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Fiscal Year 2020 Preliminary Budget Hearing 
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Michelle Jackson 

Deputy Executive Director 
Human Services Council of New York 

Introduction 

Good afternoon, Chairperson Dromm, members of the New York City Council Finance Committee, 

and to the membership of the Subcommittee on Capital.  My name is Michelle Jackson and I am the 

Deputy Executive Director of the Human Services Council, a membership organization representing 

over 170 human services providers in New York City.  

HSC serves our membership as a coordinating body, advocate, and an intermediary between the 

human services sector and government. We take on this work so our members can focus on running 

their organizations and providing direct support to New Yorkers. These are the nonprofits that 

support our City’s children, seniors, those experiencing homelessness, people with disabilities, 

individuals who are incarcerated or otherwise involved in the justice system, immigrants, and 

individuals coping with substance abuse and other mental health and behavioral challenges. We 

strive to help our members’ better serve their clients by addressing matters such as government 

procurement practices, disaster preparedness and recovery, government funding, and public 

policies that impact the sector. 

It is in this capacity that I come before you to say that the human services sector of our City is in 

crisis. I do not say this lightly. Each year you hear from providers who are struggling, but because 

significant changes have not been made, the compounding crisis of underfunding this sector has 

caught up to the City. Across New York, providers are reporting large deficits stemming from 

inadequate government reimbursement levels and an inability to fundraise their way out of the gap.  

Some are considering downsizing or closing if no significant changes are made. 

What makes this crisis even more urgent is the current economic unpredictability that could impact 

human services budgets as well as increases the need for services. Mayor de Blasio said there’s a 

“high likelihood” we will face a recession this year or next when he released his FY20 budget, the 

State has warned of low revenue, and the federal budget climate is uncertain.  If this is the case, you 

are going to need us now more than ever. An economic crisis would lead to rising demand to the 

programs the City relies on our sector to provide including food assistance, child care subsidies, and 

job development. However, human services nonprofits are already underfunded to the point that 

scaling back existing services could be required to make ends meet. This would lead to delays in the 

ability for New Yorkers to receive the help and the economic stability they need not only for 

themselves but for the economic recovery of New York City as a whole. 



The gap between what the City funds on human services contracts and what providers can 

supplement with private and philanthropic dollars has grown too wide. It is vital that no cuts 

are made to human service programs as part of the mandated budget reductions and the 

chronic underfunding of the sector is rectified. 

The sector is united in asking the City Council to include in their budget response a request 

for the Mayor to invest $250 million dollars to fill  the gap between provider’s indirect costs 

and the contract reimbursement rates from the City. The new Health and Human Services 

Cost Policies and Procedures Manual, which was developed alongside Deputy Mayor Palacio, 

lays out standardized indirect costs for our sector. However, without increased funding to 

address the gaps this manual displays in our contracts, the fiscal crisis we are facing remains 

unaddressed. Based on numbers provided by the Office of Management and Budget, $250 

million should cover the costs to fully implement this manual. 

While we understand the driving narrative around this budget is mandated budget cuts, there is 

money to go around. The City has made massive investments in areas including City staff and 

infrastructure while the needs of the human services sector have gone largely ignored. It is time to 

take the state of emergency facing this sector seriously and prioritize the needs of organizations 

that provide an estimated 2.5 million New Yorkers annually with critical services including after-

school programs, supportive housing, homeless services, job training, and mental health services.  

We need this core investment this year and to work with the Council to create a better partnership 

for the procurement of human services, where providers are trusted as experts who have worked 

for decades in their communities and are brought  into the room from the start on contracts to 

ensure they create the most cost-effective and impactful programs. 

Indirect Manual 

Through the Nonprofit Resiliency Committee, the new Health and Human Services Cost Policies and 

Procedures Manual is set to be released soon. This manual standardizes indirect rate definitions 

across human services contracts and creates a standard approach for providers to calculate an 

individualized rate. This is a step forward in allowing providers to understand and apply real 

indirect costs to City contracts and create a streamlined approach across agencies. The manual does 

not include funding for providers who have rates higher than the rates currently allowed on 

contracts, nor does it allow for a reduction in services.  

The City does not adapt to the real costs of doing business, and asks providers to move money 

around when there are cost increases outside of the control of providers. Contracts are already 

underfunded and providers cannot keep moving a finite amount of money around; at some point 

these rising costs will negatively impact programs. The implementation of this manual needs to 

come with additional dollars so that providers can apply their real indirect rates, and to the extent 

that resources are limited, providers should be able to decrease service levels.  



The City needs to pay the full costs of the services they contract with, just like in other industries. 

This manual outlines a clear policy on indirect, but without funding providers will continue to have 

unfunded portions of their contracts and struggle to fill those gaps.   

State of the Sector 

Nonprofits provide a myriad of services on behalf of the government - many of them mandated - 

and the sector is able to leverage private and philanthropic dollars and funding from the City, State, 

and federal government, to create dynamic programs at a bargain. Providers are experts who are 

uniquely qualified to create cost-effective and impactful programs directly catered to their 

communities. But elected officials must not take that knowledge for granted or keep trying to cut 

back costs by refusing to listen to providers and undervaluing the services they provide. 

The City is not getting a deal by chronically underfunding homeless shelters, foster care agencies, 

food pantries, and senior centers; it is directly harming those who rely on government for help.  The 

nonprofit human services financial crisis must be addressed: 

1.  Contracts are generally underfunded for the program, asking for an outright match from 

providers, or with a low rate per service unit, where providers must make up the difference.  

2. Contracts do not provide an appropriate indirect cost reimbursement rate. The Stanford 

Innovation Fund estimates that the average nonprofit indirect cost rate is between 15-25 

percent – still substantially lower than the private sector, where the lowest rates start at 30 

percent – but the City pays around ten percent, and that new rate and investment to ten 

percent has only recently been put in to place.  

3. Contracts neither provide for cost escalations on the OTPS (other-than-personal services) 

side, nor cost-of-living increases on the PS (personnel services) side. Contracts with 

government are often for five to seven year terms, and even longer when RFPs are delayed, 

but providers are unable to account for unforeseen rising costs, such as a spike in electricity 

and water prices or an exceptionally cold winter, nor is there a mechanism to accommodate 

rising rent, health insurance, or other costs when contracts need to be extended.  

These are not new issues, nor is government unaware that these are real concerns with which 

nonprofits grapple each month. A string of recent reports outlines this underfunding clearly, with 

survey data, anecdotal information from the sector, and by looking at the numbers in actual 

contracts and financial reports.  

One of the most alarming pieces of information comes from the SeaChange Capital Partners/Oliver 

Wyman report, which found that 18 percent of New York City human services providers are 

insolvent, based solely on IRS 990 data.i This means that their liabilities exceed their assets, and 

many have less than a month of cash on hand. Fifty percent of New York City human services 

nonprofits have less than two months of cash on hand and operating reserves, meaning that 

one late payment can impact payroll, and one unforeseen event can put the provider out of 

business.  Government relies on these providers to ensure that our communities have programs 

that promote wellbeing.  



The SeaChange report also points out that the financial health of the sector is government’s 

problem.  Eighty percent of the largest human services organizations have budgets that are 

90 percent or more dependent on government funding. The largest five percent of nonprofits 

provide almost 50 percent of services in New York City, and are also mostly dependent on 

government funding. If these organizations fail, it will be difficult for the network of providers to 

pick up these contracts; government is uniquely responsible for the fiscal viability of these 

organizations.  

The sector’s health is in severe crisis, and providers report that underfunded contracts are the main 

driver of their financial struggles. Fifty-two percent of New York nonprofits report that local 

contracts do not cover the full cost of the services they are required to provide, and 56 percent 

report receiving indirect rates at 9 percent or less, with 91 percent reporting receiving 15 

percent or less.ii  

In the child welfare sector, a study of over 80 child welfare providers in New York offers a stark 

picture that resonates across the full human services sector.  

“Ninety-five percent of respondent organizations reported receiving a government 

contract that fails to pay the full cost of providing the contracted services. Eighty-six 

percent of respondents stated that they use their private fundraising to offset the 

deficits their government contracts create. In addition, 83% report that they cut 

program costs to make up the deficits of government contracts. Even while taking 

these measures, 69% of the organizations in our sample stated that they simply 

run these programs at a deficit; presumably, they are hoping they will be able to 

raise necessary private funds eventually and are loathe to cut off their needy clients. 

Finally, the organizational impact of running chronic program deficits is both 

widespread and widely acknowledged among New York’s child welfare nonprofits: 

67% report they anticipate a year-end organizational deficit that can only be 

made up with private fundraising.”iii 

With a number of high profile nonprofits merging or closing in recent years, the sector itself came 

together in the Call to Action report, citing government underfunding as the main obstacle in 

planning for risk, and finding that government contracts were themselves a great risk to human 

services providers. The report drew upon the experience of sector leaders, and concluded that the 

underfunding of government contracts, including inadequate overhead, lack of cost-escalators,  and 

low rates per unit, were main drivers to unstable organizations.iv 

Conclusion 

There is a nonprofit human services crisis of epic proportion that must be addressed now.  The 

broken and underfunded system currently in place cannot weather an economic downturn. The 

gaps created by inadequate government reimbursement rates are real and growing.  We must act 

now to ensure NYC maintains its ability to provide services to New Yorkers from all walks of life.  



Currently, organizations are forced to cope with government deficits by cutting staff benefits, not 

being able to give appropriate wages or give cost-of-living adjustments, or scaling back on 

programs.  The sector is not able to make the necessary repairs and maintenance to buildings that 

the people coming through our doors deserve for quality programs. Providers are closing programs 

or not competing for programs, which does a disservice to communities. And finally, nonprofits are 

cutting administrative processes and staff, leaving them unable to adequately measure outcomes to 

understand if they are having an impact, undermining their ability to plan for the long-term, and 

preventing them from investing in career ladders for emerging talent. 

The City leans on our sector’s programs and expertise both in times of economic crisis and in 

times of growth, but the fiscal health of these important institutions has been overlooked. 

We cannot wait another year for investments, and also for fundamental changes to fix 

decades of underfunding.   This year we are asking for an investment in indirect funding to 

coincide with the new Health and Human Services Cost Policies and Procedures Manual. This 

is a crucial investment in the sector millions of New Yorkers rely on every day, and also 

essential for this manual to appropriately address the indirect issues the sector has raised.  

We look forward to continuing our work with the City Council to address the decades old 

systems and practices that result in underfunded programs and slow processes that do a 

disservice to our communities and limited resources.  

Thank you for providing me with this opportunity to testify about the state of the human services 

sector. We greatly value our partnership with the City Council and know you stand with us in our 

call to address this crisis. 

Michelle Jackson 

(212) 836-1588 / jacksonm@humanservicescouncil.org 

                                                           
i http://seachangecap.org/wp-content/uploads/2016/03/SeaChange-Oliver-Wyman-Risk-Report.pdf 
ii http://survey.nonprofitfinancefund.org/ 
iiihttps://www.researchgate.net/publication/269103151_A_Deficit_Model_of_Collaborative_Governance_Govern
ment-Nonprofit_Fiscal_Relations_in_the_Provision_of_Child_Welfare_Services?enrichId=rgreq-
e79c7ca8a17894b9c2034939bf6a8ed0-
XXX&enrichSource=Y292ZXJQYWdlOzI2OTEwMzE1MTtBUzoxNzU3NTI5NzY4MDU4OTBAMTQxODkxNDE4MzE0NQ
%3D%3D&el=1_x_2&_esc=publicationCoverPdf 
iv http://www.humanservicescouncil.org/Commission/HSCCommissionReport.pdf 








