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ABSTRACT 
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This thesis focuses on the child care industry and the feasibility of opening 

a child care center in the O'Fallon, Missouri area. It takes a look at the industry 

from both a national level as well as a local level, analyzing the history, business 

philosophy, marketing strategies, financial components, competition, management 

needs, and the service itself. 

Research shows there is a definite lack of quality child care centers to care 

for the number of children in the United States who are between the ages of six 

months and twelve years. This is also the case in the O'Fallon area where the 

recently established child care facilities have not been able to keep up with the 

growing population. Research also shows that many centers are poorly managed 

and may neglect the health and safety regulations established by the state 

government. Many centers are also unable to retain quality care givers due to low 

wages and benefits that are offered by the centers because of the unavailability of 

adequate funds. 

There is a great need for centers that provide good care as well as the 

educational nurturing necessary to prepare children for school, college and the 



world around them. Children need a safe, secure environment to grow mentally, 

physically and emotionally while parents need to know they are leaving their 

children in the best possible place while they are at work. 

The purpose of this study is to determine whether or not it is possible to 

open a child care facility in the O'Fallon area that can incorporate the necessary 

components to nurture children in the best possible way. This includes good care, 

a quality curriculum, individual attention and maintenance of state and local child 

care regulations and, at the same time, being a profitable business with.in the 

community. 
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Industry 

Chapter I 

INTRODUCTION 

The child care industry has gone through radical changes over the years. 

In the early 1800's, the main goal of child care outside the home was to ease the 

concerns for mothers who had to work. These child care facilities were called 

child "factories." They were overcrowded, unsanitary, and unsafe. Many were 

located in low income, high crime areas. The centers were mainly used by the 

lower class citizens who did not have a lot of money (Gay 14). 

By the end of the l 800's, the centers' names were changed to nurseries, 

and their primary focus was to keep children clean and away from the dangers and 

evils of the street. These nurseries, however, were not inspected or professionally 

staffed and continued to be unsanitary ( 15). 

In the early 1900's, the need for the education of young children was 

discovered . Child care nurseries began providing programs to develop social and 

physical development and learning skills. They used organized play, singing and 

story time, much like the day cares of today. During this time period, 

kindergartens and pre-schools were established (15). 



Today, day care is an important part of family support systems and is 

utilized much more frequently than in years past . It is also no longer provided 

solely by family members or friends. In addition, it is not only used by the lower 

class but the upper class as well (16). 
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There are also many trends that have come and gone in the child care 

industry. The biggest of these is the increase in the number of women who have 

entered the work force (Wojahn 65). This trend, in tum, increases the number of 

children who must have adequate child care. Historically, women/wives stayed 

home to care for their children (Miller 70). Now, less than ten percent of the 

households in America fit the traditional "Ozzie and Harriet" or "Ward and June 

Cleaver" of yesteryear where the father was the bread winner and the mother 

stayed home to care for children (Wojahn 66). Nearly two thirds of the families in 

the United States are two income families (65). Most families, now and in the 

future, will need two incomes to maintain an adequate lifestyle, so child care will 

be a necessity not an option (Gage and Mitchell 174). 

In 1970, only 28.7 percent of American mothers with children under the 

age of six worked outside the home. As of 1990, this figure has doubled to 58.2 

percent (Clark 1107). Through the 1990's, it is estimated that seventy-five percent 

of all mothers with children under the age of six will work outside the home. This 

makes the number of children with mothers working outside the home to be 

almost 11.5 million and this figure is 2.5 million more than it was in 1985 (Miller 

6). In 1992, it was estimated that two out of three mothers worked outside the 

home (Gage and Mitchell 174). Between 1988 and 1995, sixty-seven percent of 
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the jobs that were created were filled by women and approximately eighty percent 

of these women became pregnant at some point during that time (Wojahn 65). 

According to the Bureau of the Census, at the end of 1993 there were 15.4 million 

families with children under the age of six (Entrepreneur Business Guide 5). By 

the year 2000, an estimated 66.8 million women wilJ work outside the home 

(Reeves 22). 

Another trend that can be seen in the child care industry is the inability to 

find good, quality child care at an affordable price. An estimated 5,000 parents 

reject work in the United States because they cannot find adequate or affordable 

child care. In 1993, seventeen percent of mothers in the work force had to quit 

their jobs because of the unavailability of child care (Helms, Nixon and White 

28). Twenty six percent of non-working mothers said they would look for work if 

reasonable child care was available (Wojahn 66). 

In 1992, families spent approximately thirty billion dollars on child care 

(Gage and Mitchell 204). Child care has also been known to consume the largest 

portion of a family 's budget after food, housing and taxes (Clark 1108). Parents 

who have their children in child care can spend anywhere from forty three dollars 

a week to as high as $250 a week depending on the city and the quality of care 

that is desired. The national average, however, is eighty eight dollars a week 

(Tooley 69). Families spend approximately twenty percent of their annual income 

on child care but can realJy only afford to spend about ten percent (Gage and 

Mitchell 174). 
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Also, going hand in hand with the unavailability of quality, affordable 

child care comes the question of disparity and diversity. Some parents, because of 

cost, are able to receive good child care while others find it out of their financial 

grasp. Some children will never have quality care while others are given the 

chance to excel through highly educational child care centers. If a family has the 

money, their children will prosper (Miller 9-10). 

Another trend affecting the industry is the increasing number of single 

parent households. When there is only one breadwinner in the family, the ability 

to afford quaJjty child care diminishes greatly. Approximately twenty-five 

percent of the children in the United States live in single parent households. This 

number encompasses four million who are under the age of six. Of these, 3 .3 

million children live with single mothers and just over one million live with single 

fathers (Reeves 23 ). 

Increasing expectations are being placed on the child care industry. 

Parents want more than just basic child care. They want: 

• The latest facilities 
• Attention to physical care 
• Social elements 
• Educational curriculum 
• Physiological and psychological knowledge of children 
• Low cost 
• Convenient hours including evenings, over-nights and weekends 

(Berezin 7-8) 

For many child care givers, including all of these items just is not feasible. They 

must then choose which ones they feel will result in the greatest benefit for 

potential clients (10). 



Also affecting the child care industry is the birth rate. Live births in the 

United States have been steadily increasing by 3.4 percent per year since 1987 

(Entrepreneur Business Guide 6). The Census Bureau forecasts a population of 

between 260-278 million by the year 2000. Likewise, the fertility rate has been 

increasing since 1988 and could reach as high as 2. 7 during the l 990's. This is 

expected to cause another baby boom (Exter 55). 
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One final trend affecting the child care industry is the increasing 

complexity of the work place. With the increasing down-sizing of corporations 

and closing of companies, employees must be at their best at all times. Problems 

with child care are the most significant predictors of absenteeism and 

unproductive time at work. Nearly forty-five percent of professional employees 

indicate that family problems, including child care, will affect their performance 

at work (Regan and Rhodes 56-57). Child care issues caused an average absence 

of thirteen days a year for employers (Reeves 79). Other problems that result 

from problems with child care include low quality work, increased turnover, and 

lack of concentration (Regan and Rhodes 56). Some corporations have even seen 

on-site child care as a benefit that can be offered to greatly impact production, 

performance and morale (EntrepreneW' Business Guide 58). 

Firms in the Industry 

In 1993, there were 80,000 child care business in the United States with 

the capacity to care for over five million children. This number is expected to 

double in the next ten years (Reeves 25). Of these businesses, only 2,000 are 



accreclited because this process is so difficult (Gage and Mitchell 204). These 

child care centers can be :financed by families, non-profit agencies, individual 

entrepreneurs, large scale profit-making bodies, government agencies or a 

combination of these groups (Miller 1 J ). The capacity to care for children in day 

care centers has increased eighty percent since 1970 (Clark 1107). There are also 

118,000 regulated family child care providers who care for 860,000 children 

(Entrepreneur Business Guide 3). 

There are several types of firms in this industry. First, there is "In-home" 

care; someone is hired to work in the borne with the children. Examples include 

nannies and baby-sitters. In this case, the employer (parents) sets the hours, 

responsibilities, and the rate of pay (Berezin 13). The care giver may or may not 

Live in the home. This form also includes "Shared care" where one home is used 

but various families use the one sitter (Reeves 24). 
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The second form is "Family Day Care" where the child is cared for in the 

care givers home. The care giver could be a neighbor, a friend, or a family 

member. This care giver could care for just one child or one family, or a srnalJ 

group of children. The care can be part-time, fulJ-tirne or eve□ overnight, and the 

care giver sets the fees, hours and the program (Berezin 14). 

The third type of child care is "Center Care" where the care that is given 

takes place outside the home setting. The center may exist on its own or it may be 

run by a larger organization such as a church, synagogue, community center or 

business. The most common of these serves ages three to five; however, some 
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also care for infants and school-age cb.iildren. These centers also provide care and 

social and educational experiences (15). 

There are no regulations for ''Home Care" child care (34). "Family Day 

Care" has a regulatory agency known as The National Association for Family Day 

Care. Examples of regulation include: 

• Care giver must be at least eighteen years old 
• Care giver should have at least basic training in first aid, safety and 

child development. 
• One care giver for no more than six children, including their own, with 

no more than two under the age of two. 
• Two care givers for no more than twelve children, including their own, 

with no more than four under the age of two (62). 

"Center Care" carries even mor,e regulations which vary per state. Local 

government agencies have the appropriate rules for these centers. These laws 

encompass health and safety, food service, care giver to child ratios, facility 

space, and care giver record checks (Reeves 127-128). 

Children under the age of five are cared for as depicted in the fo llowing 

table: 



Table 1 

Child Care Distribution Percentages 

Care in the child's home 

Care in another home 

Child care centers 
Child cares for itself 
Mother cares for child at work 
Other arrangements 

By mother 
By other relative 
By non-relative 

By relative 
By non-relative 

15.3% 
8.4% 
6.2% 

13.3% 
22.3% 

Source: Reeves, Diane Lindsey. Child Care Crisis. Santa Barbara: 
Contemporary World Issues, 1992. 

29.9% 

35.6% 

24.4% 
0.3% 
8.9% 
1% 
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As indicated in Table 1, 65 .5 percent of children under the age of five are 

cared for in what is known as the "Home Care" or "Family Day Care" situation. 

"Center Care" counts for 24.4 percent of these children. Considering there are 

approximately 11 .5 million children with both parents working outside the home 

(Miller 6), this means that almost 7.5 million children are cared for in a home 

atmosphere, and 2.8 million children are cared for by child care centers. Also, the 

number of children cared for by day care facilities has been steadily increasing 

since 1970 (Clark J 107). 
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Size of Firms in the Industry 

By the end of 1995, for-profit child care centers have become part of what 

has been expected to be a forty-eight billion dolJar industry in the United States 

(Gay 29). In 1991, revenues in the child care industry were $2,943,800,000 taxed 

and $2,233,500,000 not taxed. This revenue was split between approximately 

50,809 child care centers that are on record. The average revenue per 

establishment in 1991 was $127,423 (Service Industries 396). 

In 1994, gross profits for child care services were $246,187,000 and net 

profit after taxes were $22,581,000. The net worth of child care centers in 1994 

was $127,250,000 and the number of child care givers at that time was 382,000 

(Industry Norms 221). This number includes not only centers but also farnily 

home care givers. The largest child care facility is the chain called Kinder Care. 

This corporation has more than 1,200 centers in the United States and Canada, 

and they are a multi-million dollar business (Gay 39). 

Average Investment Required 

The minimum industry investment that would be required to open a child 

care center is $46,700. This minimum would cover a center in an existing 

building with minimal equipment and for a small number of children. The 

industry average investment is closer to $60,480. This would be a center 



established in an existing building with some renovation required. This would 

also include purchasing new equipment and space for an average number of 

children, approximately seventy-five. A large center facility equipped from the 

ground up can cost more than $100,000 (Entrepreneur Business Guide 2). 

Services Provided 

The child care industry itself serves two categories: the parents and their 

children. These two groups require a lot of the child care service and expect it 

when they are searching for child care. The main aspects of child care service 

include the facility itself, the care given, the care givers, the states regulations, the 

food served, the location of the center, and the children that are enrolled in the 

centers all play a part in a parent' s decision to use this particular service. 

The main concern of parents when placing their child in day care is the 

environment. They want their children in facilities that are safe, clean, and 

nurturing. They need to know their children will be secure while they are gone 

(Smith 14). 

A second concern is the location of the facility. As much as ninety-five 

percent of the population feel this is important in the selection of a center (Helms, 

Nixon and White 29). Child care centers typically attract families that live or 

work within a five to ten mile radius of the center itself (Entrepreneur Business 

Guide 8). 

Parents also want the best care for their children while they are gone. 

They want care givers with education and experience (Berezin 10) and would 

/ 
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prefer the education to include child growth and development; family dynamics; 

interpersonal relationships; health and nutrition; and CPR and safety training (33) . 

A staff with a low turnover is also important for stability and trust between 

children and their care givers (Gage and MitcheU 204). Parents also want children 

treated as lovingly as if they were at home, so friendly and nurturing care givers 

are a must (Berezin l 0). Parents also want their children learning while they 

attend child care facilities. They want them to learn social skills; educational 

skills inducting math, reading and writing; and hygiene skills (7). They also want 

adequate work and play time both indoors and out; language development; 

physical development; self-concept development; and age appropriate materials 

(Reeves 4 3). 

The service provided also includes strict adherence to the government 

regulations regarding child care. This includes licensing; low child to care giver 

ratios; sanitation requirements in hand washing, diapers and toys; and following 

state fire and safety codes. There are also regulations governing the space 

allotment there must be per child both iinside and out, the number of rest rooms, 

and the maximum number of children a facility can safely maintain (Mahler 62). 

The service also includes meals which can cause a lot of concern among 

parents. They want meals that are nutritious and taste good. The meals must also 

be prepared to meet all the health codes involved in food preparation. Many 

illnesses can be passed during food preparation (62). 

Lastly, the service includes the other children that will be using the child 

care facility. Centers must have a system set up to be sure children are properly 
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vaccinated before beginning class, and that sick children are not brought to the 

centers to be grouped with the healthy children. Also, centers should have 

children grouped according to ages and mental abilities. This way, there will not 

be any children who are either being taJUght in a group too advanced or too slow 

for them (62). 

Profits to be Realized 

The profits to be realized in the child care service industry depend on the 

number of children for which care is provided. Home based child care givers with 

less than twelve children can profit as much as $15,000 annually. However, in 

this type of child care, the more children there are, the more care givers there must 

be by law. This will slow the returns received even if the number of children 

cared for is increased. Center based child care facilities average profits of 

$58,000 annually and the average return on investment is ninety-six percent. 

Centers with over 100 children are where the big returns are. Owners can profit 

$65,000 a year or more fairly easily. In this type of center, the more children 

there are, the greater the gross revenue and profits. A new center can break even 

at sixty-five to seventy-five percent capacity (Entrepreneur Business Guide 2). 

Success and Failure Statistics 

Although no exact success and failure statistics could be found, there are 

some indications of where the child care industry is going. The stability of the 
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industry is moderate and so is the risk factor. The industry growth prospects are 

very good, and there is great potential for absentee ownership. The ideal market 

to ensure success in the child care service industry is a market with ten percent of 

the population under the age of six; twenty percent of the adult population 

between the ages of twenty and thirty-four; and an average yearly household 

income over $24,000 (Entrepreneur Business Guide 2). 

There are also other indicators of the success of child care centers in the 

United States. First, children who are exposed to early childhood care adjust 

better to kindergarten and schooling (Gay 96). Also, children cared for by 

relatives dropped from thirty-three percent in 1965 to nineteen percent in 1990 

and is still dropping (Clark 1107). Lastly, child care related absenteeism due to 

non-center care costs businesses three !bi llion dollars a year (1108) . 

Employment Possibilities 

There would not be a lot of positions created in the industry as there are 

with a factory or a department store, but there would be some. The exact number 

would depend on the number of children involved. Tn an average child care 

center, there is one director or owner. This person may or may not supervise the 

curriculum, teachers and students, hire and terminate employees, and conduct 

evaluations of the center and its members, or they may play a more absentee 

managerial role. There usually is a supervisor who is responsible for the 

overseeing of the day-to-day activities of the center and its staff, meals, 

programming, and will help the director where needed (Entrepreneur Business 
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Guide J 02). There is also a superv ising teacher who oversees the teachers and the 

class programs (103). There are teachers staffed to meet government guidelines 

of child to care giver ratios. This could be anywhere from five to fifteen or more 

and they could be full or part time (102). There is also at least one cook but there 

could be as many as four or five depending on the size of the center. These cooks 

are resporu;ible for providing balanced, nutritious, good tasting meals for children 

and staff (57-58). There is also a custodian responsible for the daily cleaning of 

the facility, its offices, rooms, and rest rooms (58). Altogether, there is the 

potential for the creation of at least ten and as many as twenty-four position s 

within the industry. 

Summarv and Statement of Purpose 

The child care industry has come a long way since the I 800's and today is 

a very profitable service to enter. Considering the profits and revenues to be 

realized within this industry, the trends: evident in this type of business, and the 

success potential of a person entering this trade, it is definitely worth further 

consideration. The purpose of this project is to further examine the child care 

industry on a more local basis and prepare a business plan. 



Existing Conditions 

Chapter II 

LITERATURE REVIEW 

The child care business is an industry that will be very profitable to enter 

in the future. As of 1993, the St. Louis area is five or six years behind both the 

east and west coasts in the day care field (Newark 4F). This means that for the 

number of children in the St. Louis area, there are not nearly enough adequate 

facilities to care for them. Also, two incomes are now becoming a necessity and 

not a luxury (Gage and Mitchell 174). This indicates child care will no longer be 

just an option but a requfrement for families in the St. Louis metropolitan area. 

Finally, many day care facilities have long waiting lists before children can even 

enroll for day care, some as long as two years. This again demonstrates the need 

for more child care facilities (Wojahn 64). 

There have also been studies which indicate that although at-home day 

care is preferred, the majority, almost fifty two percent, of chi ldren are cared for 

outside a home atmosphere. This same study also indicates that parents prefer at­

home child care for infants; however, as the children become toddlers, center care 

is preferred because of its social elements (Crispell 12). Another study showed 

that a regulated facility is often better than a blood relative watching the children 

because care givers in a facility often have taken courses in childhood 

development and early education. The facilities have activities, standards, and are 

attentive to children because they chose child care as an occupation (Ogintz 139). 

15 
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Another study linked the connection of mothers who do not have high 

school cliplomas with the inability to afford child care of any kind. These mothers 

are also at or below the poverty level and typically have three or more children 

(Cattan 6-7). This indicates the importance of selecting a location where families 

are living above the poverty level and have a high school education. In St. 

Charles Couuty, 83.3 percent of the population had high school diplomas in 1993. 

Also, there was only 3 .5 percent of family households and ten percent of non­

family (single parent) households living below the poverty level. The average 

household size in St. Charles County is 2.8 which indicates that most households 

have at least one child (Sourcebook of County Demographics 37 A, C, D). 

The population of the state of Missouri has increased from 5,117,073 in 

J 990 to 5,233,849 in 1993, creating a 2.3 percent population increase (1995 

Almanac 379). There were also 77,986 births in the state making the birth rate 

14.9 percent. These percentages have remained fairly constant since the early 

1970's. Factoring in deaths as weU as births, it creates a natural population 

increase of 21 ,491. A natural population increase does not include residents' 

relocation, only births and deaths (Missouri Department of Health 3 ). 

The population of St. Charles increased from 212,907 in 1990 to 231 ,200 

in 1993, an increase of 8.6 percent. This increase is higher than the state. The 

population is expected to increase to 259,347 in 1998 (Source book of County 

Demographics 37 A). By the year 2000, it is projected to increase to 276,500. St. 

Charles currently has the higher increase in population than any other city in St. 

Louis County. In St Charles County, St. Peters shows the most growth in 
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popuJation, increasing eighty-eight percent between 1988 and 1993. O'Fallon is 

second with sixty-two percent growth between the same time (East-West Gateway 

Coordinating Council 1995). Within three to five years, the city of O'FaJlon is 

expected to be the largest city in St. Charles County (Rankin Interview). 

A study of child care facilities indicates that 12.3 percent are rated poor, 

73.7 percent are mediocre and 14.0 percent are developmentaJly appropriate. 

Poor means that the children's safety needs are not met, no learning is encouraged 

and no nurturing from the adults is observed. Mediocre means that a child's basic 

needs are met, some nurturing is evident, but there are few learning experiences. 

Developmentally appropriate means that health needs are fully met, learning is 

encourage-el, and nurturing is found between every care giver and child (Galen and 

McNamee 38). 

To improve, child care facilities or those entering the child care industry 

must do four things. First, they must teach parents to identify quality child care. 

Second, standards must be raised. Facilities must work to increase state standards 

and encourage better monitoring. Third, facilities must increase their investment 

in education and the training of staff and administrators. They must also increase 

pay which is commensurate with duties and experience. Lastly, facilities must 

work toward financing and support through government and private sector 

subsidies for those families who cannot afford child care (Galen and McNamee 

38). 

Quality child care can be easily located in the state of Missouri by parents 

because of the increasing number of resource and referraJ agencies (R&R' s ). 



Eight out of ten areas in Missouri have R&R's, and the remaining two have 

federal money set aside for this cause (Cadden 23). 

Components of a Business Plan 
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One of the first stages in starting a child care business is the creation of a 

business plan. The plan should describe the business, its service, market, staffing 

and financing needs. This business plan will ascertain the feasibility of pursuing 

the steps needed to start the business (Department of Economic Development 6). 

The following is a suggested business outline: 

I. Cover letter 

A. Applicant name and address 

B. Amount and purpose of loan 

C. Term and source of repayment 

D. Collateral offered 

II. Description of Business 

A. Type and form of business 

1. Sole proprietorship, partnership, corporation? 

2. What will you do? 

B. Location and plant description 

C. Product description 

1. What will be unique or different 

D. Timetable for business plan implementation 

1. When do you plan to start? 



2. How do you plan to implement your idea? 

Ill. Market analysis 

A. Market identification 

B. Market Size 

C. Market's growth potential 

D. Industry trends 

E. Pricing of products or services 

JV. Competition 

A. Identification of nearest competitors 

B. Assess their strengths and weaknesses 

C. Describe the advantages your business will have 

V. Management Plan 

A. Personal history of principals (resumes) 

B. Organization chart 

C. Duties and responsibilities 

D. Staffing plan (include number of employees, salaries, fringe 

benefits, training, needs, etc.) 

VL Sources and Uses of Funds 

A Identify the items to be purchased 

B. Include current contractor and supplier estimates, including 

installation, freight and contingency costs 

19 



C. Identify proposed sources of funds; including owner's cash 

injection, proposed bank financing and funds from any other 

sources 

D. Include working capital needs, if applicable 

VII. Marketing Strategy 
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A. Identify method of senling products: direct, through distributors, 

retail chain, etc. 

B. How will products be serviced? 

C. What kind of advertising is anticipated? 

D. Identify costs 

VIlI. Financial Data 

A. Pro-form.a Balance Sheets 

B. Current Balance Sheet 

C. Pro-forma Profit and Loss Statements 

D. Personal Financial Statements of Principals with more than 

twenty percent ownership in the business 

E. Cash Flow for one year, month-by-month, for first year after 

receipt of loan. Include assumptions (9-10). 

Other items that could be included are credit information (business and 

personal); letters of intent from customers; leases; contracts; articles about the 

business; and, if applicable, the franchise agreement ( 10). 
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Experience and education, profits, and growth and loss potential 

In the child care industry, there are facilities with absentee owners. These 

owners employ a center director to talce care of the center itself while the absentee 

owner takes care of the financial, advertising, managerial and marketing areas. 

Toe center director or manager has many experience and education requirements 

for the child care industry that the absentee owner does not (Entrepreneur 

Business Guide 2). 

The center director must have twelve months' experience and six college 

semester hours in child-related courses. toward meeting the educational and 

experience requirements for director of any size facility to be a Child 

Development Associate (CDA). This experience must have been supervised and 

full-time (a minimum of thirty-five hours a week) paid experience in working 

with children in a child care setting. Each month of full-time experience may be 

substituted for two college semester hours in unspecified courses, but not for the 

required child-related courses. The credit hours must have been received from an 

accredited college. The courses may include those in: 

Early childhood education 

Elementary education 

Child development 

Child psychology 

Nutrition 

First aid 

Recreation 



Nursing 

Health 

Marriage and family 

Social Work 

Sociology 
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The Child Care Licensing Unit must have the official verification of the director 

on file prior to the beginning of employment. Any transcript used for verification 

of education must have the official seal of the college or university (Department 

ofHealth 18). 

If the center is going to have more than 100 children, there are additional 

requirements that the center director must meet. The director must have 120 

college semester hours which must include: 

• Twenty-four hours of child related courses (six of those hours may 

include courses in business or management), or 

• Four years' experience and twenty-four college semester hours in 

child-related courses (six of those may include courses in business or 

management 

The other staff members are required to have at least twelve clock hours of 

child care related training during each year of employment. This training must be 

approved by the Department of Health and can include health, safety, nutrition, 

guidance and discipline; appropriate activities and learning experiences for 

children; positive communication and interaction with parents; planning and 

setting up an appropriate environment for children; professional and 
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administrative practices; or other child-related areas. This training must be 

documented with dates, number of hours of training, subject and the name of the 

individual who conducted the training and it must be kept on file at the facility 

(19). 

As mentioned earlier, profits for a child care facility can average $58,000 

annually. For centers of I 00 children or more, profits can easily reach $55,000 

annually or more. In center care, the more children who are enroUed, the greater 

the profit potential. A center can break even running at sixty-five to seventy-five 

percent capacity (Entrepreneur Business Guide 5). 

A key factor in a service industry is the location of the facility. ff the 

facility is located in a growing area, chances are it will have an .increased ability to 

grow as weU (Armstrong and Kotler 605). In the St. Charles, St. Peters, and 

O'FaUon areas, not only is the population growth good, but so is the economic 

development. According to Michael Rankin, Director of Economic Development 

for the City of O'Fallon, anywhere in the city or its surrounding area would be a 

good location for a day care. There are new subdivisions, new business and more 

planned for the future (Rank.in Interview). In the industry as a whole, growth 

prospects are very good (Entrepreneur Business Guide 2). 

There have not been any loss information published listing exact numbers. 

However, the stability in the market is listed as moderate and so is the risk factor 

(2). 



OrganizationaJ Structure 

There are four main types of organizational structures each possessing 

advantages and disadvantages. They are sole proprietorships, partnerships, 
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limited liability companies and corporations (Small Business Administration L-1). 

About eighty percent of businesses are established as sole proprietorships and the 

remainder is divided fairly equally between partnerships, limited liability 

companies and corporations (Brigham and Gapenski 10). 

There are several consideration:s that must be evaluated to determine 

which structure is right for each company. They include federal , state and local 

taxes; financial liability of the owner; opportunities for future growth; ease or 

complexity of operating the business; and factors peculiar to the particular 

business (Small Business Administration L-1). 

An un-incorporated business that is owned by just one person is a sole 

proprietorship (Brigham and Gapenski 10). A sole proprietorship can be created 

by simply selecting a location, acquiring the applicable licenses, and opening for 

business (St. Louis University 6). The start-up costs in this organizational 

structure are typically less than any other type of structure (Department of 

Economic Development 2 1). The advantages of this type of business structure 

include that it is the easiest and least costly way to set up a business, and the 

owner also has all authority over decisions made regarding the company (St. 

Louis University 6). Sole proprietorships also pay no corporate income taxes. 

Another advantage in the state of Missouri is that the proprietor does not have to 



pay unemployment taxes on his/her earnings because they are not considered an 

employee of the business (Hipp and Jenkins 2.3). 
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The disadvantages are that the owner has unlimited personal liability for 

any debts and taxes of the business, and all losses belong to the owner and must 

be reported on his/her federal income taxes (2.2). These losses can, at times, 

surpass the amount the owner has invested into the company. Also, a sole 

proprietorship can have trouble obtaining additional capital because it depends on 

the owner's personal assets which are often aU tied up in the business. Lastly, if 

the sole proprietor dies, so does the proprietorship (St. Louis University 8). 

Partnerships are divided into three categories: general partnerships, limited 

partnerships and joint ventures (Small Business Administration L-1 ). Two or 

more people who input money, skills, labor, or property in.to a business and agree 

to share all profits, losses, and management have a partnership. Law does not 

require that this partnership be a formal written document; however, it is often 

better to spell out all agreements (Hipp and Jenkins 2.4). 

In a general partnership, each partner individually is a representative of the 

company and is capable of doing anything required to operate the business such as 

borrow money, sign contracts, or hire staff. Each is also responsible for debts, 

taxes and any other claims again.st the company using personal assets to pay 

creditors if necessary. Also, if a partner is wiable to pay personal debts, creditors 

can take it out of the business of which they are a partner. In a general 

partnership, there is no income tax paid. Any profit or loss is shared and then 

reported on their personal income tax returns. The income from a partnership is 



treated the same as that of a proprietorship; in that, it is not subject to 

unemployment tax because partners are not considered employees of their own 

business (2.4-2.5). Also similar to a proprietorship, the death of one partner 

dissolves the partnership unless otherwise stipulated in an agreement, and it is 

harder to raise additional capital because the loans are based on the partners 

whose money is often totally invested into the business (St. Louis University 8). 
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In a limited partnership, there must be a "Certificate of Limited 

Partnership" filed with the secretary of state and a partnership agreement formally 

documented. A limited partnership is more heavily regulated than the general 

partnership, and there must be at least one or more general partners and one or 

more limited partners to establish this type of partnership (Hipp and Jenkins 2.5). 

A limited partnership gives limited personal liability to an investor who is not 

involved in the operation of the business but desires to be a partner. The limjted 

partner risks only the investment and is required to allow the general partner(s) to 

have complete control over the business. If limited partners become involved in 

the business, they can lose their status as a limited partner (Department of 

Economic Development 21-22). The general partners are also totally liable for 

the partnership's debt (Hipp and Jenkins 2.5). Lastly, if assets are liquidated, the 

limited partners are paid before general partners (Small Business Administration 

L-5). 

A joint venture is similar to a general partnership but is limited in either 

scope or duration. This type can be formed for a single project such as for a 

construction plan or for several projects such as building houses in a subdivision. 



The time period can be definite or indefinite but is usually a short duration. As 

with the general partnership, a written agreement is not required by law; the 

actions of one of the members of the venture obligates all members, and all 

members are bound by the debts and liabilities of the venture. The death of a 

member dissolves the venture; however, an implied agreement can be used to 

complete the project. A joint venture is truced like a partnership (SmalJ Business 

Administration L-6). 

A limited liability company is neither a corporation nor a partnership but 

establishes liability protection like a corporation and flexibility in capital and 

management structure similar to a partnership. These structures are organized 

under the Missouri LLC Act which was enacted on December 1, 1993 
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(Department of Economic Development 22). They are also taxed like a 

partnership. The people involved in a limited liability company are called 

"members." There are four characteristics which set a corporation apart from 

other structures. First, there is limited liability of the shareholders for debts of the 

company. Second, there is free transferability of interest in the corporation. 

Third, there is continuity of life of the corporation upon the death of a share 

owner. Fourth, there is a centralized management in which all members of the 

corporation do not operate in the management of the business. To be a limited 

Liability company, the business must lack at least two of the four characteristics. 

Since the purpose of establishing a limited liability company is to attain limited 

Liability, the company must only possess one of the last three characteristics 

(Small Business Administration L-7, L-8). 
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A corporation is created by a state as a legal entity separate from its 

owners and managers (Brigham and Gapenski 12). The control of a corporation is 

based on stock ownership. The owners are entitled to all profits of the business 

but their liability is limited to the amount they have invested in the corporation 

(St. Louis University 7). The corporation is formed under state statutes and is a 

legal entity which can sue and be sued, can carry on a business and uses human 

skills. Its dealings are supervised by a board of directors that elects its officers 

and oversees the officers' performance. The board is elected by the stockholders. 

Toe dealings of the corporation are completed without the consent of the 

stockholders. These dealings are regulated to some extent by state statutes (Small 

Business Administration L-10). 

There are two types of corporations. They are the C-Corporation and the 

S-Corporation, and the differences between the two Lie in the treatment of 

taxation. The C-Corporation files a tax return and pays all of its taxes. This type 

of corporation is subject to double taxation. Since its dividends are not 

deductible, it pays taxes on income which includes dividends to stockholders. 

These stockholders then must pay taxes on their dividends as income (L-11 ). 

The S-Corporation files a tax return but does not pay the taxes. The 

profits or losses are then passed on to stockholders in proportion to their 

ownership and they pay the taxes. Because of this, they are not subject to double 

taxation. Another benefit of the S-Corporation is that since the losses are 

distributed to stockholders, the corporation reduces their taxable income. To be 

considered an S-Corporation, the following criteria must be met: 
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• Have individual stockholders. 

• Have no more than thirty-five stockholders. 

• Have no stockholders that are non-resident aliens. 

• Have only one class of stock. 

• Have not more than eighty percent of their gross receipts from outside 

the United States. 

• Have not more than twenty percent of the corporation's gross receipts 

from royalties, rents, dividends, interests annuities, and gains on sales 

or exchange of stocks or securities (St. Louis University 7). 

Both types of corporations have continuity of the business. If a 

stockholder dies, it does not dissolve the corporation; another person takes his/her 

place. Also, the ability to obtain additional capital is handled through the sale of 

additional shares of stock which is easier than any other structures ability to 

obtain capital (7). 

ln the United States, child care centers are set up under each of the three 

major types of organiz.ational structures: 60.6 percent set up as corporations, 32. l 

percent set up as sole proprietorships, and 7.3 percent are set up as partnerships 

(Service Industries 396). Many service industries are set up as corporations to 

minimize personal liability, and this holds true in the child care industry. Since 

limited liability reduces the risks of investors, the lower the risk, the higher the 

firm's value. This, in tum, increases the firm's ability to generate additional 

capital (Brigham and Gapenski 13). 
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Organizational Chart 

An organjzatjonal chart is a diagram of an organization that shows Lines of 

authority or chain of command. There are many types of organizational charts 

such as functional charts where areas are defined by their functions or territorial 

charts where areas are segregated by the geographic regions they serve. Another 

type is a matrix chart where the functional is crossed with the project at hand or 

product-service charts that are arranged by the products or services provided 

(DuBrin 197-204). 

In the child care service industry, the chart that works best is the functional 

organizational structure where departments are arranged by the function each 

performs. Each department carries out specialized activities in the department in 

which they work (198). Table 2 depicts an organizational chart for the child care 

industry. 



Head 
Custodian 

Assistant 

Assistant 
Teacher 

Aide Aide 

Table 2 

Child Care Organizational Chart 

Owner 

Director 

Assistant 
Director 

Supervising 
Teacher 

Assistant 
Teacher 

Aide Aide 

Head 
Cook 

Cook 

Assistant 
Teacher 

Aide Aide 

Source: DuBrin, Andres J. Essentials of Management, 3rd Ed., Cincinnati: 
South-Western Publishing Company, 1994. 
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At tbe top of the organizational ,chart is the absentee manager. The 

absentee manager oversees the managerial, financial and marketing aspects of the 



business but not the day-to-day operafion of the child care center. This absentee 

manager might meet with parents about the business, supervise the hiring of 

employees, and be sure the facility meets the city and state requirements. This 

person more than likely wiJJ have a business degree and one to two years' 

experience managing a business (Entrepreneur Business Guide 59). 
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Directors are the key to success of the operation. They are involved in the 

hiring, training and supervising of employees. They are also responsible for 

scheduling, bookkeeping, handling enrollments, and solving the day-to-day 

problems that wouJd arise in the center (59). Directors are responsible for the 

administration of the child care program in agreement with state reguJations, 

evaluations of employees, staff training, and communications with parents. They 

will also maintain a program that meets the emotional, physical, intellectual and 

social needs of the children under their care and serve as a leader to the children 

and employees as a whole (Reeves 102). 

The state of Missouri requires the director to have a specific number of 

hours of college credit depending on the child capacity of the center. For a center 

of up to twenty children, the director must have thirty college semester hours with 

six of them in child-related courses, or twelve months' experience with six college 

semester hours in child-related courses. A center with twenty-one to sixty 

children needs a director with sixty college semester hours, with twelve of them in 

child-related courses, or twenty-four months' experience and twelve college 

semester hours in child-related courses. A director for sixty-one to ninety-nine 

children needs ninety college semester hours with eighteen of them in chiJd-



related courses, or thirty-six months experience and eighteen college hours in 

child-related courses. A facility with 100 or more chjJdren requires a director 
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with 120 college semester hours with twenty-four of them in child-related courses. 

Six of the twenty-four college semester hours can be in business or management. 

OI, they may have four years' experience and twenty-four college semester hours 

in child-related courses with six of them in busmess or management (Department 

of Health 19). 

All those working in the center, including the diiector, must have twelve 

clock hours of child care related training for each year of employment. The 

training includes topics such as health, safety, nutrition, guidance and iliscipline, 

appropriate activities and learning experiences for children, positive 

communication and interaction with parents, or planrung and setting up an 

appropriate enviionment for childien. This training must be approved by the 

Department of Health (I 9). 

There should also be an assistant directOI in the facility. This person 

works in close proximity with the diiector. They help develop the child care 

education program, aid m running the child care in accordance with state 

regulations, and assist the diiector with the organization and delegation of work. 

They work with the teachers to establish the components necessary to meet the 

program needs such as materials, supplies, curriculum and eqwpment. They 

supervise the staff and develop the standards the staff is to operate by (Reeves 

103). There are no government regulations regarding this position other than that 

they must receive twelve hours of training a year in child-related topics 
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(Department of Health 19). Most facilities require this person to have some 

college semester hours in child-related courses and a certain amount of experience 

because this person would act as director if the director became ill or was unable 

to come to work (Entrepreneur Business Guide 59). 

There will be several supervising teachers. These teachers head up an age 

group and its employees. They manage the program, supervise the children's 

progress, plan curriculum, coordinate teachers within the group, maintain records, 

work with the parents, participate in center events, train the members of their 

group, and may assume other duties as delegated (Reeves 103). Again, this 

person does not have any college requirements as far as the Department of Health 

is concerned. They are required to attain the twelve hours of yearly training in 

child-related courses (Department of Health 19). Most centers prefer these 

teachers to have some college semester hours, but it is not required. They must 

have experience in the child care industry to be able to create programs, 

curriculum and supervise staff (Entrepreneur Business Guide 59). 

Next, there are the assisting teachers. These teachers assist the supervising 

teacher in carrying out the curriculum~ aid in supervision of the children, maintain 

a safe, positive, and healthy classroom environment, help plan and organize 

activities, assist in record keeping of the child.re~ work with parents when 

necessary, and participate in events (Reeves 103-104). These employees also 

have no state requirements for hiring other than the twelve hours of yearly 

training (Department of Health 19). Many centers hire people for this position 

who are working towards their degrees in child-related fields such as teaching. 
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Other than that, centers need teachers that are nurturing, caring, mature, and have 

positive attitudes (Entrepreneur Business Guide 59). 

Teachers' aides supervise areas assigned to them by the supervising or 

assisting teachers. They also maintain neat, clean and orderly classrooms and 

assist in the implementation of the curriculum (Reeves 104). This person must 

only obtain the twelve hours of yearly training in child-related topics. They, 

along with all staff members, must be at least eighteen years of age (Department 

of Health 19). 

Tue center will also need a cook if food is going to be served. This cook 

also has no state requirements for education to obtain the position; however, this 

person must follow the state regulations regarding meals, snacks and methods of 

food service as stipulated by the Department of Health. Most centers prefer this 

person to have institutional experience in food purchasing, storage, preparation 

and clean-up. This person may or may not have an assistant, depending on the 

number of children within the facility (Entrepreneur Business Guide 59). 

Lastly, there will be a custodian or a custodial couple. They will be 

responsible for indoor and outdoor maintenance, lawidry, and even transportation 

if this service is offered. Many centers hire retired couples for this position 

(Entrepreneur Business Guide 62). 

Another thing that a center must consider is temporary employees. Many 

centers take out ads in the paper to create a network of teachers that will fill in if 

the need arises. They can be used during illness, vacations or sick leaves. Their 



qualifications should be identical to the teachers or aides depending on which 

position in being temporarily filled (Entrepreneur Business Guide 62). 

Philosophies of Business 
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A child care center' s image, the way the center, its staff, and services are 

viewed by the public, is critical. Much effort should be invested to protect and 

build a center's image. The better the image and reputation of the center, the 

better the center will operate (Entrepreneur Business Guide 139). In fact, more 

than half of parents with children in child care choose the center because of its 

technique, image and reliability (Cheskis-Gold 47). 

In the service industry, there are many competitors. The main goal of 

those within the service industry is to differentiate themselves from their 

competitors. Those companies in the child care industry can distinguish 

themselves through their image. It could be by possessing higher quality or 

higher standards, better care or a superior curriculum. Many companies do this 

through symbols in logos or advertisements (Armstrong and Kotler 240). These 

can easily be seen in the Yellow Pages advertisements. The areas that child care 

facilities center around are the environment, the education, or the quality. The 

words used to describe the environment include nurturing, caring, social, 

delightful, advanced, developmental, sensitive, fun, and safe. The education is 

described as age appropriate, developmental, including various subjects, 

promoting growth, fun while learning, giving the children a head start, 

individualized studies, and preparatory for school . The quality of the facility is 


