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What are Social Impact Bonds
(SIBs) and why do they matter?

What are SIBs?

Social Impact Bonds (SIBs) are payment-by-results (PbR) contracts that
bring together socially motivated private finance and social organisations
to provide outsourced public services.

They are a small part of the wider market for PbR contracts, which involve
a public body paying service providers for the outcomes attributed to their
services: for example, an unemployed person attends a training course and
the provider is paid if they get a job within a set time period.

This is in contrast to a fee-for-service model where a provider is paid to
deliver a service that a public body hopes will deliver a desired outcome but
where there is no connection between the outcome and the payment for the
service: for example, an unemployed person attends a training course and
the provider is paid for delivering the course.

While most PbR contracts are delivered by large private companies, SIBs
see ‘socially-minded investors'" or ‘social investors’ pay the upfront cost
of delivering a social intervention and ultimately receive a return (or not)
based on the success of that intervention.

The intention is that the public sector only pays for the service if the agreed
social outcomes are delivered and that the risk of an unsuccessful service

is transferred to the investor rather than the delivery organisation.> A SIB
therefore enables social organisations, including charities to manage the
financial risks associated with those PbR contracts from which they would
otherwise be excluded.

Suggested benefits of the model include:

(i) testing innovative new approaches to tackling persistent social
problems — where public sector bodies have a clear idea how much
the problem currently costs to manage

(ii) scaling up existing models backed by a strong evidence base — where
providers can demonstrate the likely cost savings® from applying the
model at a wider scale
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Note on data: the report uses the
best publicly available data in the
attempt to give a broad overview of
the evolution of global SIB market.
The cut off point for the data used
in the report in June 2016 although
some of the narrative notes major
developments since then — such as
the launch of the UK government’s
Life Chances Fund.

Even in the more developed SIB
markets in the UK and US, much of
the data is either incomplete,
contested or not consistently
categorized. The data throughout the
report — and in particular in the tables
on page 20 and 21 - is our attempt

to give as accurate a picture as
possible of the overall situation while
acknowledging these constraints.



SIBs are a growing global phenomenon having initially been pioneered

in the UK as the highest profile element of an emerging ‘social investment
market’ that has received significant political and financial support from
the UK government.

The first SIB launched in the UK in 2010 and while definitions of ‘a SIB’ are
not fixed there are now an estimated 61 SIBs worldwide*: 32 in the UK with

the 2nd biggest ‘market’ in the US (10 SIBs) and at least 19 more across 14 Lo _
other countries. Based on those SIBs for which financial data is publically R Lsu:‘;.ltgi‘i:?';e

available® for, the average global maximum contract value® is $8,430,595 and wider funding schemes enable a

the average investment’ is $3,443,809. relisbleestimate for i sine
6 For 42 out of 61 SIBs (UK and US SIBs
estimated totals / number of SIBs)

7 For 42 out of 61 SIBs (UK and US SIBs)

SIB Timeline

APR APR
2012 2012

FIRST SIB LAUNCHED

DWP INNOVATION FUND 1 FIRST US SIB LAUNCHED

NYC Able Project, Rikers
Island, New York

LAUNCH OF BIG SOCIETY CAPITAL

£600 million social investment wholesaler
providing investment for many UK SIBs

One Service,
Peterborough, UK

Central government
programme funds 6 SIBs

FIRST SUCCESSFUL SIBS

Three UK SIBs funded through
DWP innovation repay investment?

COMMISSIONING BETTER OUTCOMES

Launch of £40 million Big Lottery Fund to fund
development of SIBs and subsidise outcomes

One Service SIB cancelled before
completion due to creation of
wider outsourcing programme®

Goldman Sachs announces GOVERNMENT OUTCOMES LAB

successful results of Utah High Set up by UK Cabinet Office with
Quality Preschool Programme SIB Blavatnik School of Government

Launch of UK’s government’s
£8omillion Life Chances Fund®

8 https://www.gov.uk/government/news/payment-by-results-prison-pilot-continues-to-show-falls-in-reoffending
9 www.pioneerspost.com/news-views/20150715/triple-threat-three-uk-social-impact-bonds-return-investor-capital
10 www.goldmansachs.com/what-we-do/investing-and-lending/impact-investing/case-studies/sib-slc-fact-sheet.pdf

11 www.gov.uk/government/news/80-million-boost-for-life-chances-fund-to-transform-lives-across-the-uk
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Number of SIBs by country

Number Average Maximum Average Investment

Contract Value
UK 3212 $5,995,000 $1,520,000
Us 108 $16,224,500 $9,600,000
Others™ 19 N/A $2,538,000

Why do SIBs matter?

The current estimated cumulative size of the global ‘market’ for SIBs stands
at around $514 million (contracts) / $210 million (investment) while, in
comparison, the estimated annual bill for US federal government welfare
programmes is more than 1000 times that at $668 billion."” The current UK
SIB ‘market’ is worth an estimated £153 million (max contract value), less
than 1% of the estimated £15 billion market for UK PbR contracts.'

SIBs can be understood as a small part of a wider shift in the way public
services are funded and delivered, (primarily) in the developed world.

As governments face demands on welfare systems increasing faster than tax
revenues, they are seeking both to spend money more efficiently and to fund
interventions that will demonstrably reduce the need for future spending.

Advocates of SIBs believe that they:

(a) increase the resources to support social interventions — investors
provide the finance to enable new approaches to be tested or scaled-up

(b) support the delivery of better social interventions - service providers
have the freedom to prioritise outcomes rather than pre-set processes, while
investors and intermediary organisations both challenge and support
service providers to deliver better outcomes
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(c) enable governments (and others) to understand the extent to which
these interventions are effective - the reporting and evaluation of
outcomes attributed to SIB-funded services helps governments to
understand ‘what works’ and decide whether to commission a service
again and/or attempt to scale it up in more areas or with different
client groups

(d) allow governments to ‘pay for success’ rather than funding
interventions that do not work — governments only pay when providers
achieve the social outcomes they specify, otherwise investors foot the bill

What are SIBs for?

The wide spectrum of stakeholders advocating greater use of SIBs hold an
equally wide range of views on the nature and scope of their applicability.

SIBs are widely associated with ‘innovation’ in a range of different contexts
but within the UK market, which includes more than 50% of all SIBs in
the world, there has been a gradual shift from viewing SIBs as a tool for
solving social problems to a narrower understanding of their role focused
on reducing costs to the public sector.

As examples, announcing its initial support for SIBs in 2010, UK quango’
Big Lottery Fund emphasised the potential for SIBs as: ‘a tool for preventing
social problems across the UK’ and as a way to support ‘schemes that work

to solve specific social problems’'®

However, when launching its £80million Life Chances Fund in July 2016,
the UK government listed 7 objectives.” Of these objectives, 5 relate to
the growth and development of the market for SIBs and social investment
generally, while 2 relate to the benefits provided by SIBs:

- Generating public sector efficiencies by delivering better outcomes
and using this to understand how cashable savings® are

- Increasing social innovation and building a clear evidence base of
what works
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How are SIBs developed?

Set up:

A SIB can be initiated by one or more different stakeholders including:

- acommissioner: one or more public sector bodies (central or local
government) seeking an outcomes-based solution to a social problem

- aprovider: a charity or not-for-profit organisation seeking funding to
deliver a new or existing service

- an intermediary organisation: seeking to create a SIB to tackle a social
problem in a particular sector or local area

Role of investors:

The involvement of ‘social investors is the defining feature of SIBs

. . 21 A ‘Social investor’ in this contex

compared to other PbR contracts.?? Social investors take on some or SR s estor i i context
means an investor w h() 1S seeklng to

all Of the ﬁnanc1al I'lSk enabllng soc1al Organlsatlons WhO WOUld not achieve both a financial return and a

be able to take on conventional PbR contracts to deliver services via measurablesocial outcome

a SIB. While the potential to attract new private finance — particularly 22 Atleast in theory, in reality atleast 3

. . . K . . UK SIBs have not taken on any outside

institutional finance - to support social projects has often been cited finance, with service delivery funded

as key advantage of the SIB model, progress has so far been slow. by the provider organisation

While current data on investors is limited, every UK SIB that has
published information on outside investment has received some (or all)
of that investment from either philanthropic trusts & foundations or
via government-backed social investment funds.

In the US, 5 out of 10 SIBs* received 100% of their senior investment

from commercial investors but, in all cases, this commercial investment Crmnmnprmenee e e
. . research-r t‘S()UlCCS‘PJ.\LSUCC@SS’hI St-

has been subsidised by some combination of guarantees, grants or generation

(riskier) subordinate investment from philanthropic sources.

23 www.nonprofitfinancefund.org/

Role of intermediaries:

Intermediary organisations play a range of different roles in the creation
and management of SIBs including: making the case for the creation of
a SIB, sourcing investment into the SIB (including potentially investing
themselves) and performance management to ensure that the contract is
delivered effectively.
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Many operating within the market regard this performance management
as the most important element of a SIB, compared to funding models
traditionally open to charity and non-profit organisations — grants and
small fee-for-service contracts - that do not challenge service providers
to focus on specific outcomes targets or prove that these outcomes have
been achieved.

Managing the SIB:

In many instances the creation of a SIB has included the creation of a
Special Purpose Vehicle (SPV) to manage the activity covered by the
SIB contract. These SPVs may be owned by investors, intermediaries
or delivery organisations — or some combination of all three.

Critics (and some supporters) of the SIBs claim that the use of SPV's
significantly increases the cost of delivering contracts.?* However others
believe that the regular reporting and outside scrutiny provided by SPVs
helps delivery organisations to focus on outcomes.

An example of this is the It's All About Me adoption SIB* set up by

a consortium of voluntary sector adoption agencies. The SIB consortium
takes referrals of ‘harder-to-place’ children from local authorities, seeks
families to place the children with and provides training and support for
parents over the first two years of the placement. The consortium and
investors receive payments
based on achievement of four

Spot Purchase SIBs
milestones in the placement,
and share the risk of losing Spot Purchase SIBs - One of a range
their money if the placements of alternative SIBs models to be
break down. developed, this approach sees a

provider organisation (or consortium)
take on investment to enable it to offer
an outcome-based service to a range
of different commissioners — who
commission the service on case-by-
case basis (‘spot purchase’) depending
on local need and pay if the service is
successful.
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Who is paying?
What are they paying for?

Who has paid so far?

The ultimate customer for a SIB (the commissioner) is usually a
government agency®® or several different government agencies.”

The market for SIBs in the UK has so far been dominated by central
government. The first SIB, tackling recidivism at Peterborough prison,
was commissioned by the Ministry of Justice in 2010 and three further
central government programmes have between them funded 21 more:

The Department for Work & Pensions Innovation Fund aimed to
increase the employment prospects of 14-24-year-olds who were either
disadvantaged or at risk of disadvantage. The programme commissioned
10 SIBs across two funding rounds.

Youth Engagement Fund (funded by Cabinet Office, DWP and Mo])-
4 SIBs supporting disadvantaged 14-17 years olds to improve
educational qualifications and secure employment

Fair Chance Fund (2015-18) - (funded by DCLG and Cabinet Office) -
7 SIBs commissioned to tackle youth homelessness by supporting
vulnerable 18-24-years olds into accommodation and employment

or training.

The other 10 SIBs in the UK have been commissioned either by regional
government, local authorities and/or NHS Clinical Commissioning Groups,
in most cases benefitting from significant subsidy from central government.

In the US, there is 50/50 split between those SIBs primarily funded by
local government and others that are primarily funded by regional (state)
government. No US SIBs have been primarily funded by the federal
government, however federal government subsidies have been provided
in some cases.

Globally SIBs have been also commissioned by a mixture of national,
regional and local government agencies.
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26 Inthe UK, there is speculation that
the model could also be used by
Housing Associations

27 A sister model, the Development Impact
Bond, is based on external philanthropy
as the ultimate source of funding of

activity in developing countries.



What are the paying for?

SIBs globally are currently funding activity in four main categories:

Criminal Justice - tackling recidivism - 4

Employment — reducing NEETSs, improving employability, tackling unemployment — 22

Social Welfare - including homelessness, child welfare - 24
Education - early years education, reducing school drop out, universities — 4

Health - including preventative interventions — 7

Paying for outcomes?

The specific approaches used to determine outcomes payments for SIBs
vary greatly but the broad theory is that social problems - a prisoner

re-offending, a young person not being in education or employment for
a period of time - have financial costs®® and SIB providers are rewarded

. . . 8 Unit Cost d se: https: .gov.
for the reduction in those costs produced by their work. 28 Unit Cost database: https://data.got

uk/sib_knowledge_box/toolkit

29 Depending on how services are

In some cases, the link between interventions and cost saving is direct® - configured, it may or may not led
for example, an intervention prevents a young person from going into care ‘t‘:’ :I;C}’:C‘h‘:‘ Shorttenmreduction
so the money that the local authority would have been spent on looking )

after them is saved.

In other cases, they are based on broader, notional cost savings brought

about by, for example, an estimated contribution to a medium-long term
reduction in youth employment.
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In the case of many SIBs funded by UK central government, cost savings

figures have been used primarily as a way of understanding or illustrating
whether or not an intervention has worked rather than to signify a direct
realisable saving to the department funding the intervention.

For cash strapped commissioners in local government, new SIBs are
increasingly being expected to deliver direct savings on money that the
commissioner would otherwise have spent if the SIB-funded intervention
had not changed the situation.*

Two outline examples of payment models that may be used:

- individual basis: the commissioner pays based on the outcomes
achieved (or not) by each individual supported by SIB-funded activities
— for example, if an employment-focused SIB supports 100 people and
the commissioner agrees to pay £1000 per individual outcome then if
49 people supported get a job, the commissioner pays £49,000.

- cohort basis: the commissioners pays based on the outcomes achieved
by a specified % of the entire group supported by SIB-funded activities
- if an employment-focused SIB supports 100 people and the
commissioner agrees to pay £75,000 if 50% or more of the cohort get
a job, then if 49 of the people supported get a job, the commissioner
pays nothing.
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How do we know if they work? 4

What is success?

In theory SIBs are viewed to have succeeded based on:

(i) whether an agreed social outcome (or set of outcomes) has been
achieved (e.g. x young person is successfully adopted) or avoided
(e.g. 75% of offenders have not committed another offence for
12 months).

(ii) the counterfactual — can the provider demonstrate that the young
person would not have been adopted without the SIB-funded
intervention or that more 75% of offenders would have committed
an offence if the SIB-funded intervention had not been made.

How is success measured?

The main broad models being used to measure the success of SIBs are:

(a) Administrative data models: the SIBs succeeds based on service
provider and/or government data on whether specific outcomes
have been achieved - past data may be used to determine the value
of particular outcomes but there is no direct comparison between
outcomes achieved by SIB beneficiaries and outcomes achieved by
non-beneficiaries

(b) Comparative models: measuring the outcomes achieved by a
group of beneficiaries of a SIB against the outcomes achieved by
a comparable group of people not benefitting from the activities
funded via a SIB - this could mean a Randomised Control Trial
(RCT)31 or a historical Comparison32 31 www.nice.org.uk/glossary?letter=r

32 The Rikers Island SIBs used a control

group based on historical data - many

Administrative data models do not attempt to measure the performance SIB advocates would argue that this
of a SIB against a counterfactual however some SIB advocates would argue comparison s less meaningful than
L. , . K on an RCT one with an active control
that a commissioner’s expectations of what would happen without the SIB- group (based, for example, on not
funded are the equivalent of a counterfactual. giving therapy to half the prisoners).

Other SIB advocates, particularly in the US, regard comparative models as
the default approach to measuring success despite the fact that a significant

majority of completed and currently active SIBs use models based primarily
on administrative data.”
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Use of models?

No. of SIBs No. of SIBs

Administrative data Administrative data

Comparative Comparative

Other: Not enough available data

Examples of how different models are used:

Administrative Data — a ‘rate card’ of outcomes achieved by individuals
The DWP Innovation Fund paid providers delivering SIB-funded activities
through its programme based on nine possible outcomes* achieved by
1nc‘11V1du?11 young people ranging from ‘Improved attitudes towards school cystemfuploads/attachment data/
to ‘Sustained employment’ file/212328/hmg_g8_factsheet.pdf

34 www.gov.uk/government/uploads/

Providers submitted evidence to the DWP to show that outcomes had been
achieved ranging from letters from teachers asserting that a student’ attitude
had improved, to payslips showing that a young person was in sustained
employment. These outcomes were proxies for the programme aims of
increasing employability and reducing long-term dependence on benefits.

Comparative — Outcomes achieved by a group: how much time did young
offenders spend in jail? The success of the ABLE Programme at Rikers Island
jail in New York was evaluated® based on the number of days spent in jail
(‘recidivism bed days’) by young offenders receiving SIB-funded Moral e D

resources/downloads/adolescent-
Reconation Therapy (MRT) in the year after their release in comparison behavioral-learning-experience-
to a historical control group. evaluation-rikers-island-

www.vera.org/sites/default/files/

w
wn

summary-2.pdf

The success of the programme was based on reducing recidivism bed days
by 10% or more - at which point the commissioner would have repaid
the SIB’s investors, with increased returns based on the extent of success.
The programme did not achieve a statistically significant reduction and
the investment was not repaid — however the investors, Goldman Sachs,
did receive the majority of their money back as their investment had been
guaranteed by a philanthropic foundation.
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How do we know if they’re better 5
than other funding models?

So far, commissioners of SIBs and those providing subsidies have not
made an evidence-based case for choosing SIBs over other funding models.*

There are, however, a range of hypotheses about why SIBs may be
preferable to other models in particular situations, and opposing
arguments to these hypotheses.

SIBs vs other PbR
Advantages:

(i) The involvement of social investors taking on some or all of the
upfront financial risk means that relatively small, specialist social
organisations have the chance to compete for outcomes-based
contracts and funding programmes

(ii) SIBs can harness a wider range of expertise devoted to tackling
a particular social problem - including engaged investors and
skilled intermediaries managing performance

(iii) the quality of the information about the success or failure of the
intervention may be higher due to the scrutiny of the investors -
and is more likely to be made available to other commissioners
(particularly if there has been government subsidy of the project)

Disadvantages:

(i) there are additional costs associated with SIBs due to the complexity of
their structures — as a result the markets for investment in SIBs and
most of the contracts themselves are currently heavily subsidised, and
no SIBs have been created without subsidy

SIBs (and other PbR) vs fee for service
Advantages:

(i) SIBs are outcomes based so commissioners only pay for a service if
it is successful

(ii) In measuring whether a SIB has been successful, both commissioners
and providers increase their knowledge about ‘what works’ — provided
that information about the interventions applied is shared

(iii) As SIB-funded contracts are outcomes based, providers (or
intermediaries managing SPVs) can change their approach to service
delivery midway through a contract if outcomes are not being achieved
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Disadvantages:

(i) Cost of investment: commissioners need to pay sufficiently high
outcomes fees to attract investors based on the risks involved

(ii) Cost of management: SPV-models in particular incur additional costs
which for smaller SIBs in particular may be disproportionate to the
social impact of the services being delivered

(iii) Cost of measuring whether SIBs have been successful - this is unlikely
to be justifiable in situations where commissioners can be confident
that a particular intervention will lead to a particular outcome

SIBs (and other PbR) vs grants

Advantages:

(i) SIBs can simultaneously provide funding for relatively new innovative
approaches and also produce evidence about whether or not they work

(ii) The performance management element of SIBs — whether provided
internally or externally by intermediaries and/or investors — ensures that
delivery organisations are focused on achieving specific outcomes rather
than just delivering some funded activities which may or may not work

Disadvantages:

(i) Costs... see above

(ii) The outcomes targeted by SIBs are set by commissioners based on
(at least some notion of) future cost savings. Beneficiaries may not want
(or feel they need) the services most likely to deliver reductions in future
public spending.

(iii) Danger the PbR models can create perverse incentives for providers®

SIBs vs nothing

Some SIB advocates believe that the model is primarily applicable in situations
where the alternative is that no service at all would be provided to achieve x
outcome for x recipient. It seems unlikely that are many situations where other
funding options would be literally impossible to implement but, in pragmatic
terms, it makes sense for intermediaries and providers to use a model that
governments are paying for and subsidising — rather than refusing to deliver
services until their desired funding model is available.

The 22 UK SIBs funded by UK central government are primarily focused on
activities that the government is not currently seeking to fund using other
models so, for organisations seeking government funding for these activities,
SIBs are in competition with nothing.

However, currently the reasons that the UK government has chosen SIBs
over alternative funding models are unclear and the mechanisms used to
judge whether SIBs work, to a greater extent than other funding models,
are also unclear.
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Subsidies

There are four main purposes of subsidies — primarily provided by
government/quangos but, in some cases, provided by philanthropic funders:

- Development of the model

- Development of individual SIBs
- De-risking investment

- Subsidies for outcomes*

All four areas have been subsidised in the UK with at least some used
in all other countries where the SIB model has been used.

These areas of activity have been subsidised in four ways:

- Grant funding

. Tax breaks for investors

. Guarantees for investors

- Subordinate investment by philanthropists

Examples of subsidy:
Grants:

Peterborough SIB/Social Finance (Big Lottery, 2010)* - £11.25 million in
funding for the intermediary, Social Finance. £6.25 million supported the
development of the One Service SIB in Peterborough, while the rest of the
money was allocated to wider development of the model.

- Next Steps (Big Lottery Fund, 2012) - £6 million fund to support
‘innovative social investment schemes’ including SIBs.
Commissioning Better Outcomes / Social Outcomes Fund (Big Lottery
Fund/Cabinet Office, 2013- )* - £60 million combined funds providing:
part-funding for central government SIB programmes, grants for
organisations and/or commissioners aiming to develop SIBs, grant funding,
grants to cover a proportion of SIB outcomes payments
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- Social Innovation Fund - Pay For Success Grants (Corporation for
National & Community Services, 2014- ): $20milllion+ federal
government fund. Grants to support development - initially of wider
market infrastructure, 2016 grants focused on developing individual SIBs.

Tax Breaks:

Social Investment Tax Relief (2014-) created by the UK Treasury provides

a 30% income tax break to individual investors investing in eligible ‘social’
organisations. SITR applies to SPVs set up to manage SIBs provided that
they register with the Cabinet Office as a ‘Social Impact Contractor’. The
first SITR-back SIBs — Ambition East Midlands and Aspire Gloucestershire
- saw 15% capital raised from individuals benefitting from SITR with their
predicted returns boosted from 7% p.a. to equivalent 19.3% p.a. as a result.”

Guarantees:

Benevolent Society Social Benefit Bond (New South Wales, 2013) — The
investment was split into two tiers. Investors providing the $7.5 million
‘Low-risk tier’ received a 100% capital guarantee (from NSW government)
with the potential for a 10% return if outcomes were achieved. Investors in
the $2.5 million ‘High-risk tier’ received no capital protection but potential
for 30% returns.

Rikers Island (2012-2015) — Bloomberg Philanthropies provided a guarantee
for $6million of Goldman Sachs $7.2 million investment in the SIB. The SIB
did not meet its outcomes targets so Bloomberg Philanthropies had to foot
the bill.

How will we know if subsidy works?

All SIBs created so far have benefitted from some form of subsidy, and many
have benefitted from several different forms of subsidy simultaneously,
however, there is not, to our knowledge, any attempt currently being made
to understand the effect of subsidies on markets for SIBs.
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The UK government is currently the single biggest
provider of subsidies for SIBs and it is not clear
whether their subsidies are subject to value for money
considerations beyond the question of whether some
SIBs have been created and whether some more will
be created in the future. UK Civil Society minister,
Rob Wilson, recently announced his aspiration to see
a SIB market ‘worth more than £1 billion by the end
of this parliament.*

Alternative approaches would be to consider the extent to which

subsidies are:

- Encouraging commissioners, providers or intermediaries to develop
entirely new approaches to service delivery

- Leading commissioners, providers or intermediaries to choose the a
SIB-model rather than an alternative funding model

- Causing (particularly commercial) investors to invest in SIBs when
they otherwise would not have done

The table below provides an estimated breakdown of subsidies allocated to

the UK SIB market between 2010 and 2016.

Date Funder Fund Recipient Purpose Amount Note
2010 Big Lottery Grant Social Finance One Service SIB 6,250,000
2010 Big Lottery Grant Social Finance Development of 5,000,000
SIB Model
2012 Big Lottery Next Steps Multiple Development Grants 1,200,000
2013 Cabinet Office ICRF Multiple Development Grants 250,000 Estimate
2013 Cabinet Office Social Outcomes Fund Multiple Outcomes Subsidy 20,000,000
2013 Big Lottery Commissioning Development Grants & 12,000,000  Allocated by
Better Outcomes Outcomes Subsidies June 2016
2014 SITR Tax Break Investors Derisking investment 45,000
Total Subsidies 44,745,000
Total Investment 38,912,000
Total Contract Value 153,472,000
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Published results

So far only an estimated 15 SIBs* have been completed and so it
understandable that few results have been published, however existing
examples show a range of different approaches to results publication:

One Service, Peterborough, 2014 - The results of the first cohort of
prisoners to benefit from interventions provided the first ever SIB were
published in 2014.* Despite some ‘data quality issues’ related to the
control group the independent assessors: ‘concluded that the model is
sufficiently accurate and robust to support the reconviction analysis’

These results were either a success or a failure depending on inclination
and chosen emphasis. Intermediary Social Finance announced the
publication with the headline: ‘Peterborough Social Impact Bond reduces
reoffending by 8.4%; investors on course for payment in 2016’* while
Third Sector magazine led with: ‘Peterborough prison social impact
bond pilot fails to hit target to trigger repayments.* Both headlines

are correct: the Peterborough SIB failed to achieve the 10% reduction
in offending by the first cohort of beneficiaries necessary to generate a
payment to investors in 2014 but if the 8.4% reduction is also achieved
by the second cohort then it will be sufficient to meet the overall target
of 7.5% necessary to trigger a payment to investors in 2016.

DWP Innovation Fund (2015) - It is our understanding that all 10 SIBs

supported via both rounds of this fund have now been completed but at
time of writing detailed results were not yet available.
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Youth charity Think Forward, did publish a narrative account*” of the
achievements of their Innovation Fund-backed SIB including the basic stat
that: “Ninety percent of our participants aged 18 and over have progressed
into further education, employment or training”

ABLE SIB, Rikers Island (2015) - Independent assessor, VERA Institute
of Justice, published a two-page summary of findings explaining that the
SIB had not met its targets but included limited additional information.*
This provoked diverse reactions with public radio station, WNYC leading
with: ‘Social Impact Bond Shows No Impact™ based on the fact that
intervention had not worked, while the intermediary that managed the
SIB, MDRC claimed that ‘the Social Impact Bond financing arrangement
worked as it was supposed to*° based on the idea that the SIB successfully
proved whether or not the intervention was effective.

United Way, Salt Lake, Utah (2015) - Investor Goldman Sachs announced
the success of the bond funding pre-school services designed to prevent
children from requiring special education needs and remedial services.*
Results showed that 109 out of 110 children supported by the SIB-
funded services avoided remedial support (in the short term) and SSIR
hailed these results as evidence that: Pay-For-Success is Working in
Utah. On the other hand the New York Times report: ‘Success Metrics
Questioned in School Program Funded by Goldman’ questioned the
counterfactual basis for the SIB, claiming that experts believed that the
apparent outcomes achieved by the programme were based on: ‘a faulty
assumption that many of the children in the program would have
needed special education without the preschool.
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SIBs — an overview

Country Start Year SIB Name Commissioner Agency Type Sector Max Contract Value in $ Investment Value in $ Success Measure
Value
UK 2010 One Service Minister of Justice Central Govt  Criminal Justice 8,000,000 1.25$to £ 5,000,000 1.25$to £ Comparative
UK 2012 New Horizons Innovation Fund 1 Central Govt Employment 4,500,000 1,500,000 Administrative Data
UK 2012 Think Forward Innovation Fund 1 Central Govt Employment 3,170,000 900,000 Administrative Data
UK 2012 Links 4 Life Innovation Fund 1 Central Govt Employment 1,300,000 370,000 Administrative Data
UK 2012 Advance Programme Innovation Fund 1 Central Govt Employment 3,300,000 3,000,000 Administrative Data
UK 2012 Nottingham Futures Innovation Fund 1 Central Govt Employment 2,854,000 1,700,000 Administrative Data
UK 2012 Living Balance® Innovation Fund 1 Central Govt Employment 1,200,000 500,000 Administrative Data
UK 2012 T&T Innovation Innovation Fund 2 Central Govt Employment 3,300,000 800,000 Administrative Data
UK 2012 3SC Capitalise Innovation Fund 2 Central Govt Employment 1,900,000 420,000 Administrative Data
UK 2012 Energise Innovation Innovation Fund 2 Central Govt Employment 3,700,000 900,000 Administrative Data
UK 2012 Prevista® Innovation Fund 2 Central Govt Employment 3,200,000 Not known Administrative Data
UK 2012 Street Impact® DCLG/GLA Regional Govt Social Welfare 2,400,000 887,000 Comparative
UK 2012 Thames Reach Ace* DCLG/GLA Regional Govt Social Welfare 2,400,000 800,000 Comparative
UK 2012 Essex Family Therapy® Essex County Council Local Govt Social Welfare 7,000,000 3,100,000 Comparative
UK 2013 It's All About Me®  Multiple Local Authorities Local Govt Social Welfare 36,600,000 2,000,000 Administrative Data
UK 2014 Local Solutions? Fair Chance Fund Central Govt Social Welfare 2,120,000 550,000 Administrative Data
UK 2014 Your Chance® Fair Chance Fund Central Govt Social Welfare 2,120,000 620,000 Administrative Data
UK 2014 Home Group Fair Chance Fund Central Govt Social Welfare 2,120,000 498,000 Administrative Data
UK 2014 Fusion Housing Fair Chance Fund Central Govt Social Welfare 2,120,000 940,000 Administrative Data
UK 2014 Ambition East Midlands Fair Chance Fund Central Govt Social Welfare 2,950,000 600,000 Administrative Data
UK 2014 Aspire Gloucestershire Fair Chance Fund Central Govt Social Welfare 1,450,000 310,000 Administrative Data
UK 2014 Rewriting Futures Fair Chance Fund Central Govt Social Welfare 2,120,000 1,030,000 Administrative Data
UK 2014 Manchester City Manchester City Council Local Govt Social Welfare 14,117,000 1,200,000 Administrative Data
Vulnerable Children®
UK 2014 Outcomes for ~ Birmingham City Council Local Govt Social Welfare Not known 1,000,000 Administrative Data
Children Birmingham
UK 2015 Unlocking Potential®® Youth Engagement Fund Central Govt Employment 4,000,000 1,125,000 Administrative Data
UK 2015 Futureshapers Youth Engagement Fund Central Govt Employment 4,000,000 1,125,000 Administrative Data
UK 2015 Prevista Youth Engagement Fund Central Govt Employment 4,000,000 Not known Administrative Data
UK 2015 Teens & Toddlers Youth Engagement Fund Central Govt Employment 4,000,000 Not known Administrative Data
UK 2015 Reconnections™ Worcestershire County Local Govt Health 2,020,000 850,000 Administrative Data
Council, local CCGs
UK 2015 Ways to Wellness'>  Newcastle Gateshead CCG Local Govt Health 8,900,000 1,650,000 Administrative Data
UK 2015 Social Finance Health Central Govt Health 1,300,000 400,000 Administrative Data
Employment Partnership™
UK 2016  EBSIMST - Medway SIB* Local Govt Social Welfare 6,500,000 1,500,000 Administrative Data
Total UK Outcomes Nearest 000 148,661,000 185,823,000 35,275,000 44,094,000
Average Outcomes Nearest 000 4,796,000 5,995,000 1,216,000 1,520,000
Average Outcomes Estimate 32 based on a nearest 000 153,472,000 191,840,000 38,912,000 48,640,000
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SIBs — an overview

Country Start Year SIB Name Commissioner Agency Type Sector Max Contract Value in $ Investment Value in $ Success Measure
Value
Us 2012 NYC Able NYC Dept Corrections Local Govt  Criminal Justice 11,700,000 9,600,000 Comparative
us 2013 Utah High Quality’ Salt Lake Country/Stateof Utah ~ Regional Govt Education 8,645,000 7,000,000  Administrative Data
usS 2013 Increasing Employment NY State Dept/US Dept Labor Regional Govt  Criminal Justice 21,600,000 13,500,000 Comparative
Us 2014 Mass Juvenile Justice Comm Mass/US Dept Labor Regional Govt  Criminal Justice 27,000,000 12,000,000 Comparative
Us 2014 Child-Parent Center City of Chicago/ Local Govt Education 34,000,000 16,660,000 Administrative Data
Board of Education
us 2014 Partnering for Family Coyahoga County Ohio Local Govt Social Welfare 5,000,000 3,850,000 Comparative
UsS 2014 Mass Chronic Home Comm Mass Regional Govt Social Welfare 6,000,000 2,500,000 Administrative Data
us 2015 Project Welcome Home Santa Clara County Local Govt Social Welfare 12,400,000 4,800,000 Comparative
Us 2016 Housing to Health City/County of Denver Local Govt Social Welfare 11,400,000 8,600,000 Administrative Data
Us 2016 South Carolina Nurse South Carolina - Dept Regional Govt Social Welfare 24,500,000 17,490,000 Comparative
Health & Human Services
Total US Outcomes 162,245,000 Total US 96,000,000
Investment
Average US Outcomes 16,224,500 Average US 9,600,000
Investment
Australia 2013 Newpin SBB State of NSW  Regional Govt Social Welfare ? ? 7,000,000 6,730,000
Australia 2013 Benevolent Society SBB State of NSW Regional Govt Social Welfare ? ? 10,000,000 9,320,000
Netherlands 2013 SIB Rotterdam  Municipality of Rotterdam Local Govt Employment Ann. return12% 680,000 924,000
Germany 2013 Eleven Augsburg Bavarian State Ministry ~ Regional Govt Employment 3% return Unknown Unknown
on project
Belgium 2014 Brussels Capital Region Regional Govt Employment 6% return 234,000 323,000
Canada 2014 Sweet Dreams  Province of Saskatchewan ~ Regional Govt Social Welfare 5% return 1,000,000 913,000
Supported Living
South Korea 2014 Seoul SIB? Seoul Metropolitan Govt Local Govt Social Welfare 10,000,000,000 9,400,000
Portugal 2015 Junior Code Academy Municipality of Lisbon Local Govt Education IRR 2% 94,000 114,000
Netherlands 2015 Colour Kitchen City of Utrecht Local Govt Employment 6% 734,000 837,273
Netherlands 2015 ABN AMRO SIB City of Utrecht Local Govt Employment Unknown
Ireland 2015 Clann Credo Local Govt Social Welfare 500,000 569,850 Unknown Unknown
Austria 2015 JuvatSIB®*  Federal Ministry of Labor Central Govt Employment 804,668 917,120 792,400 903,652
Israel 2015 SFI HE* Haifa Uni/Tel Aviv Other/Unknown Education Unknown Unknown 8,000,000 2,121,031
Academic College
Israel 2015 SFI Diabetes® Other/Unknown Health Unknown Unknown 20,749,000 5,500,000
Finland 2015 Epiqus Occupational Ministry of Employment Central Govt Employment Unknown Unknown Unknown Unknown
Wellbeing
Switzerland 2015 SIB® Other/Unknown Employment 2,700,000 2,700,000 2,773,000
South Africa 2016 Bertha Centre1? Western Cape Government Regional Govt Health 8,333,333 540,000 Unknown Unknown
South Africa 2016 Bertha Centre2  Western Cape Government Regional Govt Health 8,333,333 540,000 Unknown Unknown
South Africa 2016 Bertha Centre3  Western Cape Government Regional Govt Health 8,333,333 540,000 Unknown Unknown
Total Other Investment 30,458,956
Average Other Investment 2,538,000




Emerging questions

Will there ever be a genuine ‘market’ for SIBs?

Data is incomplete but to the extent that it is available, it seems
likely that all of the 61 SIBs launched so far are either:

(a) partof a central government programme set up to support SIBs

(b) heavily subsidised by central government/quangos or
philanthropic funders, or

(c) both part of a central government programme set up to support
SIBs and heavily subsidised by central government/quangos or
philanthropic funders

In the most developed ‘market’ in the UK, a conservative® estimate of
the total subsidy provided to the SIB market> between 2010 and 2016
(£45 million) exceeds an optimistic estimate of the total investment by
socially motivated investors (£39 million). Every £1 invested in a UK
SIB has been supported by at least £1.15 of government money.

The vast majority of this subsidy is not direct subsidy of the investment
of itself but it includes development grant subsidies to enable investment
opportunities to be created and outcomes ‘top-ups’ which mean that
successful SIBs can provide investors with returns.

An alternative way of viewing the figures is that every £1 of the
£153,472,000 spend on SIB contracts has been supported 29p of subsidy.
Neither interpretation is entirely satisfactory but the underlying point

is that subsidy of the UK market has been significant.
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One view of this is that it signifies a gradual move towards a new kind
of market where different agencies will share the cost of funding some
social outcomes and will develop models for agreeing between them
who should pay for what. An alternative view is that as most existing
SIBs would not have happened without subsidy, if/when subsidy is no
longer available, the pipeline of SIBs will dry up.

In the UK, the government’s recently launched ‘Life Chances Fund™>*
will ‘aim for contributions of ¢.20% of total outcomes payments’ towards
locally commissioned SIBs. The fund will run for 9 years. The hypothesis
about how SIBs will be funded after that is unclear.

How does the market/markets relate to the dream?

Some SIB advocates believe that the model would be best used to fund
game-changing interventions — costing hundreds of $millions - that
effectively takeover the role of ‘solving’ particular social problems in
exchange for contributions from a wide-range of public sector agencies.

Many on the investment side believe that, even if the social goals are more
modest, SIBs smaller than $15million can never be big enough to justify
their costs. Many intermediaries and the social investment wholesaler,
Big Society Capital , believe that SIBs should collect detailed evidence to
prove ‘what works, which itself creates additional costs.

The currently reality is that most actually existing SIBs, particularly those
outside the US, involve relatively small contracts (avg. under $6million
in the UK) with even smaller investment requirements (avg. under $1.5
million in the UK).

In the UK the average size of SIB applications to Big Lottery’s Commission
Better Outcomes is decreasing rather than increasing. Rather than seeking
to solve social problems or demonstrate ‘what works,, cash-strapped local
councils are (understandably) seeking to use the model to fund relatively
small projects that are likely to deliver short-term cost savings. This is a
legitimate aspiration but it seems a long way away from the early rhetoric
around SIBs.
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Is the SIB a model or set of ideas?

Advocates of SIBs are broadly united in believing that in at least
some instances:

- It is desirable, useful and possible to measure the outcomes
generated by public services

- Outcomes-based contracts lead to more positive outcomes
being achieved

- Effective performance management systems lead to outcomes-
based contracts being fulfilled successfully

- Social investment can open up the market for outcomes-based
contracts to a wider range of social organisations

The development of SIBs and the programmes that have supported
them in the UK may have at least partially succeeded in encouraging
commissioners and providers to think about new approaches to, and
possibilities for, public services, but they have not led to the emergence
of specific model either globally or within particular countries.

The UK government remains excited about its role in developing SIBs>®
but in the long-term it is not clear if and how using the term SIB, rather
than ‘outcomes-based contract’ will aid understanding of the funds,
contract or service being discussed.

In what situation is that set of ideas useful?

While SIBs advocates strongly believe that outcome-based models are

the best way to fund (at least some) public services, this view is widely
challenged - by political opponents who opposed outcomes-based models
as part of their wider opposition to what they perceive as the marketisation
of public services, but also by other stakeholders who believe that the
practical case for PbR is often unclear.

In the UK, a 2015 National Audit Office report” noted that PbR is a
‘technically challenging form of contracting, not suited to all public services’
and that ‘commissioners have often failed to explain why they have chosen
to use PbR rather than alternative delivery mechanisms’. It is perhaps not
unreasonable that the organisations, intermediaries and investors involved
think SIBs are a good idea but it is not yet clear who will take responsibility
for developing a better understanding about when their use is appropriate.
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Where do SIBs fit within wider public service reform?

While politicians in the UK have shown great enthusiasm for SIBs,
they have not taken action to make large scale PbR contracts - such as
those funded via the DWP’s Work Programme and Ministry of Justice’s
Transforming Rehabilitation - suitable for delivery by relatively small
social organisations backed by social investors. Will SIBs continue
primarily as a model for supporting new approaches to service delivery
or will mainstream commissioning become more SIB-like?

Is there really an investment market for SIBs?

If governments do see SIBs as a method for transferring risk, it is not
yet clear that there are enough investors out there to transfer that risk
to, while offering politically acceptable levels of return. The significant
subsidies provided for most existing SIBs have not drawn in significant
investment beyond philanthropists and government-backed funds.

In the UK, this is not currently a problem in the short term because there
is plenty of investment available from social investment funds backed by
social investment wholesaler Big Society Capital, and a limited number
of SIBs requiring investment. However, in the event that significant levels
of commercial investment were ever required for SIBs, it is not clear that
a market is developing that would be able to provide it.

Will commissioners ever be able to do SIBs themselves?

So far, particularly in the UK and US, significant amounts of funding
have gone towards paying intermediary organisations to support the
development of SIBs. Aside from the question of whether this (mostly
public) spending is justified, it is not clear whether it is part of a long
term strategy. Are skills being transferred into the public sector or are
SIBs an approach that’s too complicated to be widely adopted without
ongoing and expensive support from intermediaries?
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Recommendations

Commissioners:

Put time and resources into understanding the available
options for tackling a social problem before deciding whether
or not a SIB is the correct vehicle to fund that intervention.

Research the market for intermediary support to understand
the different offers from a range of providers. Providers are well
intentioned but they are not disinterested.

Decide what you want a SIB/PbR contract to tell you: do you
know that an intervention that enables a hard-to-place young
person to be adopted will save you a set amount and just want to
know that this outcome has been achieved - or are you looking
to have a wider understanding of the impact of a particular
intervention on a wider issue such as youth unemployment?

If you have decided that an outcomes-based contract is the best
way to pay for the service you want to buy, consider creating
contracts that are accessible to a wide range of competent
providers but do not specify a particular investment model.

Have a plan. Would a successful SIB mean developing a second
possibly larger SIB across working with a different target group?
Or is the intention to scale-up the intervention on pay-for-
service basis?

Policymakers:

Understand why you are subsiding SIBs specifically and how you
will judge whether this subsidy has been successful, for example,
in increasing the number of outcomes-based contracts; enabling
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more organisations to take on contracts, crowding in
investment into the social investment market.

Require recipients of subsidy to publish their results in a way

that enables that data to be more widely used to understand
whether social interventions are effective and/or should be

scaled-up or replicated.

Be accurate and realistic when discussing the role of SIBs in
the wider landscape of public sector reform. If your council/
government is primarily promoting SIBs as a mechanism for
trying out a small number of new activities, be open about
that. If you are genuinely planning to use SIBs/PbR as a new
mainstream approach for funding public service be clearer

about why and how you are going to do this.
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