COMMENTS ON THE COSTING OF

THE CHILDREN’S BILL
NATIONAL TREASURY

28 AUGUST 2007

Add something on the flow of funds. System of allocating of resources.

The costing of the Children’s Bill signalled certain areas that were of concern to National Treasury that will be discussed below.
1. Projected costs

National Treasury notes that the Bill was costed using various scenarios that accounted for different levels of service delivery. This resulted in costs varying from an estimated R11 billion to R70 billion for the 2008/09 financial year alone. The bulk of the costs are with the provincial departments of Social Development. According to the implementation plan costing, the new obligations constitute 23% of the overall cost of implementing the Children’s Bill – thus the balance of the cost relates to expanding existing services. The total budget for the sector for 2007/08 is R4,1 billion. Of this R1,2 billion  is allocated for Child Care and Protection Services. It would not be fiscally prudent to increase a budget from R1,2 billion to R11 billion knowing that the sector will have challenges in spending this huge step up in funds.  
Collectively, provinces under spent R119,8 million of their 2006/07 adjusted appropriation. The underspending was mainly on compensation of employees and varied from a low of R3,3 million in Free State to a high of R51,5 million in North West. This includes the surrenders to the provincial revenue fund made by Mpumalanga (R96 million), Eastern Cape (R21 million) and North West (R8 million).
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2006/07 adjustments budget

 

R thousands

Main appro-

priation

Total Adjust-

ments

Adjusted 

appro-

priation

Preliminary 

outcome as 

at 31 March 

2007

 Diff: Prelim. 

Outcome vs 

Main 

appropriation 

 Diff: 

Preliminary 

Outcome vs 

Adjusted 

Appropriation 

 

 Eastern Cape 

762 772

    

 

 -21 970

740 802

    

 

750 473

     

 

12 299

              

 

(9 671)

             

 

 

 Free State 

417 850

    

 

27 884

       

 

445 734

    

 

442 985

     

 

(25 135)

             

 

2 749

               

 

 

 Gauteng 

981 782

    

 

23 861

       

 

1 005 643

 

 

1 011 634

  

 

(29 852)

             

 

(5 991)

             

 

 

 KwaZulu-Natal 

894 810

    

 

105 675

     

 

1 000 485

 

 

941 578

     

 

(46 768)

             

 

58 907

             

 

 

 Limpopo 

431 750

    

 

 -36 301

395 449

    

 

401 391

     

 

30 359

              

 

(5 942)

             

 

 

 Mpumalanga 

430 279

    

 

 -95 998

334 281

    

 

319 218

     

 

111 061

            

 

15 063

             

 

 

 Northern Cape 

215 025

    

 

7 696

         

 

222 721

    

 

217 643

     

 

(2 618)

               

 

5 078

               

 

 

 North West 

427 562

    

 

 -7 969

419 593

    

 

368 436

     

 

59 126

              

 

51 157

             

 

 

 Western Cape 

727 143

    

 

828

            

 

727 971

    

 

719 516

     

 

7 627

                

 

8 455

               

 

 

 Total 

5 288 973

 

3 706

         

 

5 292 679

 

 

5 172 874

  

 

116 099

            

 

119 805
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2003/04

2004/05

2005/06

2006/07

2007/08

2008/09

2009/10

R million

Outcome

 Preliminary

outcome 

Medium-term estimates

Administration

399

          

 

423

          

 

539

          

 

635

          

 

848

          

 

975

          

 

1 105

     

 

Substance abuse prevention 

and rehabilitation

65

            

 

78

            

 

92

            

 

105

          

 

174

          

 

200

          

 

246

        

 

Care and services to older 

persons

390

          

 

407

          

 

440

          

 

493

          

 

584

          

 

709

          

 

766

        

 

Crime prevention and support

145

          

 

173

          

 

217

          

 

210

          

 

497

          

 

602

          

 

664

        

 

Services to persons with 

disabilities

165

          

 

178

          

 

169

          

 

207

          

 

227

          

 

251

          

 

269

        

 

Child care and protection 

services

721

          

 

838

          

 

963

          

 

1 108

       

 

1 211

       

 

1 538

       

 

1 763

     

 

Victim empowerment

8

             

 

3

             

 

1

             

 

36

            

 

69

            

 

74

            

 

77

          

 

HIV and AIDS

84

            

 

126

          

 

209

          

 

263

          

 

380

          

 

484

          

 

514

        

 

Social relief

42

            

 

12

            

 

77

            

 

7

              

 

22

            

 

25

            

 

27

          

 

Care and support services to 

families

0

             

 

1

             

 

3

             

 

26

            

 

140

          

 

157

          

 

168

        

 

Total

2 020

       

 

2 239

       

 

2 709

       

 

3 090

       

 

4 152

       

 

5 014

       

 

5 598

     

 

Percentage growth (average 

annual)

2003/04 – 

2006/07

2007/08 – 

2009/10

Administration

16,8%

14,2%

Substance abuse prevention and rehabilitation

17,6%

19,0%

Care and services to older persons

8,1%

14,5%

Crime prevention and support

13,0%

15,5%

Services to persons with disabilities

7,7%

9,0%

Child care and protection services

15,4%

20,6%

Victim empowerment

63,5%

6,0%

HIV and AIDS

46,1%

16,2%

Social relief

-46,2%

10,4%

Care and support services to families

284,0%

9,3%

Total

15,2%

16,1%

Source: National Treasury provincial database


Table 4.4 reflects the large growth on the main “children’s” subprogramme. Just over a billion rand has been added over the 7 year period, with an estimated 20% annualised growth over the MTEF. This growth is already higher than the maximum capacity of 18% currently demonstrated by the department. Realistically, it would not be feasible or possible for these budgets to grow much faster that what it is currently growing at (unless some key structural impediments are removed).

Table 4.6 below shows the huge growth in transfers to NPOs. This is reflective of the department’s main route for service delivery. There is more than 20,000 NPO’s receiving money from the department. Any massive expansive of services would require huge growth regarding transfers to NPO’s hence it is essential to tighten up the management (partnership) with these organisations.
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2003/04

2004/05

2005/06

2006/07

2007/08

2008/09

2009/10

R million

Outcome

 Preliminary

outcome 

Medium-term estimates

Current payments

     1 769  

     1 975  

     2 155  

           2 584  

     3 392  

     3 916  

     4 281  

of which:

Compensation of employees

1 102

   

 

1 225

   

 

1 320

   

 

1 575

         

 

2 169

   

 

2 445

   

 

2 688

   

 

Other current payments

667

      

 

750

      

 

835

      

 

1 009

         

 

1 223

   

 

1 470

   

 

1 593

   

 

Transfers and subsidies

1 323

   

 

1 506

   

 

1 924

   

 

2 342

         

 

2 732

   

 

3 541

   

 

3 998

   

 

of which:

Non-profit institutions

1 225

   

 

1 403

   

 

1 729

   

 

2 156

         

 

2 510

   

 

3 318

   

 

3 739

   

 

Payments for capital assets

116

      

 

169

      

 

141

      

 

248

            

 

426

      

 

419

      

 

457

      

 

Total

3 209

   

 

3 650

   

 

4 220

   

 

5 173

         

 

6 550

   

 

7 875

   

 

8 735

   

 

Percentage of total

Current payments

55,1%

54,1%

51,1%

49,9%

51,8%

49,7%

49,0%

of which:

Compensation of employees

34,3%

33,6%

31,3%

30,4%

33,1%

31,0%

30,8%

Other current payments

20,8%

20,5%

19,8%

19,5%

18,7%

18,7%

18,2%

Transfers and subsidies

41,2%

41,2%

45,6%

45,3%

41,7%

45,0%

45,8%

of which:

Non-profit institutions

38,2%

38,4%

41,0%

41,7%

38,3%

42,1%

42,8%

Payments for capital assets

3,6%

4,6%

3,3%

4,8%

6,5%

5,3%

5,2%

Total

100,0%

100,0%

100,0%

100,0%

100,0%

100,0%

100,0%

Percentage growth 

(average annual)

2003/04 – 

2006/07

2007/08 – 

2009/10

Current payments

13,5%

12,3%

of which:

Compensation of employees

12,6%

11,3%

Other current payments

14,8%

14,1%

Transfers and subsidies

21,0%

21,0%

of which:

Non-profit institutions

20,7%

22,1%

Payments for capital assets

28,7%

3,5%

Total

17,3%

15,5%

Source: National Treasury provincial database


Whilst NGO’s have a wealth of experience in providing welfare services, government still has to ensure that these organizations are monitored. It is not advisable to increase the transfer of state funds to these organizations until the sector has developed the required capacity to monitor the NGO’s. This relates not only to ensuring the efficient and effective utilization of public funds, but also to ensure that the quality of service is in line with the best interest of the child. 
Furthermore, the financial service awards model of the department suggests funding of NPO at a level of 75% of total costs, thus the full cost of the Bill would not be born by government as a whole. Further investigation is needed ito of this funding norm and other possible sources of funding.

In 2005, government introduced a system of partial tax for Public Benefit Organisations (PBO), accompanied by a tax free income threshold of 5% of gross income is R50 000, whichever is greater. This means that PBO’s that conduct trading activities may continue to do so without losing their tax exempt status. Given the important role played by PBO’s it is proposed to increase the R50000 to R100 000. According to definition of PBO in section 30 of the Income Tax Act, a Non Profit Organisation will be classified as a PBO, thus allowing it to generate funds in addition to government subsidies.  Similar types of intervention could be investigated to attract more “private funding” rather than pursuing a direct cost to the fiscus.

2. Personnel
Personnel cost account for between 60% at a low level of implementation to 69% at full implementation of total costs. In terms of headcount, the number of social workers required to implement the Bill ranges from approximately 16 505 to a projected 66 329 depending on the level of service delivery. As of April 2005, there were 11 372 registered social workers (of which about 5 200 are currenly working in the social development sector).  It would be impossible to increase the number of social workers to the levels required by the costing. This is not related to the budget for compensation. The supply of social work graduates are not keeping pace with the demand. The sector has implemented a strategy to train and recruit social auxiliary workers to increase the current level of service delivery. The National Department has also embarked on a scholarship programme to attract people to the profession. Providing adequate human resources to the sector will take years as it is a slow process. This should be the greatest influence on implementation plans. As highlighted above, personnel account for 60-69% of total implementation costs. As long as the required personnel are at such low levels, the costs of implementation will also be significantly lower. 
Of particular interest, is the movement of Social Workers between government and NPO’s considering that a large portion of services are provided by the NPO sector. This again alludes to the need for better institutional arrangement and to strengthen partnerships with this sector. However, a more methodical deliberation needs to occur around the best mechanism for service delivery.

3. Capital
Estimated R7.4 billion is needed to make up the backlog in children’s homes. In order to begin to make inroads into the estimated backlog the sector needs to invest more than R1.4 billion each year in welfare facilities for children. There is an urgent need to get a better understanding of the number of children that need to be placed in children’s homes. The capital cost implications of needing to accommodate 10% of children needing alternative care in children’s homes versus 5% are enormous. There is an urgent need to develop alternative care options that can substitute for places of safety and children’s homes. Cluster foster care arrangements are an example. The ‘warehousing’ of children in large facilities is undesirable regardless of the scale advantages of building and running facilities that are bigger than the 60 place norm being promoted within the welfare sector.  This is especially in light of facilities that are subsidized per child. Government needs to make sure existing capacity is fully utilised. This is particularly important in relation to children’s homes, where the government needs to put in place proper service level agreements with the NPOs that run these facilities, and undertake to pay for the service according to agreed norms and standards.
	Percentage capital expenditure

	Capital
	2004/05
	2005/06
	2006/07

	 
	 
	 
	 

	Eastern Cape
	26.56
	79.07
	74.26

	Free State
	108.38
	129.27
	202.59

	Gauteng
	49.15
	81.18
	210.56

	KwaZula Natal
	61.57
	95.07
	80.81

	Limpopo
	107.10
	145.14
	100.15

	Mpumalanga
	16.61
	152.66
	91.55

	Northern Cape
	40.34
	35.94
	79.12

	North West
	57.62
	34.54
	79.10

	Western Cape
	94.67
	106.08
	85.94

	Total
	77.23
	100.19
	94.06


The table above provides an indication of the infrastructure spending in the sector. Whilst there is an improvement, certain provinces have difficulty in spending the infrastructure allocations. The National Treasury through its IDIP programme has started to assist provinces in planning for infrastructure. The social development sector should participate in the process to enhance their capacity on infrastructure. There is concern that adding R1.7 billion to the sector would yield further underspending. It is recommended that the sector improve on its infrastructure planning before substantial funds are allocated for this. The National Department is aware of these challenges are in the process of devising an Infrastructure plan for the sector.
Again, before any massive expansion of infrastructure occurs, the institutional arrangements around such need to considered. At this stage government needs to carefully consider any commitments to major infrastructure development (especially in the light of its history ito building an managing facilities).

Overall, Treasury does not wish to undermine the integrity of the costing process. On review of the costing, we are of the opinion that it is plausible. However due to the magnitude of the costs, alternatives need to be investigated to arrive at more feasible implementation plans (alternatively, the high costs can be noted, but acknowledge that implementation is likely to be spread out over a number of years). Furthermore, the sector needs to consider more cost effective means for delivery of the services proposed, eg. strategies to promote adoption, alternatives to children’s homes, policy related to statutory placements, etc.
Compiled by:

Zaheera Mohammed, Brenton Van Vrede, Julia de Bruyn

Questions and comments.

 A lot the services in the Act are not new, are we currently implementing the existing legislation and to what extent.

Provisions requiring the MEC of a province to fund services. Formulations say that the MEC may fund services. If already funded, why should there be a “may” or should it be “must be”. Story about the R2,4 billion (and the amount being spent to that purpose).  Should this legislation not set minimum standards for the spending of funds. (May and must cloud).

Movement away from conditional grants to provide leeway. What are the conditions to relating a conditional grant ito welfare services. 

Structures: government not assisting in funding structures, what are the constraints with improving structures that are there.

Why more SW in health than in socdev. Does the costing machine also include the Brail machines. How do you handle seconded officials.
20,000 and 14 inspectors. What is being done, are these people being checked on.

When we moved the grants from SD to a separate entity was to free that capacity. Because welfare services have not carried any obligations there has been a general lax in funding of these services. It appears as if there is still a tentative approach to this thing.  Need to have a political intervention. Not responding adequately to the massive need.

Specific advice needed on:

1. In the past we had huge institutions (eg. orphanage run by government). Visited on with a capacity for 70 with only 7, visited another with 50 house mothers with 7 children. Advice on how do we do things better.

2. Needs to be a phased in approach, what does this mean. Can give a practical rands and cents, what do we think.

3. May and must follow up question (budget 04/05 – more than 3 provinces donated money to IEC).

4. To what extent can Treasury be around
5. Look at cost drivers, and how these can reduce costs (particularly around foster care placements and other aspects as related to HiV/AIDS)
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