term, and is
characterised by:
•

Superior access to capital and therefore growth prospects;

•

Expert site selection and willingness to take development risk;

•

Lease covenants on offer are typically superior to Not-For-Profit groups and attractive to
developers; and

•

Co-operative support from close relationships between operators and landlords.

The major for-profit groups comprise listed entities as well as others with significant Private Equity
shareholdings. Listed Groups include G8 Education (ASX:GEM), Think Childcare Ltd (ASX:TNK), Mayfield
(ASX:MFD) and Evolution (ASX:EVO). Groups with Private Equity controlling interests include Affinity
Education (Anchorage), Only About Children (Bain) and Guardian (Partners Group).
With more than 8,200 LDC Centres across the country, the remainder of the for-profit sector is highly
fragmented. There is a large and increasing number of medium-sized groups that operate between 10
and 30 centres.
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A5. Childcare Fees
In the current user-funded environment, the Government has allowed fees to be determined by market
forces. Whilst operators are free to set daily fees, they are naturally constrained by competition. Parents
will invariably visit a number of conveniently located centres prior to enrolling their infant children, and the
daily cost is a significant factor in their decision-making.
Childcare fees are not uniform and can typically vary within a catchment, by 5-10%. However, fees
across the nation, excluding any subsidy, can vary from as low as $75-80 to as high as $170-$180 per day,
depending upon location and demand.
The out-of-pocket cost of Childcare to parents has garnered significant political and media intertest.
Increasing daily fee rates challenged the effectiveness of the previous funding regime, prior to the “Jobs
for Families” package, introduced in 2018.
The Federal Government’s willingness to address the cost to parents underpins its commitment to
affordable Childcare. In 2018, the out-of-pocket cost to parents fell by an average of 11% by virtue of
additional funding provided in the current package.
The Childcare Consumer Price Index below is an ABS composite index that considers pricing of full-time
and part-time care, income levels and Government benefits received under the various funding regimes
both before and after the introduction of the 2nd July 2018 Child Care Subsidy (CCS) scheme. Childcare
has a weight of 1.17% of Australia’s CPI.
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Figure 3 – Childcare CPI Index relative to location
Childcare CPI - by Major State Capitals

Childcare CPI - by Major State Capitals

170

150

130

110

90
2015 2015
Sydney

2016

2016

Melbourne

2017

2017
Brisbane

2018

2018

2019 2019

Adelaide

2020 2020
Perth

2021 2021
Canbera

2022

2022

Australia

2023

2023

2024

CPI All Groups

Source: ABS Catalogue 6401

It is important to understand that the Index above is not a measure of total Childcare fees, but the relative
cost to families utilising Childcare services. The reduction in cost evident from mid-2018 is the outcome
of the Government’s “Jobs for Families” package that included a complete revamping of the Childcare
Subsidy Scheme.
The average headline fee increase has been estimated at approximately 5.1% p.a. over the last decade.17
The primary driver has been the increase in staffing costs under the current funding arrangements, which
require an increase in compliance and reporting, higher staff to children ratios, safety regulations and
operating procedures, in accordance with the National Quality Framework.
It is expected that further measures will be required to reduce the cost of childcare in the future. In
practical terms, this can only be achieved by increased subsidies. Anecdotal evidence indicates that
during 2020, many operators elected not to implement a fee increase and that this lag will be recovered in
2021 and following years.
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A6. Public Policy
Bipartisan support for childcare was emphasised during 2020, driven in large part by government
responses to the economic impact of the COVID-19 pandemic. As early as May 2020, both the Prime
Minister and the Federal Treasurer emphasised the importance of keeping Childcare Centres (and schools)
open in the face of lockdowns imposed by the various State Governments and Territories.
The Federal Budget in October 2020 highlighted this emphasis, as did the Opposition’s Budget speech
in reply. It is worthy of note that during the 2020 COVID-19 lockdown, Childcare was the only sector to
receive Government revenue support as well as the economy-wide ‘JobKeeper’ support programme.
There is currently public acceptance, at federal and state levels, of the Childcare Sector’s contribution to
public education and to workforce participation.
Several factors contribute to economic growth, including population increases and productivity
improvements. However, none is more immediate and more impactive than increasing workforce
participation by reducing the rate of unemployment and under-employment. Public sector investment in
Childcare is understood to yield direct economic benefits that are a multiple of its cost.

17

Navigator IC Research / ACECQA Data 2020

25
24

ATTACHMENT B: Industry Metrics
B1. Financial Metrics
The industry is regulated from a revenue perspective by licensing restrictions, determining the maximum number of
children a centre can accommodate, together with staffing and room ratios. Childcare is not a discretionary item for
families of pre-school age children. Accordingly, although fees need to be competitive, they are typically neither the
sole determinant of value nor how parents make their childcare choices.
Demand for LDC centres varies from location to location. The anecdotal evidence is that most parents prefer
Childcare centres to be located close to home, rather than where they work. However, there are parents who will
seek out centres that suit their culture and/or have a strong reputation and will travel to satisfy their criteria, as
referred to in the 2014 Productivity Commissions Enquiry Report into Childcare, and evidenced in practice.
In the private ‘for-profit’ Centres, a typical cost structure, assuming occupancy of around 90%, will have the following
elements:
•

Staffing costs ranging between 55% to 60% of revenue;

•

Gross Occupancy Costs, including outgoings, at 12% to 16% of revenue; and

•

Operating expenses in the order of 10%.

This analysis highlights the importance of occupancy rates. At less than 65% occupancy, a centre might struggle to
turn a meaningful profit. Occupancy rates above 90% (many centres enjoy up to 100% occupancy, with waiting lists)
can return a potential profit (EBIT) of up to 25% of turnover. The business model offers high rewards for the best
operators in locations with strong demographic profiles.
Public company groups such as G8 Education and Think Childcare Limited, recently reported EBITDA margins of
11.9%18 and 13.2%19 respectively in a COVID-19 impacted environment. More typically, their respective full-year
2019 reports disclosed margins of 14.4% and 13%. With combined staffing and occupancy costs accounting for
85% to 90% of operating costs, there is limited opportunity for larger operators to achieve substantial economies of
scale, and successful, smaller private operators who are engaged more actively in their businesses, can generate a
significant productivity dividend.
Parents are prepared to pay for quality, and the value-add operators consistently attract higher fees and higher
profits per Childcare place. Value-adding in the LDC sector is assessed in relation to the quality of learning
programmes and attention to the safety, health and development of the children.

B2. Business Purchases and Sales
Childcare businesses are freely traded in the open market. Private sector business purchase multiples have typically
been in the 3 to 6 times EBIT range.
Many of the larger operators have pursued the premium that might follow an ASX listing. The early stock market
success of groups such G8 Education saw their stock trading at inflated multiples of up to 22 times earnings.
Influenced by the spread between private and listed business valuations, large Private Equity firms have taken
equity interests in many Childcare groups. Those aggregators have driven multiples for larger trade sale parcels of
businesses to as high as 10 times EBIT over recent years.
Presently however, none of the listed groups is trading at an earnings multiple that would act as a significant
incentive to list. At the time of writing, G8 Education was trading at an earnings multiple of around 6 times earnings.
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