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Foreword

Approximately $1 trillion is spent funding human services 
in the U.S. each year1. These services comprise a wide 
range of programs to assist vulnerable populations and 
people living in poverty maximize their potential. From 
foster care to income assistance to education and training, 
human services provide a critical safety net for those 
Americans most in need. 

Given the importance of human services, more attention 
is needed on how we finance them. Our country’s 
national human services system arose during the Kennedy 
Administration and took root during President Johnson’s 
“War on Poverty.” Programs and services have changed 
dramatically over the years as have the way in which we 
pay for them.  Most significantly has been the shift from 
grants to federal cost-reimbursement contracts and the 
increasing use of Medicaid to support human services. 
This human services financing approach has strained 
service providers to the breaking point. A burdensome 
patchwork of government revenue streams rewards 
success with a tangle of regulations and true integration of 
services requires heroic hurdles of bureaucracy. Accounting 
regulations and inflexible financing mechanisms prevent 
organizations from creating capital and planning for the 
future. Innovation is more likely to wither on the vine than 
spread from state to state as programs are created and 
dismantled based on funding cycles rather than need.

To explore and examine how human services financing 
might be transformed, Deloitte, the Alliance for Children 
and Families, and the Hillside Family of Agencies convened 
a group of leading thinkers to create a blueprint that can 
be used by the Obama Administration and Congress to 
stimulate change.  In the end, we arrived at a surprising 
degree of consensus on the basic outline for human 

services financing transformation. The group’s proposal 
consists of structural changes to current government 
funding mechanisms as well as innovations to improve 
human service sector capitalization.

First, there was overwhelming consensus on the need 
to reform the current government “dollar in, dollar out” 
model of purchasing that often inhibits provider growth 
and innovation. Second, there was strong agreement 
on the need to create financing models that encourage 
integration of services.  Finally, there was an urgent call 
for government to work in partnership with the private 
and non-profit sectors to create strategies for ensuring 
the long-term financial stability of human service provider 
organizations.  

We are grateful to The Rockefeller Brothers Fund2 in 

helping to support this important meeting. We hope you 
find the findings from this event useful.

Blueprint for human services financing 
improvement 

#1 — Finance for scale and innovation
Reform government purchasing •
Invest in the business of human services •
Change accounting standards •

#2 — Service integration
Develop a national human services strategy •
Invest in human services technology •
Pool human services funding •

#3 — Capitalization
Develop human services investment banking •
Create financing intermediaries and investment  •
infrastructure 
Revisit tax incentives and policies •

As used in this document, 
“Deloitte” means Deloitte LLP. 
Please see www.deloitte.com/us/
about for a detailed description 
of the legal structure of Deloitte 
LLP and its subsidiaries.

1 Person, Ann E., Strong, Debra A., Furgeson, Joshua and Berk, Jillian A. (2009) “Maximizing the Value of Philanthropic Efforts through Planned 
Partnerships between the U.S. Government and Private Foundations.” Washington, DC: U.S. Department of Health and Human Services, Office of 
the Assistant Secretary for Planning and Evaluation

2 This report was written by Deloitte based on materials prepared from this meeting and the discussions that took place there. It reflects the views of 
the Deloitte authors and not necessarily those of other conference participants or of the Rockefeller Brothers Fund.

Robert N. Campbell III
Vice Chairman and U.S. 
State Sector Leader
Deloitte LLP

Peter Goldberg
President and CEO
Alliance for Children and 
Families

Dennis Richardson
President and CEO
The Hillside Family of 
Agencies
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Our country’s human services financing system is in need 
of modernization. Programs and best practices for serving 
our most vulnerable populations have evolved over the 
past several decades, and the way in which we fund 
them has changed dramatically.  Each year, approximately 
$1 trillion in federal, state and philanthropic funding 
is allocated. Yet funders are increasingly concerned 
about accountability, providers have trouble ensuring 
sustainability, and our most vulnerable populations  
often struggle finding services to help them meet their 
basic needs.

The current economic crisis shines a spotlight on the 
fragility of our human services infrastructure. As more and 
more families face hardships, public and non-profit service 
capacity is stretching to a breaking point. Yet providers are 
finding themselves in the same situations as many of their 
clients: reduced cash flow, decreased credit availability, 
and few tools at their disposal to create stable, long-term 
financial well-being. 

With a new administration in office, now seems an apt 
time to ask: What should 21st Century Human Services 
financing look like? To answer this questions, Deloitte, The 
Rockefeller Brothers Fund, The Alliance for Children and 
Families, and The Hillside Family of Agencies convened 
a leadership forum on May 5-6, 2009 at the Pocantico 
Conference Center,  located at Kyukit, the historic 
Rockefeller family home just outside of New York City.  

Participants included several of the country’s leading 
human services, non-profit, and government reform 
thinkers and practitioners. The group was bi-partisan, 
spanning those who had served Presidents and prominent 
elected officials from Robert F. Kennedy to George 
W. Bush. In addition to former government officials, 
participants also included several internationally known 
scholars and representative of major philanthropic 
organizations. The participants are listed in Appendix A of 
this Report.

Background

Their mandate: Explore how the federal government can 
lead human services finance transformation in meeting 
the poverty challenges of the 21st century. The group 
considered questions such as:

How can we financially enable/empower non-profit and  •
public sector providers to scale and sustain program 
innovation?

What financing mechanisms/changes would encourage  •
an integrated service delivery model that addresses the 
holistic needs of individuals and families?

What financing mechanisms could be created to  •
increase capitalization of human service providers?

Working together, the group developed recommendations 
to encourage and guide human services financing 
improvement. While focused primarily at the federal 
level, these recommendations have broad applicability to 
non-profit and state and local government efforts as well. 
What follows is a summary of the dialogue, including 
graphical depictions of the visioning and brainstorming 
sessions, and a recommended approach for the Obama 
Administration and Congress to consider when deciding 
how to move forward. 
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The group began its discussion by reviewing the baseline 
of human service provision, the need for human services, 
the economic argument for these services and the current 
financing issues that impede effective and efficient service 
delivery.

What are human services and why do we  
need them?
Human services comprise somewhat of a catch-all set 
of diverse program and services to assist vulnerable 
populations and people living in poverty. These services 
include:

A call to action

Child Welfare (foster care, support and enforcement) •

Child Development (Head Start) •

Disability Programs (vocational training, rehab) •

Anti-Poverty (TANF, Food Stamps) •

Juvenile Justice (diversion programs) •

Aging (community and long-term care) •

Support for low income working families (child care,  •
utilities support, transportation)

Mental Health and Substance Use (prevention and  •
treatment) 

Housing (Section 8, homeless assistance) •
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The need for human services continues to grow: 

Nearly one in every 10 American families were living in  •
poverty in 20073

In March 2009, more than 10.9 million Americans SSDI,  •
SSI or both. The rate of SSDI receipt among nonelderly 
adults has nearly doubled since 19844,5 

19.9 million Americans aged 12 or older are current illicit  •
drug users6

There were 1.7 million more poor children in 2006  •
compared to 20007

The economic argument 
Evidence suggests that growing up in poverty costs 
the United States $500 billion annually in lost potential 
earnings, involvement with the criminal justice system, 
and the costs associated with poor health outcomes.8 
Individuals living in poverty: 

Are more likely than their affluent counterparts to  •
experience fair or poor health, or suffer from conditions 
that limit their everyday activities 

Have higher rates of chronic conditions such as  •
hypertension, high blood pressure, and elevated serum 
cholesterol, which can be predictors of more acute 
conditions in the future

Have limited ability and access to programs to develop  •
the skills, abilities, knowledge, and habits necessary to 
fully participate in the labor force, in turn, leading to 
lower incomes

Simply put, poverty impacts U.S. economic growth 
by affecting the accumulation of human capital and 
contributing to high health care and other social costs. 
We as a nation can do better. Much better. The return on 
investment is undeniable.

One study commissioned by Hillside Family of Agencies 
found that for every 2,000 children enrolled in its Hillside 
Work Scholarship Connection program, there was an 

astounding $45M net future return on investment as of 
age 30. A full 61 percent of students exposed to the work 
scholarship program for at least seven months graduated, 
compared to just 31 percent of comparable urban students 
— success rates that in the private sector would have 
prompted duplication across the country many times over 
by now. 

Current human service financing approaches and 
challenges

The financial models for human services have evolved 
over the past decades to embrace cost-reimbursement 
contracting that privileges short-term efficiency over 
long-term effectiveness. Several key facets of the current 
financing system suggest reform is needed:

Patchwork of funding streams with divergent and  •
burdensome reporting and accountability requirements

Heavy reliance on state matching, promoting  •
unpredictable funding and service disparities between 
richer and poor states

Financing is inflexible and does not focus on service  •
quality and outcomes; promoting status quo over 
innovation

Sustainability is difficult as providers move from one  •
grant cycle to the next, creating and dismantling 
programs based on funding rather than need

Funding is designed for services, often covering less  •
than cost and rarely including capital or infrastructure 
investments

Numerous federal and state entities involved promotes  •
silos rather than a comprehensive national strategy for 
human services.

Tackling such enormous challenges can easily become 
overwhelming and the sheer bureaucratic trajectory of 
“this is how it’s always been done” can be immense. All 

3 U.S. Conference of Mayors. “National Action Agenda on Poverty for the Next President of the United States.” October 4, 2008.
4 U.S. Social Security Administration. Annual Statistical Report on the Social Security Disability Insurance Program, 2008. 
5 Autor, David H. and Mark G. Duggan. "The Growth In The Social Security Disability Rolls: A Fiscal Crisis Unfolding," Journal of Economic 

Perspectives, 2006, v20(3,Summer), 71-96.
6 Substance Abuse and Mental Health Services Administration, Office of Applied Studies (2008). Results from the 2007 National Survey on Drug Use 

and Health: National Findings (NSDUH Series H-34, DHHS Publication No. SMA 08-4343). Rockville, MD.
7 Douglas-Hall, Ayana; Chau, Michelle. 2008. “Basic Facts About Low-income Children, Birth to Age 18.” New York, NY: National Center for Children 

in Poverty, Columbia University, Mailman School of Public Health.
8 Center for American Progress (2007). “The Poverty Epidemic in America, by the Numbers. Retrieved from http://www.americanprogress.org/

issues/2007/04/poverty_numbers.html
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Hillside family of agencies: a case study in 
human service financing

In making the financing challenges more tangible for 
participants, Dennis Richardson, the President of the 
Hillside Family of Agencies, presented the following 
case study that served as the framework for further 
discussion. Hillside, based in Rochester, N.Y., is a 
highly regarded human services agency. Started in 
1837 as the Rochester Female Association for the 
Relief of Orphans and Destitute Children, Hillside has 
grown into one of the largest agencies of its kind, 
with $117.8 million in revenues last year. Ninety-four 
percent of the agency’s revenue comes from various 
forms and levels of government, the rest through the 
philanthropic and local community support. Eighty-
nine percent of revenue goes directly into services. 

In the last two years, operating expenses have slightly 
exceeded revenues, an illustrative problem for many 
human service providers. Often government funding 
does not fully cover service costs, but Hillside is 
dedicated to its mission and finds ways to cover 
this financing gap. Additionally, Hillside finds that 
children and families often need multiple services, 
yet every service it provides is funded through a 
separate government allocation and integration of 
services is difficult.   With no margin at the end of the 
year, Hillside cannot find the money to scale proven 
programs, fund innovation or invest adequately 
in capital improvements. As a non-profit, 501(c)
(3) organization, Hillside also faces the accounting 
challenge of being unable to separate operating 
revenue from capital infusion, unlike for-profit 
counterparts. Thus, there is no visibility into the 
proportion of money supplied by donors that goes 
into building the enterprise from those, typically 
government funders, who strictly buy services.    

Hillside’s success also comes with a tangle of federal 
and state regulations that can distract them from 
their core mission. Each year, Hillside undergoes an 
astounding 54 audits from the variety of government 
entities that buy services from the agency.

participants agreed human services provides a unique set 
of issues that must be understood in a new way. From their 
experiences, participants affirmed the following critical 
issues facing human services financing:

Simply asking for more money into the system is not the  •
answer

The current “dollar in, dollar out” mode of financing is  •
unsustainable

There are many great things happening in the field, but  •
little consistency and no solid framework for duplication. 
Financing models reinforce the status quo

Excellence is largely self-imposed, meaning individual  •
providers or groups are doing great things because of an 
internal drive, not because funding demands it

There is a challenge to show human services is an  •
investment that has future return

Service providers often get reimbursed less than cost  •
and often feel like “they are taking what they can 
get.” Others expressed that non-profit human service 
providers have difficulty pricing their services correctly. 
Some participants also believe government contracts 
for services below market price with the expectation 
that any financing gap will be covered by private 
philanthropy

Current service models do not allow providers to treat  •
the whole individual or family

There is still no widely accepted way to capture the  •
future value of our human services. Low-income housing 
tax credits “unleashed billions of dollars for housing that 
otherwise wouldn’t have been there,” one participant 
noted. The same can be done for human social services 
if these services can be appropriately collateralized 
through future earnings.   
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Innovation brain-storming

With the Hillside case study in mind, participants honed in 
on three major areas that they felt important to explore in 
furthering human services finance transformation.  

Financing for Scale and Innovation
How can we financially enable human service provider  •
to scale and sustain innovation?

What can be done to overcome inadequate cost  •
reimbursement that prohibits innovation and broader 
best practice adoption?

Service Integration
What financing mechanisms/changes would encourage  •
service integration and overcome barriers created by 
financing structure?

How can funding silos that currently encourage  •
ineffective use of resources and hinder service outcomes 
be better integrated? 

Capitalization
What financing mechanisms could be created to  •
increase capitalization of human service providers?

With revenue that currently doesn’t support in  •
investment in infrastructure/capacity, how can  
human service providers better access capital to secure 
their futures?

Participants elected to break into three work groups  •
to discuss these transformation areas. The following 
principles guided their discussions:

What, why, and why now — More than a phrase  −
or title, what is purpose of the idea and the value it 
achieves? What makes it worth pursuing?

Power of the idea — From both a top down (has to  −
work from the funder perspective) and bottom up 
(has to work from the provider perspective, what is it 
about the idea that makes it a powerful intervention 
to improve financing of human services? What is the 
innovation? 
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Making it work 

Deloitte’s research into more than 70 public policy 
reform efforts showed each effort shared certain 
characteristics:  

Openness: Open dialogue, crowd-sourcing and 
aggregating wisdom were priorities, as was giving 
non-traditional voices a visible seat at the table

Data matters: Data allows stakeholders to see the 
business case for transformation and support the effort 
from an informed, evidence-based perspective

Design matters: Most public policy is implemented 
as “ready, fire, aim” rather than “ready, aim, fire” 
Start small and build out:  Transformation should be 
prototyped and piloted  

Sustainability: Even the strongest political support can 
fade over time; consider new interest groups and new 
constellations of stakeholders early on and throughout 
the effort

Seek excellence: Begin with the best design as it 
will get watered down through policy-making and 
legislative processes

Feasibility, political viability, workability, and  −
sustainability — What suggests the likelihood of 
the idea being adopted, effectively executed, and 
sustained over time? What forces work against 
feasibility?
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Financing for scale and 
innovation

The group characterized the central problem of human 
services providers this way: providers are generally not-for-
profit organizations who often don’t know exactly how 
much their services cost, take whatever government 
funders are willing to offer, even if the contract may not 
cover expenses, supplement cost overruns by raising 
money or cutting back in other areas, and end up with 
little or no resources at the end of the day to fund 
organizational growth and/or program innovation.

Further, government contracting almost exclusively buys 
services and foundation funders increasingly are looking 
for programs that provide tangible beneficiary outcomes. 
Occasionally, federal funders provide infrastructure and 
program innovation grants, but these are generally small 
and of short duration, likewise with foundation grant-
making. The group also noted that the barriers to entry 
into markets outside the home market are very high 
for non-profit service providers. Thus, it is difficult for a 
successful program to be replicated. Finally, the group felt 
that non-profit providers are under increasing pressure 
from for-profit companies that have entered the human 
services market. These companies have high capitalization 
due to their ability to raise money via stock offerings, they 
can offer lower prices because they have economy of scale, 
and they can enter most markets as communities seem 
more willing to accept a private provider, while an out-of-
market non-profit is viewed as a threat to local non-profit 
organizations (private providers can also exit markets more 
easily when their businesses become unprofitable).  

Generally, however, this group didn’t see market forces 
strongly at play within human services. They suggested 
that there are too many small providers, serving too few 
people. Only through government subsidy do many of 

these providers survive. Yet often they are too resource 
constrained to offer best practice service and they don’t 
have the scale to innovate or change easily. On the other 
hand, large non-profit providers only innovate because 
they are driven to excel by internal forces, rather than 
through forces in the market place.  

This group identified the following priorities in addressing 
problems of human services scale and innovation:

#1 — Reform government purchasing
Federal and state governments are the primary buyers of 
human services. As the Hillside example shows, 96% of 
the agency’s revenue comes from government buying. Yet 
participants of this group wondered if government was 
buying as effectively as it could be to maximize outcomes, 
improve efficiency and stimulate service innovation. The 
group suggested several ideas for purchasing reform, 
debating the effectiveness of vouchers for instance as 
a way to stimulate a true human services marketplace. 
However, wide consensus was reached on the introduction 
of pay-for-performance within human services. Rather
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 than block grants or “dollar in, dollar out” mechanisms, 
governments could build incentives into buying that 
would stimulate best practices and allow high performing 
organizations to garner reasonable margins for their good 
work. The margins gained could then be used to fund 
organization growth and improvement. Moreover, the 
group encouraged governments to re-think how various 
funding silos could be taken down in enhancing system 
efficiency, encouraging treatment outcomes that serve the 
whole individual or family, and reducing the administrative 
burdens on providers. Additionally, the group suggested 
that large foundations could agree that their resources 
would be allocated toward innovation and infrastructure 
development rather than simply supplementing or 
subsidizing government contracts.

#2 — Invest in the business of human services  
Non-profit human services comprise a large marketplace, 
but the system is still perceived as a collection of “mom 
and pop” operations. The group suggested that we 
must fundamentally re-imagine human services as a 
large-scale national enterprise. More attention must be 
given to the business end of human services, offering 
providers assistance with accounting, billing and other 
“back-office” functions that will help them improve and 
grow. Fundamentally, human service organizations must 
be given the support necessary to accurately cost their 
services so that they can survive and thrive. The group 
noted that non-profits in this country are taken for 
granted as organizations that must live on a “shoestring” 
in order to be legitimate. However, the group suggested 
that the value of non-profits is their dedication to the 
mission and that this dedication does not have to include 
a continual struggle to make ends meet.  As such, the 
group suggested that governments and foundations 
could provide technical assistance and funding to help 
human service organizations create “back-office” systems 
commensurate with the scale of business they undertake.  
Governments can also encourage purchasing collaboratives 
and service networks that tie small and large organizations 
together in providing common, evidence-based services. 
These networks would benefit from economies of scale by 
increasing their purchasing power and developing standard 
methodologies to improve treatment outcomes and reduce 
costs. Finally, the group discussed ways to encourage 
human services franchising and licensing, where innovative 

programs could be disseminated nationally because both 
program creators and franchisees have financial incentives 
for developing and replicating programs that work.   

#3 — Change accounting standards
The group was adamant that non-profit accounting rules 
create a barrier to innovation and growth. Particularly 
important, the group noted, were accounting standards 
that forced non-profits to classify all revenue as operating 
income. By not being able to separate income and capital 
investment, the group suggested that non-profits are 
unable to show donors how much it really takes to run an 
effective organization and that many non-profits shy away 
from capital investment because they worry about violating 
tax rules and regulations. The idea would be to invest in 
a platform that would attract reliable revenue over time. 
Money for capital budgets would not pass through income 
statements, allowing non-profits to function more like 
private corporations.

Human services finance innovation — the 
Youth Villages experience (W. Foster, personal 
communication, May 5, 2009)

Youth Villages, a Memphis-based nonprofit and 
member of the Alliance for Children and Families, 
provides mental health services to troubled young 
people and their families. Unhappy with treatment 
outcomes, a summer business school intern devised 
an in-home service solution as a way to achieve better 
results. During a major budget shortfall in Tennessee, 
they offered to provide care for substantially less per 
child than the previous year, but only in exchange for 
the freedom to do it their way. During a major budget 
shortfall in Tennessee, they offered their services for 
20 percent less than the previous year, but only in 
exchange for the freedom to do it their way. The 
change paid off. They delivered on the promise and 
that innovation opened a door that hasn’t closed since. 
And that long-term success has remained consistent 
for the approximately 12,000 children Youth Villages 
serves in 10 states each year. According to a recent 
Harvard Business School case study about the agency, 
in 2008, 86 percent of the children who completed 
the program at Youth Villages were discharged 
successfully and two years out, that number drops only 
to 84 percent. But, the Youth Villages breakthrough 
innovation is still small 15 years later, something that 
would be unheard of in the private sector. Superior 
performance and great intentions are rarely good 
enough to power change at a truly macro level.



16

Service integration

The group focused on integration confronted the 
paramount issue facing effective human services delivery: 
disadvantaged individuals and families often have 
multiple needs (housing, income assistance, food, mental 
health and substance use treatment, job training), while 
government funding is allocated in discreet streams that 
discourage holistic service delivery. Reacting to Hillside’s 
astonishing 54 yearly compliance audits, the group argued 
that this was clear evidence of a need for change.  

In addition to compliance audits, the group noted that 
the vast array of funding sources placed other excessive 
administrative burdens on human service providers that 
distract from service delivery. With each funder, there are 
different reporting, billing, and outcome requirements — 
some at odds with one another. Providers find that they 
spend considerably on these administrative processes, 
which are not reimbursed by government buyers. 
Additionally, funding fragmentation ensures that there is 
no common electronic platform that allows providers to 
track client outcomes or exchange client information in 
a way that promotes more efficient and effective service 
delivery.  

Of particular concern, the group felt that the lack of a 
comprehensive administrative platform promoted excessive 
administrative costs that would be better spent on the 
provision of actual client service. Additionally, lacking 

good data, the group believes it is hard to make the case 
to policy makers for continued human service investment. 
The group made the following recommendations 
in overcoming financing barriers that currently are 
disincentives to service integration.     

#1 — Develop a national human services strategy   
There is no single federal agency responsible for human 
services and funding of these services is spread among 
numerous federal departments and agencies. These federal 
silos are mimicked at the state level, thus creating a wide 
range of human service providers that specialize in one 
particular aspect of human services. While specialization 
is not inherently bad, the group noted that each funding 
stream has differing priorities and fails to recognize that 
human services are interdependent. A poor family doesn’t 
simply maximize its potential through income assistance; 
the family also needs transportation, food, education, etc.  
The group asserted that a National Strategy built on the 
premise of serving the whole individual/family would go 
far in encouraging service integration. The group called 
for a common approach to human services planning at 
the federal level, bringing together all funders to establish 
synergistic goals, clear priorities and unified outcome 
expectations. Individual and family needs do not separate 
themselves neatly by federal and state government funding 
streams, thus funding streams should reasonably be 
re-cast in a consumer-centric model. The group asks that 
the Obama Administration and Congress consider human 
service integration that recognizes the entire individual/
family as a national goal.       

#2 — Invest in human service technology
As our country moves to full implementation of Electronic 
Health Records (EHRs), the same rationale for EHRs 
applies for human services. The group suggested an 
urgent need to develop an integrated electronic family 
human services record to address data weaknesses within 
the system. Currently, human services relies on paper-
based and provider specific technologies that are wildly 
inefficient at tracking cases, providing accurate billing, 
and generating data to show and evaluate outcomes. 
This antiquated approach is most certainly administratively 
costly and it prohibits federal and state policymakers from 
understanding the realities of human service delivery across 
the country. Without accurate data, it is difficult to make 
small adjustments or large-scale improvement without 
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simply “shooting in the dark.” Moreover, the group noted 
that people in need of human services are inherently 
mobile as they search for solutions to their problems. 
The ability to share client level data across providers can 
facilitate continuity of services, help providers obtain all of 
the services an individual/family may be entitled to, and 
reduce fraud, waste, and abuse. 

# 3 — Pool human services funding
The group noted that government buyers should focus on 
systems that provide “no wrong door for entry.” In doing 
this, government buyers could pool categorical funding 
to be used in ways that benefit the whole person/family. 
The group suggested testing “Super-Waivers” that would 
allow service providers to combine funding on a pilot basis. 
These waivers could encourage co-location of providers, 
shared back office/administrative processes, and common 
service standards and outcome measurement. The group 
noted that further exploration into OMB requirements 
that serve as barriers to pooled funding and Super-
Waivers was needed. The group also suggested that Open 
Contracting could help bring transparency and common 
planning to human services delivery. The central tenet of 
Open Contracting is to involve human service providers in 
the planning of human services procurement. The group 
offered that the establishment community human services 
boards could be helpful in planning, developing and 
evaluating integrated systems of care.
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Capitalization

Determining ways to create increased capital flow for 
non-profit human services organizational sustainability was 
the task of this group. Additionally, the group explored 
mechanisms where non-profits could partner with the 
private sector to develop lending programs that could serve 
people in need. This group imagined a non-profit sector 
that more effectively leveraged capital market financing 
and banking and investment entities that more robustly 
served the non-profit community.  Considering that there 
are approximately three million non-profit organizations in 
the U.S. generating  $1.6 trillion in revenue each year9, the 
group noted that it was time for finance innovation within 
the sector.

This group wrestled with basic finance issues that 
currently impact non-profit and for-profit entities alike: 
the credit meltdown, issues with auction rate bond debt, 
over saturation of the debt market and decline in real 
estate/endowment values to well below lender equity 
requirements. The group highlighted the problem of 
introducing more market forces into a non-profit sector 
that has a traditional role within the U.S. economy. It 
didn’t want to suggest that non-profits should be more like 
corporations; rather they focused on how non-profits  
could better utilize capital markets to further their 
important missions.

#1 — Develop human services investment banking 
The group suggested that current social investment work, 
such as micro-lending common in the developing world, 
could be expanded on a large scale. They imagined a 
national human services investment bank that would 
support mergers and acquisitions, finance new programs 
and business lines, and provide venture capital to stimulate 
innovation. The bank could be underwritten by the 
federal government and large charitable foundations. 
Some in the group argued that non-profits are not in 
need of debt capital as that can be obtained through the 
traditional banking system. Thus, they suggested that 
the human services investment bank could operate on a 
different model by making loans that would require certain 
programmatic outcomes rather than interest paid. Or, 
they noted that government could work with the current 
investment banking infrastructure in better meeting the 
needs of the non-profit sector.  The group noted that if 
even a fraction of federal and charitable money was put 
into an investment banking system, this would amount 
to hundreds of millions of dollars in assets that could 
be put toward lending. By rethinking traditional grant 
making, the group suggested that investment banking 
could infuse capital into the non-profit sector, while also 
bringing inherent lending rules and accountability that 
would stimulate wise investment. Another idea floated by 
the group was the creation of a non-profit stock market 
that could allow for institutional or individual investment. 
Adjacent to these ideas was the notion of using banking 
funds so that non-profit organizations could provide direct 
loans to clients. Thus, the national human services bank 
would function in a Fannie Mae or Freddie Mac capacity—
underwriting lending and sharing risk with non-profits as 
they use capital to help those in need. An example of this 
kind of lending is offered by the “Ways to Work” program, 
highlighted in the pull out box on this page.  

9 Blackwood, A., Wing, K.T., and Pollak, T.H. (2008). “The Non-Profit Sector in Brief: Facts and Figures from the 
Nonprofit Almanac 2008: Public Charities, Giving, and Volunteering”. Washington, DC: The Urban Institute.
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#2 — Create financing intermediaries and 
investment infrastructure
Several members of this group were retired investment 
bankers or those engaged in social venture capital. They 
immediately noted that, unlike the capital markets, there 
is no infrastructure to support human services banking 
or social investment. Knowing how to distinguish risky 
versus safe investments, they argued, is just as important 
in human services as it is on Wall Street. Transparency 
was a central issue, as the group wondered how to gain 
more insight into the business of non-profits. Another 
fundamental problem exists around valuing the future 
returns on human services. Money is invested in companies 
in the hope of profits that will generate a return on 
investment. For human services, that return is not as 
easily quantifiable and there is much work to be done on 
monetizing the value of human services. Moreover, the 
group suggested that, like capital markets, the non-profit 
sector could benefit from financing intermediaries that 
connect investors with good social investments.    

#3 — Revisit tax incentives and policies
Like the Financing for Scale and Innovation group, this 
group raised non-profit accounting standards as a central 
issue and encouraged investigation into changes to 
Financial Accounting Standards Board (FASB) rules as a 
good first step. The group then pushed beyond this issue 
and continually contemplated the power of low-income 
housing tax credits as a successful model for stimulating 
human service growth. These credits introduced capital 
into the human services sector because they provided 
incentives for investment in housing that serves a social 
purpose. The challenge, as the group saw it however, is 
that housing is a tangible asset while most human services 
are just that, services that are much more difficult to value 
for investment or tax purposes. The group also noted that 
new tax policies must not hinder individual contributions 
in the non-profit sector. For example, the group suggested 
that contributions should be Alternative Minimum 
Tax-friendly. While there wasn’t enough time during the 
meeting to fully investigate tax policies and incentives to 
stimulate human services growth, the group felt strongly 
that this was a critical area of further exploration.

Human services finance innovation — “Ways to 
Work” (P. Goldberg, personal communication, 
May 5, 2009)

The Alliance for Children & Families' “Ways to Work” 
program is character-based lending initiative that is a 
classic “hand-up, not hand out." Ways to Work lends 
money to those with no or bad credit so that they 
can purchase a used car to get to work. The program 
charges a maximum interest rate of 8 percent, which 
covers administrative costs. Those participants that 
could get credit elsewhere would have to rely on 
payday loans that typically charge and exorbitant 25 
to 30 percent interest rate. The program has been 
tremendously successful and shows the promise of 
character-based lending in the human services sector. 
Ways to Work loan recipients realized a 41 percent 
increase in earnings and the program enjoys an 88 
percent repayment rate, unchanged even over the last 
nine months when the recession bore down  
economy-wide.
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Moving forward

Expanding the universe of ideas was fundamental to the 
discussions, but so was practicality, leading to a vibrant 
exchange about filtering ideas through the lens of political 
viability, making sure the group’s recommendations could 
work top down and bottom up. Barriers to this agenda 
were identified, including:

Block Grants are the Holy Grail to many stakeholders;  •
suggestions around pay-for performance, pooling of 
funds and other government purchasing transformation 
will likely be met with stiff opposition

Any changes to the Tax Code will be hard to make •

Human Services and non-profit organizations take pride  •
in their mission dedication and some see administrative 
and business processes as “beneath them,” it will be 
difficult to convince them that they need to focus more 
on the business aspects of their work

Various human services federal funding silos have strong  •
constituencies on Capitol Hill and across the country, 
encouraging these constituencies to work together for 
a common good will be a challenge as they have fought 
hard for self-preservation over the years

There is a small cadre of former investment bankers  •
and social venture capitalists who have struggled to 
push wider adoption of their ideas, there will need 
to be a tipping point, such support from the Obama 
Administration and/or Congress, to gain wider interest 
and acceptance of a human services investment agenda

Nonetheless, the group was optimistic about change.  
They believe that the time is right for re-thinking old 
ways of doing things. They noted that the poverty data 
and economic arguments for improved human services 
financing were very persuasive. As our economy  
struggles out of the current recession, the role poverty 
plays in deterring long-term U.S. economic growth is an 
important area of focus. Yet only through human services 
finance transformation can our country effectively address 
this issue.   

The group recognized that a purely federal solution wasn’t 
enough, although federal leadership was critical. State and 
local governments and philanthropic foundations must also 
be stakeholders in this effort. The group identified other 
potential partners for change, including the FASB and 
investment banks.

In moving the recommendations for human services 
finance transformation forward, the group offered the 
following principles for change:

Play hard and be stubborn — changing a $1 trillion 
safety net system is no easy task; it will take time,  
patience and several slammed shut doors before progress 
begins to occur.

Pick a few solutions — the group purposely focused on a 
narrow set of workable solutions because they know that a 
transformation effort that seeks to “boil the ocean” will fail 
due to its own weight

Provide examples — change can’t be theoretical, policy-
makers need to see tangible examples of how finance 
transformation can work for their constituents

Don’t make assumptions —there are a variety of reasons 
why policy-makers do and don’t make changes. The group 
noted that the advocates biggest trap is assuming policy-
makers just “don’t get it” when they put up barriers to 
transformation. 

Work with and within the system — many of the 
recommendations developed by the group require 
numerous interdependent changes, some small and some 
quite large. Understanding the levers that need to be 
pulled and accepting that there are many bureaucratic 
hurdles to jump is central to having the fortitude to make 
change.
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Final thoughts

After reviewing the current state of human services 
financing at both the state and federal level, we arrived at 
a surprising degree of consensus — from leading thinkers 
and seasoned veterans of all political stripes — on the 
basic outline for transformation.  

All agreed that the human services financing system 
needs improvement and that non-profit service providers, 
in particular, were facing a crisis of sustainability that 
hindered growth and innovation. There was also 
overwhelming consensus on the need to start with a major 
national commitment to improve human services, coupled 
with some very tangible short term changes and innovative 
future thinking. Breaking with human services financing 
traditions, the group suggested that federal and state 
governments explore outcome based purchasing, pooled 
funding and investment in the business and administrative 
infrastructure of human service delivery. Central to this 
approach is creation of an electronic human services record 
platform that would lead to greater effectiveness and 
efficiency while also producing better data from which to 
make policy decisions. There were also several accounting 
and tax policy changes recommended that would 
enhance non-profit human services provider innovation 
and capitalization. Finally, the group developed ideas that 
would encourage investment banking in human services, 
fundamentally by stimulating current investment banking 
to better address the needs of the non-profit sector or 
through the establishment of a human services investment 
banking approach that could provide venture capital for 
growth and partner with providers to create innovative 
loan programs for people in need.     

The challenges ahead are extraordinary and as such cry 
out for a new approach. Making these changes requires 
both political will and organizational capability. We believe 
the recommendations outlined here are sound ones. In 
light of the magnitude of the challenges before us, there 
is nevertheless an unexpected degree of optimism about 
the government’s ability to make positive strides toward 
addressing our present challenges. It is our hope that the 

results of this dialogue can serve as a starting point for 
the Administration and Congress in transforming human 
services financing so that the system can better serve all 
Americans. 

In the coming months, we plan to convene a follow-up 
meeting in Washington, DC to further the thinking outlined 
in this report. Our hope is to engage senior policymakers 
in this discussion so as to further an agenda for human 
services finance innovation. This meeting will lead to 
research and policy recommendations on how best to 
tactically operationalize the recommendations developed 
by the thought-leaders who assembled at Pocantico.

Major tenants of human service finance 
innovation

National Human Services Strategy •

Financing to Encourage Service Integration •

Human Services Investment Banking •

Tactical ideas for change

Revise non-profit accounting rules •

Invest in human services technology •

Provide business technical assistance •

Experiment with pooled funding and pay-for- •
performance
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Appendix A:  
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Doug Besharov University of Maryland

Bob Campbell, Principal Deloitte LLP

Keith Cherry, Director Deloitte Consulting LLP

Peter Edelman Georgetown University

Bill Eggers, Director Deloitte LLP
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Tracey Feild The Annie E. Casey Foundation

William Foster Bridgespan Group

Fred Goldberg Skadden Arps

Peter Goldberg Alliance for Children & Families

Wade Horn, Director Deloitte Consulting LLP

John Kimberly University of Pennsylvania

Don Layden Metavante Corporation

Thomas McLellan Treatment Research Institute

Clara Miller Non-Profit Finance Fund

Fred Miller The Chatham Group

Dennis Richardson Hillside Family of Agencies

Virginia Romano The Kresge Foundation

Lester Salamon Johns Hopkins University

Regina Schofield Casey Family Programs

Laura Thrall United Way of Metropolitan Chicago

This report was written by Deloitte based on materials prepared from this meeting and the discussions that took place 
there. It reflects the views of the Deloitte authors and not necessarily those of other conference participants or of the 
Rockefeller Brothers Fund.
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Appendix B:  
Agenda

Tuesday, May 5, 2009
4:00 – 6:30 p.m. Meeting convenes
   Welcome, introductions, purpose  
   and comments
   Robert N. Campbell III, U.S. State  
   Government Leader, Deloitte LLP

   Dennis Richardson, President and  
   CEO, Hillside Family of Agencies

   Human Service in the United States,  
   its funding, and financing issues
   Keith Cherry, Ph.D., Director,  
   Deloitte Consulting LLP

   Peter Goldberg, President and CEO,  
   Alliance for Children and Families

6:30 – 7:30 p.m. Reception 

7:30 p.m. Dinner

   Government change and reform,  
   and a feasibility template for  
   effective  change
   William D. Eggers, Global Director,  
   Public Sector Industry, Deloitte   
   Research

   Nonprofit innovation and change 
   William Foster, Partner, The   
   Bridgespan Group

Wednesday, May 6, 2009
7:45– 8:45 a.m. Reconvene
   Reflect on the previous day’s work  
   and refine, including feasibility   
   implications for government change  
   and nonprofit adaptation 

8:45 – 12:30 p.m. Build-out priorities for change —  
   concepts and strategies

12:30 p.m. Finalize concepts (Working lunch)

2:15 – 3:00 p.m. Moving from concepts to agenda
   Report of proceedings & Next steps

3:00 p.m. Adjourn
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