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Supporting a Sustainable NGO Social Services Sector
Proposal

1 This paper seeks Cabinet’s agreement to a preferred option for rolling out the model to support sustainable non‑government organisation (NGO) services for families, children and young people.
Executive summary 
2 Now more than ever, a robust NGO sector is critical to achieve the Government’s priorities of strengthening families, giving children the best start in life, realising the full potential of young people, and preventing youth offending and family violence. New Zealand’s incidence of child abuse and neglect, family violence and criminal offending is of great concern. We are currently spending heavily on expensive bottom-of-the-cliff statutory and remedial services like Child, Youth and Family services and prisons. The pressure on these remedial services and the cost to society will continue to rise unless we have a strong capable NGO sector that can deliver high-quality services and early support to families, children and young people. 

3 We are not starting from scratch. Since 1999 the Government has worked to develop a supportive and flexible relationship with the community and voluntary sector and to build the capacity and capability of social services. NGO social services are, however, increasingly facing critical funding, workforce and infrastructure problems that seriously impact on their ability to help vulnerable families, children and young people. 
4 What we build has to be enduring. I propose that Cabinet agree to the roll-out of a sustainable funding path for essential NGO services for families, children and young people
, and working in partnership with these NGOs to continue to reform our funding approach. 

5 I have set out three options to do this:

Option 1 - $38 million in year 1 and $446 million over four years – which will:

· fully fund essential services to 100% of their service costs;

· make automatic annual cost adjustment payments;

· address forecast volume increases (based on 5% increase per annum for all essential services);

· build workforce and capability;

· support NGOs to work more closely together to reduce duplication and direct more resources into services;

· focus more on achieving outcomes and less on inputs/programmes.

Option 2 - $25 million in year 1 and $288 million over four years – which will:
· fund essential services to 80% of their service costs;

· make automatic annual cost adjustment payments;

· address forecast volume increases for priority services; 

· build workforce and capability;

· support NGOs to work more closely together to reduce duplication and get more resources into services;

· focus more on achieving outcomes and less on inputs/programmes.

Option 2 includes a smaller pool of funding (approximately half that in Option 1) to address forecast volume increases for specific service types.

Option 3 - $16 million in year 1 and $232 million over four years – which will:

· fund essential services to 80% of their service costs;

· make automatic annual cost adjustment payments;

· build workforce and capability;

· support NGOs to work more closely together to reduce duplication and get more resources into services;

· focus more on achieving outcomes and less on inputs/programmes.

Option 3 does not include funding to address forecast volume increases.

6 The current scope is confined to essential NGO services for families, children and young people that do not currently have regular cost pressure adjustments or an annual review of costs and volume pressures. For details of what is in scope and out of scope see the table on page 6. In the medium term the sustainable funding path and ongoing reform of the funding approach could be expanded to the broader social services NGO sector. I will report to Cabinet on options to achieve this by 27 November 2008 [CAB Min (08) 2/4 refers].

7 We will continue to move essential services towards sustainable funding, as envisaged under Pathway to Partnership
, and an outcomes-based focus over the next four years from the 2008/2009 financial year. There will be plenty of consultation with the sector before this happens, to ensure that NGOs are involved in the decisions that affect them. 

8 We will continue and accelerate current work to move some NGO services – those that do not meet the criteria for an essential service – to grant funding, and in doing so will reduce unnecessary compliance costs for those NGOs. 

Background
9 Following Cabinet consideration of the paper Supporting a Sustainable Social Service NGO Sector on 29 January 2008 [CAB Min (08) 2/4 refers], Ministers requested advice from the Ministry of Social Development (MSD) on a range of options for achieving sustainable funding for NGO services to families, children and young people.
What is the problem? 
10 Social service NGOs are increasingly struggling to provide quality services to families, children and young people. This is because the vast majority are funded at levels significantly lower than the cost of delivering services. In addition their funding has been insufficient to address volume and/or cost increases. Every year, more and more social service NGOs request additional funding from the Government to address increases in service costs and to meet growing demand for their services. The end result is that the sector is unable to go forward and moves from one crisis to another. Because there has not been annual indexation, the value of these increases has eroded over time. 
11 New Zealand has a large number of small NGO social service providers – for example, three-quarters of the 1,100 NGO social service providers funded by MSD have contracts of less than $100,000 a year, and around 450 of these receive less than $50,000. This situation has been exacerbated by a market-based funding model which has created competition among small players and atomised the sector. This has led to duplication of some services and too much funding spent on overheads instead of going directly into service provision. 
12 The previous market-based funding model encouraged providers to be programme- rather than outcomes-focused. There are a number of similar services under different brand names. This inhibited innovation and collaboration around meeting the needs of families, children and young people. The approach initiated under Pathway to Partnership, which I propose to extend, moves us towards outcome-based funding and an increased focus on collaboration and innovation. 
Why are NGOs important?

13 The Government is continuing to increase its focus on the need for more early intervention and prevention services to reduce the demand for expensive remedial services over time, ie ‘tilting the balance’. Robust NGO services for families, children and young people are critical as these services are best placed to help families succeed as families, parents develop good parenting skills, and children and young people get a good start in life.
14 Without sustainable funding and ongoing reform of our funding model we will see a decline in the level, intensity and/or quality of essential NGO services. The Government itself would then need to step in to deliver these essential services. 
The solution – sustainable funding and reform of funding approach
15 The issues we are tackling are longstanding ones. We are addressing some of them through the $20.4 million allocated to Pathway to Partnership in 2007. We need to build on and step up our efforts if we are to achieve a real enduring positive change in the NGO social services sector. These are the differences we want to see:

· for families, children and young people – more strong, resilient, healthy families, children and young people – fewer needing remedial or statutory intervention; 

· for the NGO social services sector – better ability to plan ahead, attract and retain qualified staff, to improve service effectiveness and efficiency, and to innovate and achieve good outcomes for the people they are working with;
· for the Government – funding directed to those services which achieve the best outcomes for families, children and young people. 
16 There are two key elements to achieve this. They are:
· sustainable funding for essential NGO services; 
· working in partnership with these NGOs to reform our funding approach.
Sustainable funding for essential services

17 Essential services are those services best provided by NGOs and which the Government would have to provide directly if NGOs could not, eg parenting programmes, budgeting and family violence prevention services. Sustainable funding for essential services includes:

· increased funding for service costs – funding a higher proportion of direct costs and an allocation of indirect costs for an agreed volume of service;
· annual cost adjustment
 – to maintain service levels by ensuring that the value of service funding no longer erodes over time;
· addressing forecast volume increases.   

Working in partnership with NGOs to reform our funding approach 

18 We will continue to work in partnership with the NGO social services sector to achieve ongoing reform of our funding approach. This will mean:
· focusing more on achieving outcomes and less on inputs/programmes; 

· building workforce and capability;
· supporting NGOs to work more closely together to reduce duplication and to get more resources into services.
19 Providers who move to an outcomes focus will have increased flexibility in their contracting arrangement and more freedom to innovate and tailor their services to achieve the best outcomes for the families, children and young people with whom they are working.  

Options for supporting a sustainable NGO social services sector

20 I have set out three options for how we can achieve a sustainable NGO social services sector (refer to Annexes 1 and 2 for further detail about the options).
	Option 1: 

This option will cost $38 million in year 1 and $446 million over four years. This option:

· fully funds essential services to 100% of their service costs;

· makes automatic annual cost adjustment payments;
· addresses forecast volume increases; 
· builds workforce and capability;
· supports NGOs to work more closely together to reduce duplication and get more resources into services;
· focuses more on achieving outcomes and less on inputs/programmes. 


	Option 2:
This option will cost $25 million in year 1 and $288 million over four years. This option: 

· funds essential services to 80% of their service costs;
· makes automatic annual cost adjustment payments;
· addresses forecast volume increases for priority services;
· builds workforce and capability;
· supports NGOs to work more closely together to reduce duplication and get more resources into services;
· focuses more on achieving outcomes and less on inputs/programmes. 

This option includes a smaller pool of funding (approximately half that in option 1) to address forecast volume increases for the following service types only:

· family violence services – including programmes for perpetrators;
· services for vulnerable families, including for refugee and migrant families;
· parenting support – particularly for parents of teens;
· youth services; 

· youth justice and care and protection services.
Note that budgeting services and victim support have not been included at this point.  The immediate priority is to move these services to sustainable funding. Volume pressures for budgeting services and victim support services would be addressed once sustainable funding had been implemented.


	Option 3:

This option will cost $16 million in year 1 and $232 million over four years. This option:
· funds essential services to 80% of their service costs;
· makes automatic annual cost adjustment payments;
· builds workforce and capability;
· supports NGOs to work more closely together to reduce duplication and get more resources into services;
· focuses more on achieving outcomes and less on inputs/programmes.

This option does not include funding to address forecast volume increases.


What services are in scope?
21 The current scope is confined to essential NGO services for families, children and young people, as set out in the table below. Cabinet has asked me to report back by 27 November 2008 on options for expanding this approach to assist in sustaining the broader social services NGO sector [CAB Min (08) 2/4 refers]. Justice sector reviews of victim services, sexual violence services, and crime prevention initiatives will help inform this work.
	In scope
	Out of scope (to be reviewed as part of the 27 November 2008 report back)

	Essential NGO services for families, children and young people that do not currently have regular cost-pressure adjustments or an annual review of costs and volume pressures. 
These services are:

· all Child, Youth and Family-, Family and Community Services- and Ministry of Youth Development-funded essential NGO services – eg community-based social work support, family violence prevention and response services, services for youth at risk, and emergency housing
· parenting support programmes currently funded by the Ministry of Education but to be transferred to MSD by 1 July 2008
· services for victims of crime funded by the Ministry of Justice (MoJ)
· non-mandated services for perpetrators of family violence funded by MSD and MoJ
	Essential NGO services for families, children and young people that already have regular cost pressure adjustments or an annual review of costs and volume pressures.

These services are:

· funded by the Ministry of Health – eg Well Child and disability services

· services funded on a fee-for-service basis through the Family Court – eg Counselling and Domestic Violence Act programmes

· Early Childhood Education services 

· services funded on a fee-for-service basis through ACC.
Also out of scope are:

· MSD-funded employment and training services 

· time-limited pilot programmes, continuation of which will be subject to an evaluation.


Grant funding

22 Under all three options we will continue and accelerate current work to move some NGO services to grant funding to reduce unnecessary compliance costs for those NGOs.
 

23 Services are moving to grant funding if:
· the Government has an interest in the public good component of the service but would not directly provide the service if the NGO did not; 

· the service does not directly contribute to Government-determined outcomes and priorities (although it may indirectly contribute to these);
· services do not need to have a high level of contract monitoring and service specification to ensure client safety. 
24 Appropriate services for grant funding include drop-in centres, general information and advice services, study awards, and one-off capability and capacity-building initiatives.
How we will do this 
Joint Government - NGO leadership 

25 Joint Government-NGO leadership and management are vital to implement this plan successfully. We have developed a number of good models for working in partnership with the NGO sector such as the Taskforce for Action on Violence within Families. We also have a NGO Steering Group
 overseeing the development and implementation of Pathway to Partnership and decisions on how the Budget 2007 funding of $20.4 million will be used. This process has been very successful and we will continue and possibly expand the Steering Group to oversee the rollout. We will also engage with service providers at local and regional levels. 
Implementation pathway
26 We will move essential services towards sustainable funding over the next four years from the 2008/2009 financial year. There will be plenty of consultation with the sector before this happens to ensure that NGOs are involved in the decisions that affect them. 
27 Some providers of essential services already have strong governance and management systems, good collaborative arrangements with other services, and a strong focus on client outcomes. They will be able to move relatively quickly towards a more outcomes-based partnership model of contracting. We will work closely with other providers to help move them to an outcomes focus by building their workforce and capability and by supporting them to make efficiency gains through sharing training and IT, and strategic planning with other providers for example. 
Consultation

28 Due to the time constraints only limited consultation was possible but the Department of the Prime Minister and Cabinet, the Treasury, the Ministries of Health, Education and Justice and the Departments of Corrections and Internal Affairs have been informed, and where appropriate have contributed to the paper.
Financial implications

29 Rolling out the model to support sustainable NGO services for families, children and young people will require new money. I have set out three options to do this:

· Option 1 – $38 million in year 1 and $446 million over four years;
· Option 2 – $25 million in year 1 and $288 million over four years;
· Option 3 – $16 million in year 1 and $232 million over four years.   
30 Recommendation 10 below sets out the required changes in appropriations in order to give effect to Cabinet’s preferred option. 
Human rights implications

31 This proposal is consistent with the New Zealand Bill of Rights Act 1990 and the Human Rights Act 1993.
Legislative implications

32 This proposal has no legislative implications.
Regulatory impact and compliance cost statement

33 This proposal has no regulatory impacts.
Gender implications

34 This proposal has no gender implications.
Disability perspective

35 Social service NGOs deliver a range of support services for families, children and young people, including early intervention programmes that can be accessed by disabled children and their families. Disabled people will benefit along with other children and families from the proposals recommended in this paper.
Publicity

36 Communications around this proposal have been developed in consultation with the Prime Minister’s Office and the Office of the Minister for Social Development and Employment.
Recommendations 
37 It is recommended that the Committee:
Background

1.1 note that following Cabinet consideration of the paper Supporting a Sustainable Social Service NGO Sector on 29 January 2008, Ministers requested advice from the Ministry of Social Development (MSD) on a range of options for achieving sustainable funding for NGO services to families, children and young people [CAB Min (08) 2/4 refers]; 
Problem definition

2.1 note that we will not reduce New Zealand’s high incidence of child abuse and neglect, family violence and criminal offending, nor the need for expensive, remedial and statutory services, unless we have a robust well-funded NGO sector that can get quality services and early support to families, children and young people;
3.1 note that NGO services are increasingly struggling to provide quality services to families and children because most are funded at levels significantly below the cost of delivering the service, and their funding has been insufficient to address volume and/or cost increases;
4.1 note that New Zealand has a large number of small NGO social services providers exacerbated by a previous market-based funding model which atomised the sector and created problems of high provider overheads, lack of innovation, some duplication of services, and a programme rather than outcomes focus; 
Proposed solution
5.1 note that this paper proposes the rollout of a sustainable funding path for essential NGO services for families, children and young people and a reform of our funding approach;
6.1 note that the current scope is confined to essential NGO services for families, children and young people that do not currently have regular cost pressure adjustments or an annual review of costs and volume pressures;
7.1 note that Cabinet has invited the Minister for Social Development and Employment to report back to Cabinet Social Development Committee by 27 November 2008 on options for expanding this approach to assist in sustaining the broader social services NGO sector [CAB Min (08) 2/4 refers];
8.1 note the following three options for a sustainable funding path for essential NGO services for families, children and young people and ongoing reform of Government’s funding approach:
8.1 Option 1 - $38 million in year 1 and $446 million over four years – which will:

8.1 fully fund essential services to 100% of their service costs;
8.1 make automatic annual cost adjustment payments;
8.1 address forecast volume increases; 

8.1 build workforce and capability;
8.1 support NGOs to work more closely together to reduce duplication and get more resources into services;
8.1 focus more on achieving outcomes and less on inputs/programmes;
8.2 Option 2 - $25 million in year 1 and $288 million over four years – which will:
8.2 fund essential services to 80% of their service costs;
8.2 make automatic annual cost adjustment payments;
8.2 address forecast volume increases;
8.2 build workforce and capability;
8.2 support NGOs to work more closely together to reduce duplication and get more resources into services;
8.2 focus more on achieving outcomes and less on inputs/programmes;
This option includes a smaller pool of funding (approximately half that in option 1) to address forecast volume increases;
8.3 Option 3 - $16 million in year 1 and $232 million over four years – which will: 

8.3 fund essential services to 80% of their service costs;
8.3 make automatic annual cost adjustment payments;
8.3 build workforce and capability;
8.3 support NGOs to work more closely together to reduce duplication and get more resources into services;
8.3 focus more on achieving outcomes and less on inputs/programmes;
Option 3 does not include funding to address forecast volume increases;
9.1 Indicate your preferred option:
EITHER
9.1 Option 1
OR
9.2 Option 2 

OR
9.3 Option 3
Financial recommendation
10.1 approve the following changes in appropriations in order to give effect to the preferred option in recommendation 9:
EITHER

Option 1

	
	$m – increase/(decrease)

	Appropriation 
	2008/09
	2009/10
	2010/11
	2011/12 & Outyears

	Vote Social Development 
Departmental Output Expenses:

Family and Community Services 

(funded by Revenue Crown)
	3.972
	5.262
	6.132
	6.902

	Non-Departmental Output Expenses:

Strong Families
	25.016
	66.847
	119.256
	175.206

	Vote Youth Development 

Non-Departmental Output Expenses:

Services for Young People

(funded by Revenue Crown)
	1.044
	1.911
	2.790
	3.726

	Vote Justice

Non Departmental Output Expenses:

Support for Victims
	2.265
	1.747
	1.751
	1.756

	Vote Courts 

Non Departmental Output Expenses:
Domestic Violence Professional Services
	5.222
	5.222
	5.222
	5.222

	Total Operating
	37.519
	80.989
	135.151
	192.812


OR

Option 2

	
	$m – increase/(decrease)

	Appropriation 
	2008/09
	2009/10
	2010/11
	2011/12 & Outyears

	Vote Social Development 
Departmental Output Expenses:

Family and Community Services 

(funded by Revenue Crown)
	3.972
	5.262
	6.132
	6.902

	Non-Departmental Output Expenses:

Strong Families
	12.807
	40.649
	74.936
	103.965

	Vote Youth Development 

Non-Departmental Output Expenses:

Services for Young People

(funded by Revenue Crown)
	0.639
	1.065
	1.466
	1.885

	Vote Justice

Non Departmental Output Expenses:

Support for Victims
	2.265
	1.747
	1.751
	1.756

	Vote Courts 

Non Departmental Output Expenses:

Domestic Violence Professional Services
	5.222
	5.222
	5.222
	5.222

	Total Operating
	24.905
	53.945
	89.507
	119.730


OR

Option 3

	
	$m – increase/(decrease)

	Appropriation 
	2008/09
	2009/10
	2010/11
	2011/12 & Outyears

	Vote Social Development 
Departmental Output Expenses:

Family and Community Services 

(funded by Revenue Crown)
	3.972
	5.262
	6.132
	6.902

	Non-Departmental Output Expenses:

Strong Families
	4.455
	29.023
	59.823
	85.130

	Vote Youth Development 

Non-Departmental Output Expenses:

Services for Young People

(funded by Revenue Crown)
	0.266
	0.516
	0.732
	0.953

	Vote Justice

Non Departmental Output Expenses:

Support for Victims
	2.265
	1.747
	1.751
	1.756

	Vote Courts 

Non Departmental Output Expenses:

Domestic Violence Professional Services
	5.222
	5.222
	5.222
	5.222

	Total Operating
	16.180
	41.770
	73.660
	99.963


Implementation 

11.1 note that the Ministry of Social Development will continue and possibly expand the Pathway to Partnership NGO Steering Group to ensure joint Government-NGO leadership and management of the rollout of this proposal as well as engaging with service providers at local and regional levels;
12.1 note that the Ministry of Social Development will continue to move essential services towards sustainable funding and an outcomes-based focus over the next four years from the 2008/2009 financial year, and that there will be close consultation with the sector before this happens to ensure that NGOs are involved in the decisions that affect them. 
	

	Hon Ruth Dyson
Minister for Social Development and Employment
Date
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Option 1

Yr 1:  $  38m

4 yr:  $446m

Option 2

Yr 1:  $  25m   

4 yr: $288m 

Option 3

Yr 1:   $  16m

4 yr:   $232m


Annex 2 - Options in Detail

	
	Option 1: 
Sustainable Funding (100%) future annual cost adjuster, forecast volume increases and funding model reform 

($446m over 4 years)
	Option 2: 
Enhanced part funding (80%) based on current service volumes, future annual cost adjuster, funding model reform, and forecast volume increases for priority services

($288m over 4 years)
	Option 3: 
Enhanced part funding (80%) based on current service volumes, future annual cost adjuster and funding model reform

($232m over 4 years)

	Focus
	Introducing sustainability, meeting forecast volume increases, and improving service effectiveness 
	Introducing sustainability, meeting forecast volume increases and improving service effectiveness 
	Introducing sustainability and improving service effectiveness 

	What it does 
	· adjusts for future cost increases
· move part-funded essential services to full funding 
· funds forecast increased volumes

· introduces funding model reform

· moves to grant funding for non-essential services
	· adjusts for future cost increases
· move part-funded essential services to 80% funding
· funds forecast increased volumes for priority services

· introduces funding model reform

· moves to grant funding for non-essential services
	· adjusts for future cost increases
· move part-funded essential services to 80% funding
· introduces funding model reform

· moves to grant funding for non-essential services


	What it doesn’t do
	
	It does not:

· move essential services to 100% funding 
	It does not:

· move essential services to 100% funding
· fund changes in forecast volume increases

	Who gains
	· Part-funded essential services
· Services moving to grants
· Clients get improved access to more effective services
· Sector is better able to plan to meet pressures for increased service volumes.
· Funder better able to direct funding to services which achieve best outcomes
	· Part-funded essential services
· Services moving to grants  

· Clients get improved access to more effective services
· Priority services are better able to plan to meet pressures for increased service volumes 
· Funder better able to direct funding to those services which achieve best outcomes
	· Part-funded essential services
· Services moving to grants 

· Clients get improved access to more effective services
· Funder better able to direct funding to those services which achieve best outcomes



	
	Option 1
	Option 2
	Option 3

	Cost 
	2008/9
	2009/10
	2010/11
	2011/12
	2008/09
	2009/10
	2010/11
	2011/12
	2008/09
	2009/10
	2010/11
	2011/12

	Full Funding
	28.503
	39.269
	72.466
	104.279
	19.816
	21.888
	44.746
	60.717
	19.816
	21.888
	44.746
	60.717

	Annual Cost Adjustor
	8.128

	16.971

	27.878

	42.116

	7.727

	15.350

	24.095

	34.424

	7.450

	14.620

	22.781

	32.343


	Forecast Demand
	11.974
	19.494
	28.674
	39.515
	8.448


	11.445


	14.534


	17.687


	
	
	
	

	Funding Model Reform 
	3.972


	5.262


	6.132


	6.902
	3.972


	5.262


	6.132


	6.902
	3.972


	5.262


	6.132


	6.902

	Budget 2007 Funding
	(15.058)
	
	
	
	(15.058)
	
	
	
	(15.058)
	
	
	

	Total
	37,519

	80,989


	135,151


	192,812

	24.905

	53.945

	89.507

	119.730

	16.180

	41.770


	73.660


	99.963



	
	$38/446 million
	$25/288 million
	$16/232 million





























































































































� By “essential” we mean those services best provided by NGOs that the Government would otherwise have to provide directly if NGOs could not.


� The term ‘full funding’ of services is used to refer to both direct costs and an allocation of indirect costs for an agreed volume of service for an agreed price.


� Approved by Cabinet in July 2007, Pathway to Partnership is a five-year plan designed to strengthen the child and family NGO sector. The proposal in this Cabinet paper will build on the plan and the work that has already been started [CAB Min (07) 24/1A refers].


� The annual cost adjustment will take account of labour and price changes.





� MSD has already moved 123 contracts to grants in this financial year. To date we have focused on smaller MSD contracts but this will be extended to include any other non-essential NGO services for families, children and young people funded by government.


� A Steering Group, comprising representatives from community-based organisations, nominated by key MSD and NGO forums, oversees the plan’s development. Members include representatives from Plunket, Barnardos, Jigsaw, Te Korowai Aroha o Aotearoa, Relationship Services, Child Protection Services, Social Service Providers Aotearoa and MSD’s Pacific Advisory Group. 





�  Forecast volume increases for all essential NGO social services for family, children and young people. 


� Forecast volume increases for the following categories of services experiencing volume pressures, and which are priorities for additional funding:


family violence services – including programmes for perpetrators


services for vulnerable families, including for refugee and migrant families


parenting support – particularly for parents of teens


youth services 


youth justice and care and protection services


Budgeting services and Victim Support have not been included at this point.  The immediate priority is to move these services to sustainable funding.  Volume pressures for budgeting services and victim support services would be addressed once sustainable funding had been implemented.
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