FOCUS

Child and Family Focus SA Submission:

A Common Goal — The South Australian Not for Profit Funding
Policy Review

14 December 2023



Acknowledgement of Country

We acknowledge the traditional lands of the Kaurna people and acknowledge the Kaurna people as
the custodians of the Adelaide region and the Greater Adelaide Plains. We pay our respects to Kaurna
Elders past, present and emerging.

We acknowledge the traditional custodians of land beyond Adelaide and the Adelaide Plains, and pay
our respects to all Aboriginal Elders past, present and emerging.

We acknowledge and pay our respects to the cultural authority of our Aboriginal and Torres Strait
Islander colleagues and are grateful for the cultural expertise that they represent.

The role of Child and Family Focus — SA

CAFFSA is the South Australian peak body and industry association for child safety and child
protection, representing the needs of South Australian children, young people, families, and the non-
government, not-for-profit organizations who support them.

Background to this submission

CAFFSA is lodging this submission to provide comment on A Common Goal — The South Australian
Not for Profit Funding Policy Review

Strong overall support for the current intent of the policy
CAFFSA strongly supports the recognition in the policy that:

e Communities are best supported when the government and not for profits work together to
plan and do things for them.

e Important services, like care for vulnerable people, cannot be delivered by government
alone. Not for profits, who supply staff, knowledge, and other resources, help government
to deliver them.

CAFFSA also notes at the outset the strong recognition from its member agencies for the
departmental staff they liaise with and work with on a daily basis. The majority of the issues
identified during our consultation are systemic ones, and we recognise the hard work and the
partnership approach taken by almost of all our departmental colleagues.

Having said this, ministerial and departmental leadership in the area of child protection are
committing to make quite radical shifts quickly, including increased collaboration with NGOs,
increased transfer of child protection business to NGOs, and increased numbers of children and
young people leaving residential care to go home or into kinship care. Without significant changes in
the funding and contractual space, NGOs will face increased pressure to facilitate more child



protection responses without the commensurate renumeration and requisite flexibility. This could
result in increased risk for the sector.

Aims in the current Funding Policy that need renewed focus

Consultations with our member agencies indicated that there are a number of principles or aims in
the current policy that are falling short. In PC 044 — South Australian Funding Policy for the Not For
Profit Sector, on page 4 in the Proportionality section, we note the aims to ensure:

e Balance is maintained between managing the complexity of a funding activity and the risk
for the NFP sector, recipients and the South Australian Government, and

e The volume, detail and frequency of reporting requirements are proportional to the risks
involved and policy outcomes being sought.

Similarly, we note under the section Achieving value with relevant money on p 4-5, the following

aims:

¢ Value is achieved by establishing ongoing, joint monitoring arrangements throughout the life

of the funding arrangement.

¢ Value considers both cost and non-cost factors and promotes proper use and management
of public resources, and

¢ Value demands standardised, efficient and effective funding processes across government

that do not impose burdensome requirements on the NFP sector.
Views from the Sector

CAFFSA undertook consultations with its members during October/November and December 2023
to consider the current policy and funding environment in relation to contracts it holds or has held
with South Australian government agencies. These are primarily the Department for Child Protection
and the Department for Human Services.

Support for a number of themes arising from the consultations

CAFFSA staff and member agencies engaged in each of the consultation opportunities offered by the
Department of Treasury and Finance and applauds those involved for a such a well-organised,
engaged and inclusive consultation process. A number of themes arising from the workshops were
shared with participants prior to the close of the review and, whilst CAFFSA supports all of them,
several are particularly resonant with consultation from member agencies. These are:

¢ Indexation rates do not match inflation or other rising costs faced by the not-for-profit
sector.

e The not-for-profit sector’s economic contribution to South Australia and more widely is
poorly understood and undervalued.

e The not-for-profit sector is underfunded for overheads and administrative costs.



e The requirements for insurances in order to supply to government do not match risk and are
not accounted for in the costs of tenders or subsequent funding.

¢ Indexation is not evenly applied across the not-for-profit sector.

e Not-for-profits are often asked to operate in pre-defined funding brackets to deliver
services, while for-profit organisations are more able to quote a cost for delivery.

Specific feedback from agencies
Preamble

CAFFSA’s member agencies deal with some of the most vulnerable and complex children, young
people and families in South Australia. They are often families that have been subject to multiple
notifications to the Department of Child Protection and, in some cases, SA Police. They often suffer
from a complex interplay of issues arising from poverty, intergenerational trauma, disability, poor
educational and vocational outcomes, racism and isolation.

The fact that these families are deemed ‘high-risk’ needs to be kept front of mind when considering
the aim of the current Funding Policy that ‘balance is maintained between managing the complexity
of a funding activity and the risk for the NFP sector, recipients and the South Australian Government.

It is the view of CAFFSA that several of the concerns outlined in this submission increase the risk to
agencies that serve vulnerable families and, as a result, increase risk to the vulnerable families
themselves. As successive governments continue to transfer responsibility for managing families
with increasingly high risk, it is imperative that funding structures account for the complexity.
Instead, however, there are a growing number of issues eroding the sector’s confidence that they
can provide effective services to the state’s most vulnerable and remain viable.

Key issues

The inability to consider major cost-drivers that are outside of agencies’ control mid-contract, such
as recent Award changes, and the need for fairer application of indexation.

2023 saw a range of cost drivers that could not have been predicted at the time of contract signing
in 2020. The impact of these for one agency only are clearly summarised below:

e 4.8% DCP indexation versus 5.75% FairWork ruling, plus 0.5% superannuation increase has
led to approximately $250k cost pressure.

e Insurances: Property damage was originally quoted at general Repairs and Maintenance
levels and excluded compliance or client behaviour related costs. This has been further
impacted by the increased cost of goods since 2020, leading to a $100k cost pressure.

e Rent exceeding indexation rates since 2020, leading to an approximate $150k cost pressure.

o Utilities exceeding budgets by approximately $18K, particularly electricity charges increasing
over 30%.

e Food expenses exceeding original budgets by approximately $90K due to a rise in cost of
living.



In percentage terms, the

e FairWork increase from 1 July — 5.75%
e Superannuation Guarantee increase from 10.5% to 11.0% from 1 July
e Workcover rate increase from 4.3% to 4.525% from 1 July

meant the employee cost increase is more than 6.46% versus indexation of 4.8%.

Agencies forecast the net annual impact of unfunded wages as a result of recent Award changes
ranging from $ 300k to S 500k. The differential between indexation applied by the funder and the
adjustment of wages leaves the services unviable in the longer term if not addressed. Issues that
should be included in the new policy are:

e The ability to recontract non-viable contracting arrangements for unforeseeable
circumstances.
e The importance of Treasury keeping pace with impacts of changes to Awards

e Clarity around fairer application of indexation.

There is no requirement on government departments to pass on indexation in full to suppliers, and it
does not appear that audits are conducted of the levels passed on. CAFFSA recommends both of
these issues are addressed.

The need for absolute clarity about what funds can be recouped.

Despite the Treasury instruction that indexation cannot be recouped, CAFFSA has been made aware
of numerous instances where its member agencies were asked to include indexation amounts in the
end of contract reconciliation.

Growth funding being recouped has also been raised as an issue. The philosophy of a growth
payment rests on the notion that agencies need to achieve a number of quarters of growth before
they can be confident to reinvest. It was designed for reinvesting back into the program via staffing
and facilities etc, as a growth payment, in order to grow foster care. If agencies achieve a growth
payment, a business case still needs to be submitted to carry forward any unspent funds, and a
financial business partnering element is crucial to being able to do this. Not all agencies have this
capacity, and it is also arguable that the business case should not apply to growth funding, given it is
a ‘fee-for-service’ model.

CAFFSA recommends that governing rules, guiding principles and/or procedures, including the way
growth payments are calculated on an annual basis are co-designed with the sector.

Recognising the unique aspects of the family support, child protection and reunification sector.
Unique needs include:

e 24/7 rostering.
e Property damage and maintenance.
e Insurance issues for the sector.

The Remote Working Allowance is one example of how changes to an Award can have significant
financial consequences for agencies mid-contract. The requirement to pay every call answered at an



overtime rate yields a cost that was unforeseen when the tender was prepared. Costs are now
moving to $4 — 5K per pay cycle across one organization. As most calls are escalated to a more senior
person, agencies are then paying two people at overtime rates. As agencies do not know how many
calls they will receive, they have to work on average data, with the cost of having one person on call
moving from $300 to $1,000. One agency has created new positions that are just on call, with seven-
hour shifts.

Ensuring grant management practices help, rather than hinder, agencies’ financial and
administrative management of services.

Government’s ability to recoup funds at the end of each year in a three-year agreement impedes the
sensible management of a business. The introduction of new contracting rules prohibiting the
recouping annual funds needs to be considered.

There are concerns that, in the residential care contract, government departments are assessing
what will be withheld in first year of a new contract, when there are bound to be large surpluses
from the implementation phase.

Indexation is generally received late in the financial year, affecting cash flow and often becoming the
subject of ‘unspent funds’ discussion, where agencies have to argue to keep the indexation. In some
cases, indexation has not been passed on at all. For example, the P374 contract in residential care
was also considered flawed because indexation was not passed on in the first year. With DCP
declining to address this, a number of agencies are already running at a (minimum) 2.5% deficit from
the contracted budget.

While Government has transferred high risk areas, it has not handed on full indexation for new
contracts and at the start of each new year. Agencies need to negotiate with the department having
built budgets in March, in the absence of the indexation announcement. This makes for an
unworkable, unsustainable model unless indexation is automatically applied at the published
amount. It leaves the sector assuming the risk with neither the right remuneration, nor options to
recontract. By way of example, one outcome is the sector finds itself in a position where dual shifts
are unsustainable, breaching the clear recommendation of the Royal Commission that there should
not be one worker on shift.

The recommendations of the Royal Commission, such as the dual shift requirement, were specifically
designed to address managing and minimising risk to the child or young person, but contract
arrangements have never been structured to support this recommendation financially. It is
recommended that the Funding Policy include the explicit need for a review of grant funding
following formal government acceptance of recommendations from reviews or reports that have
cost implications for its service provider partners.

Longer contracts.

There are commitments in the current policy regarding public authorities offering longer term
contracts, such as three years by three years by three years, or five years by five years by five years.
However, numerous agencies still have some annual contracts.

Longer contracts for individual residential care arrangements and packages for individual children
can have substantive issues within the contract that cannot be effectively addressed. Typical issues



include adjusted Award environments, modifications in the standards of care and expectations of
care, or the experience and needs of the young person having changed. Despite this, renegotiating
the contracts is almost impossible with the department because of the cost implications.

The sector calls for a clause that enables a renegotiation of the budget when the agency can
demonstrate a significant change to cost drivers without having to re-prosecute the whole contract.

Annual business cases within three-year contracts are burdensome and unnecessary.

When still in the term of the contract, quarterly acquittals ensure that all the financial and
performance information is visible. The requirement that foster care and family support services put
in annual business cases at the end of the financial year within the term of the contract to carry over
funds in the services is unnecessary.

CAFFSA has been advised of one instance where the business case was declined and the agency
sought another meeting, demonstrating a portion of the funds was indexation. The agency quoted
the Treasury instruction that indexation cannot be recouped, and they won that portion of the
argument. Substantially fewer funds had to be paid back to the department, but this was achieved
only through three rounds of debate. The agency demonstrated, through financial analysis, what
constituted the indexation funds within the grant and how they would utilize the funds. Despite
their success, the process involved substantial work with finance business partners and service
directors, as well as executive time with the three negotiations, all occurring mid-contract. Smaller
NGOs simply do not have the capacity to commit this time and effort in order to keep the funding.

While the sector appreciates the need to pay back funds at end of a contract, paying it back on a
quarterly or annual basis makes it difficult to run a business. It is noted that standard lease
agreements have clauses that allow for issues such as indexation and insurance increases to be
considered but Not for Profit contracts do not. It is also understood that Government’s contracts
with commercial businesses have more generous levels of indexation. For example, SAHA’s contract
with Spotless (close to a billion-dollar contract for housing maintenance) received an 8% indexation
uplift. It is further understood that contracts with building, commercial and IT providers all have very
competitive indexation, but the community services and Not for Profit sector has been left behind.

It is important to remember that the Treasury website had indexation set at 2.5% until 2025 for the
Not for Profit sector. While this was uplifted last year following sustained sector advocacy, for the
prior three years the sector was required to survive with only the 2.5% indexation.

Getting the balance right on salary components of grants.

The sector can no longer afford to have contracts with a salary component of around 84% - a viable
contact must have salaries around 70% of total funding. The component was historically 84 — 85%,
however, the financial impact of compliance and indexation not keeping pace has meant staffing
needs to be at 70%.

CAFFSA recommends that a guideline be co-designed by government with agency CEOs and CFOs.
These partnerships are crucial to discussions anchored in business operations. The guideline needs
to consider building a healthy sector that can respond to need with a balance of creativity and
compliance. Setting a threshold of the percentage of wages from funding at 70% is a clear
benchmark. The guidelines should further draw on what a viable funding arrangement for
sustainability would look like. It is important to recognise that if sustainable arrangements cannot be
created, young people will be left without a home and workers will be out of a job.



Eliminating a one-sided approach to the termination of contracts.

Although government can choose to end a contract based on performance at any time, the front-
end of a standard agreement holds the NGO accountable to the end date. This makes it difficult for
an Not for Profit agency to end a contract when it is no longer viable, for the range of reasons listed
in this submission.

Corporate costs must be fully considered.

It is understood that the allocation of a corporate cost structure varies widely across agencies, from
7% to 18%. Corporate costs are not currently incorporated at the true rate in the family
support/child protection sector and need to be reviewed in line with the risk the sector is carrying.
Costs include, but are not limited to:

e accountancy

e client record management systems

e |T security

e data collection and increasing levels of compliance reporting

e mandatory training

e anticipated environmental reporting

e restrictive practice methodology for young people in receipt of NDIS packages
e the likely extension of this into child protection.

CAFFSA recommends that Government undertake a co-design exercise with the sector, using
financial analytics to develop a viable corporate fee.

Research and evaluation must be valued and funded.

CAFFSA recommends that the need for NGOs to invest in their own research and evaluation. This
avoids reliance on government data and the one data story that prevails from government. Fit for
purpose research and evaluation should be funded but it is rare to see a tender that funds
evaluation. The value of research and evaluation building an evidence-base for ongoing
improvement should be recognised in the Funding Policy.

Some of the larger agencies fund their own evaluation, but with the rising CPI impacting on the cost
across services, it is increasingly difficult to achieve.

Aboriginal-specific funding should be directed to ACCO’s and ACCHO'’s.

In 2021, SNAICC, the national non-government peak body for Aboriginal and Torres Strait Islander
children, conducted a series of national consultations to guide the co-design of the successor
framework to the National Framework for Protecting Australia’s Children. A key recommendation was
to increase self-determination for Aboriginal and Torres Strait Islander people, including a transfer of
control and power from non-Indigenous organisations and governments to Aboriginal and Torres
Strait Islander peoples, communities and organisations. This includes increased funding for ACCOs and
increased Aboriginal and Torres Strait Islander self-determination and leadership across all facets of
child protection (including in government departments, and workforce development). This will both
improve support and legitimacy of Aboriginal and Torres Strait Islander workers and improve cultural
capabilities within the government and NGO non-Indigenous workforce.



CAFFSA endorses the recommendation and proposes that the Funding Policy should be clear that
Aboriginal-specific funding be directed to ACCO’s and ACCHQO’s. CAFFSA notes the leadership that
the South Australian Department of Human Services has shown in this regard.

CAAFFSA further recommends that there should be Aboriginal people with local cultural knowledge
on selection panels for all programs that have a significant element of service provision for
Aboriginal communities — not only identified programs.

Consideration of the specific needs of the regions.

CAFFSA recommends that the Funding Policy acknowledge specific issues faced by regional and
country providers, with a particular recognition of the need for a place-based approach. Working in
partnership is the only solution when small grants are funded in areas with such a constricted pool
of potential applicants. Given these conditions, CAFFSA recognises that regional business can and
does only work by collaboration. However, government procurement processes drive competition
and agencies are occasionally required to sign anti-collusion statements. CAFFSA recommends that
government work with regional providers to co-design principles that will adequately account for the
needs of the regions.

Cultural issues between the sector and the government funder.

During this consultation, some agencies identified concerns about moral and ethical implications
being raised during contract compliance negotiations. When an agency struggles to deliver on the
contract because it is not funded adequately, there may be an insinuation that the agency is not
meeting their ethical obligation to provide quality care for children. The tone of these discussions
can stray into a moral context that serves to silence agencies in the sector. This must be addressed if
we are to be able to truly work as partners and safeguard children adequately.

Despite the numerous above-mentioned challenges, the drive and commitment to work together is
strong in both the government and the Not for Profit sector. This is acknowledged by the many
recommendations in this submission that propose co-designing the solution. Together, we can.

SUBMISSION ENDS



