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JAYNE OATES: Welcome to this national listening session on the Pay for Success Initiative.  We are delighted that you could join us today for this important event.  Today’s session is focused on gathering critical feedback from all of you that will help gauge the interest and capacity of the workforce system to undertake the Pay for Success financing model.  

Pay for Success is an exciting new way for the workforce system to focus on tough workforce development problems that traditional funding sources have been unable to fully address.  

Typical government programs provide funding based upon metrics that tell us how many people we are serving, but little about how we are improving their lives.  
As part of this Administration’s commitment to using taxpayer dollars effectively, we are employing innovative new strategies to help ensure that publicly-funded  services produce their intended outcomes. 

Now more than ever, publicly-funded programs must be measurably effective and designed to do more with fewer resources.  

Adapting strategies currently being implemented in the United Kingdom and Australia, as well as closer to home, Pay for Success is an innovative way of partnering with philanthropic and private sector investors to create incentives for service providers to deliver better outcomes at lower cost—producing the highest return on taxpayer investments.

The concept is simple: the government pays after outcomes have been successfully achieved, not based effort or the promise of success, as is done now.

Scope of the Pay for Success pilot projects
 
The Department of Labor is pleased to be one of the first federal agencies to be funding Pay for Success pilot projects.  We’ve set aside up to $20 million from the 2011 Workforce Innovation Fund to help state, local, and tribal governments test this funding strategy.  We’ll be releasing a competitive solicitation for grant applications later this spring.
Because PFS is such a new funding model,  we are using today’s consultation to achieve several goals:

Share information about the Pay for Success model and our system-wide investment goals.

Identify potential workforce development outcomes and target populations that are well suited to the PFS financing model.

Obtain feedback on what resources can best help state, local, and tribal government entities form partnerships with interested parties.

Assess the interest and capacity to learn about and adopt the PFS model in the area of workforce development in 2012.


GARY GLICKMAN: From the beginning, this Administration has been seeking new ways to use our limited resources to achieve better outcomes.  Often, federal programs prescribe activities  for specific populations on the hypothesis that they will achieve better results.  They don’t always work.  In a growing number of areas, researchers are helping government build a body of evidence about practices that achieve results, but Federal programs provide few incentives for their adoption and sometimes lack the flexibility to do so.  

Pay for Success promotes rapid adoption of evidence-based practice by providing financial incentives and flexibility to achieve the best outcomes for hard-to-serve populations.    Under Pay for Success,  private investors step up to the plate to finance social interventions that promise to achieve specific and measurable outcomes that can be valued in terms of future savings for taxpayers. The government, in turn, promises to repay these investors when these outcomes are achieved.  

 

This is the model used in the UK for the social impact bond in Peterborough.  In this case, investors are financing services for incarcerated individuals as they prepare for reentry into the community.  Peterborough prison, which has historically high recidivism rates, calculated the amount of money they could save for each individual that wasn’t re-incarcerated and offered to share these savings with the investors.  The project is still on-going, but the concept makes sense.

There are several key reasons for our interest in pay for success:

 

First, pay for success is an opportunity to leverage new financing to invest in preventative services that can lead to better opportunities for the individual and savings for the taxpayer.

 

Second, pay for success forces a new focus on identifying and achieving outcomes.  Too often, we mistake activities for outcomes and pay for these activities.  Measuring the number of people served, or the time spent waiting for service is perhaps a valid performance indicator.  But it does little to tell us have we improved the lives of the individuals and achieved the underlying purpose of the program.

 

And, measuring these outcomes forces us to value them in terms of savings or other social benefits.  Savings can be captured in two ways:  through efficiencies in service delivery that reduce the cost per outcome of the intervention or by reducing the demand for other government services and benefits.  For example, improving self-sufficiency of an at-risk population can reduce future government costs associated with unemployment compensation and Medicaid.  

 

Finally, pay for success incentivizes performance and limits taxpayer risk.  If the outcomes are not achieved, the taxpayer doesn’t have to foot the whole bill.

The President’s 2012 budget introduced pay for success as a new concept.  Since that time, several state and local communities have either launched or are seriously considering launching pay for success initiatives.  At the Federal level, the Administration is launching pilots this year through the Department of Justice’s Second Chance Act grants as well as at the Department of Labor.  And, in the just released 2013 budget, the Administration is seeking to expand Pay for Success to other areas such as education.

This past October, the White House in cooperation with the Nonprofit Finance Fund, hosted a convening of some 90 plus individuals representing potential investors, intermediaries, cities, states, and other stakeholders.  The response was extremely positive and we are continuing those discussions.  To learn more about the convening and the participants, and obtain additional background on Pay for Success, you can visit the Nonprofit finance fund website at payforsuccess.org.

 

One of the key takeaways from that convening was that, to be successful, pay for success will require new relationships to be built across multiple sectors.  For example, pay for success requires the introduction of investors into the service provider model.  It  will require new agreements that are flexible on means and tight on outcomes between the Federal government, grantees, evaluators, and service providers.  Building these new relationships within the confines of any particular solicitation is going to be a challenge.  That is why we are delighted to participate in this call and to encourage all of you to consider the potential of the Pay for Success model to enhance the success of your  workforce project designs. 

 

Thank you very much.

AMANDA AHLSTRAND: Thanks, Gary.  Now, before we get to our discussion, I want to take a few minutes to introduce you to the basic structure of the Pay for Success model. 

 

First I’ll talk about the underlying concepts of Pay for Success and how the approach could benefit the workforce system.  

 

Then I’ll describe the different partners that are needed to enact the Pay for Success financing model.  

 

Finally I’ll talk about some of the key design components of the model. 

 

I’ll move through all of this pretty quickly so we can get to the discussion.  You’ll be able to flip back through this presentation during the discussion component if you need to reference any of the slides.

Pay for Success is a new way of financing social services to help governments target limited dollars to achieve a positive, measurable impact.  It’s particularly well suited to financing preventative social services and innovations.

There are many reasons why it can be hard to secure traditional public sector funding for innovative and preventative workforce development services.  

First, one-year budget cycles make it difficult to finance long-term, preventative measures.

Additionally, it can be difficult to blend funding streams to provide seamless and coordinated services for individuals with significant barriers to employment.

Finally, tight budgets make governments wary of putting taxpayer dollars at risk for new, unproven, or experimental interventions that may not yield immediate results.

The Pay for Success financing model can help counteract these funding hurdles by accessing other sources of social innovation funding.  The benefits of securing independent funding sources for the system include:

Providing flexible non-government investment for integrated interventions that are not constrained by programmatic funding silos.

Creating incentives for improved outcomes, cost savings, and efficiency gains, which, in turn can free up existing program dollars to reinvest in those that need them most.

Allowing for more rapid learnings about which approaches and strategies work, and 

Accelerating the adoption of new solutions that are proven effective for workforce challenges

The state, local, or tribal government agency:  This is the agency using the Pay for Success to address a particular problem and target population.  The folks at this level identify a workforce issue and target population that they haven’t been able to tackle using existing public funding. The agency identifies and enters into a contractual agreement with the intermediary in which the government agency makes payment once the specific outcomes have been achieved.  
On to the intermediary: The intermediary enters into a contract with the state, local or tribal government with the common goal of addressing the specific problem and target population and achieving specified outcomes.  The intermediary becomes the managing partner of the Pay for Success intervention.  The intermediary is the organization that 

is responsible for realizing the negotiated outcome(s) for the target population by contracting with service delivery providers, 

has the flexibility to change or modify its service delivery methods and providers, and 

raises funds from investors to cover the operating costs of achieving outcomes.

The investors are independent entities that seek to invest in promising social service interventions.  They may be non-profit or for-profit entities interested in social investment.  The investors agree to fund the operational and service delivery costs of the intermediary and service provider(s) throughout the lifetime of the proposed project. They are willing to provide funding based on their confidence in the proposed intervention, but accept the inherent risk of non-payment from not meeting outcomes associated with the Pay for Success model.  

Now, let’s talk about the independent outcome validator:  The independent validator is responsible for verifying and validating whether outcome targets are met.  The validator agrees to the measurement approach, monitors the outcome target(s), and determines whether the agreed targets have been met, thus triggering payment by the government.  

Let me also say something about the Service provider(s):  Service Providers are contracted by the intermediary to administer the programs and interventions designed by the intermediary.   They need to have the experience necessary to implement the interventions, and be able to operate in an outcome-driven environment.

So that’s the basic Pay for Success partnership.  For the purposes of the Labor Department’s investment in Pay for Success pilots, the federal government will act as the  guarantor of the final payment upon successful achievement of outcomes.  The state, local, or tribal government agency will be our grantee.  

Great.  So thank you for voting, everybody.  It looks like we have a lot of first-timers here on the pay for success model.  But there's a handful of you who are actively planning to get involved, have a little bit of familiarity.  So we're glad that we're all here to learn more about it and are interested in this opportunity.

Looks like we've all voted.  So let's go on to the main discussion points.  We're going to open up the floor to everyone and ask that you brainstorm potential candidate issues for pay for success.  
So our first question is, "What workforce development problems and target populations might lend themselves well to the pay for success model?"
As you are thinking I'm going to give you a little bit more food for thought here.  Under a pay for success funding model, the state, local, tribal government intermediary organization and investor community identify a well-defined problem and an associated target population of great interest to both the government and the investor community.  To date, many conversations about pay for success have focused on reducing recidivism for ex-offenders, improving healthcare outcomes for the elderly, and improving educational outcomes for young children or young adults.  
So I see quite a few of those ideas, people voting; some TANF in there, questions about maybe veterans.  Remember that pay for success is best suited to fund interventions that address the needs of a target group where there is either no existing provision of service or the current provision of services is inadequate and you can't fix the problem with your current funding sources.  It's not intended to replace existing workforce system services.  
Some questions you might ask yourself as you're thinking about an appropriate problem and target population are whether you're able to isolate a particular program area and client population that's not achieving optimal outcome.  Maybe we can get some discussion about that.  
All right.  Just thinking of examples.  Are you meeting targets for placement and retention for populations with barriers to employment, like school dropouts or individuals with disabilities?  
Is there evidence for historical precedence that a different or new approach would have better results?  So what are some areas that you've seen work in other places that you'd like to apply to a different population that you're working with?  
Can you clearly articulate and quantify the improved resulting outcomes that you'd like to see?  
And what about that financial question?  Can you specify a monetary value that you would pay to obtain those results?  And explain the basis for it.  
It looks like everyone has a ton of great ideas.  We'd like to ask you, if you can, to give us a little bit more information about these populations you're thinking about.  There's a lot of folks who are focused on veterans; a lot of folks looking at people with disabilities.  What are the type of services you see are not available to these populations?  What are some of the examples of things that you'd like to try out?  What kind of a value proposition – what is that monetary value that you see as too high or not high enough?  If you could start some discussion on that, that would be good.  
Just saw your question about speaking more loudly and slowly, and so I will try to do that.
So there was a question about who the independent evaluator is – or validator.  And that is someone that the grantee contracts with to look at the outcomes achieved through the pay for success model and have a third party verify that those outcomes were achieved so that reimbursements can be made.  So the whole idea is to get somebody else to verify that your service provider did what they said they would, and that participants achieved outcomes as planned.  
We're trying to keep up with the volume of information coming in, so bear with us as we have some silence here and there, but we'll jump back in in a second.  
I also want to just take a minute to remind folks that we are hosting this session to highlight and explain what the pay for success model is.  It's not a question-and-answer about an upcoming solicitation.  So we won't be able to give you specific responses on some of these questions, which appear to be very tailored to a solicitation.  So I just wanted to remind folks that we are trying to help get word out about what the model is and provide a baseline understanding of that.
GARY GLICKMAN:  A number of you have asked questions about the intermediary and different parties that would need to enter into a pay for success agreement.  So from a model standpoint, the pay for success agreement has a number of different parties.  
One is the grantee, from our standpoint, that would be receiving the funds, which would be the state or local organization.  They would enter into an agreement with an intermediary.  The intermediary is an organization that has the ability to raise funds as well as to manage or arrange for management of the project to ensure the end results are achieved.  The service providers will work for the intermediary, on behalf of the intermediary, to provide the services to the individuals.  
In response to learning more about who potentially intermediaries are or who potential investors are, there's a lot of information on that on the NFF – the Nonprofit Finance Fund – website, which I believe was in the presentation.  But again, it's payforsuccess.org.  And they have – through the (convening the Lighthouse held ?), listed a number of organizations that fall into those categories.  So that might be a good starting point.
MS. AHLSTRAND:  We saw a question about whether you should be hearing lots of silence right now.  The answer is yes.  We're getting a lot of feedback from your answers typed in; some ideas typed in.  So we're just trying to absorb that and appreciate, too, watching some of the back-and-forth between different webinar participants.  So I encourage to keep talking with each other through this chat feature.  
MR. GLICKMAN:  Just to answer – there are a few questions that have come up about the validator and the role of the validator.  The role of the validator is really to make sure the payments are made upon completion of success.  And that success is defined in the agreement between the intermediary and the state or local organization.  
The validator is part of the agreement in terms of their recommendations of what drives the triggering of the payments.  And so when they have used measures and metrics that both parties agree to to measure results, that's what would trigger.  And so they have a very important role in making sure, first of all, that there are very rigorous measurements that reflect the actual evidence; and two, to make sure that the parties' financial arrangements get completed in a satisfactory way.  (Pause.)

MS. AHLSTRAND:  OK, everybody.  We're going to give you just one or two more minutes on this first question.  Again we really appreciate your input and questions back to us.  
And someone asked about when the proceedings from this would be available.  We will make the recording of the webinar available as well as the transcript of these polling questions and your ideas in a couple of days.  So by next Monday or Tuesday – early next week they'll be available on Workforce3One.  
OK.  We're going to go on to our next area of discussion and ask you all a little bit – via another poll – to what extent are you aware of organizations interested in playing the pay for success roles?  So have people approached you or have you approached these types of organizations in thinking about pay for success?  Certainly you can vote for more than one of these.

So it looks like the government entities are the biggest vote right now, with a lot fewer on the private investors and independent validators.  Certainly for those of you who are joining us today who have more experience and understanding of this model, feel free to offer advice or information about your experience with connecting with these different partners; any hurdles you might have faced along the way, how you've addressed them.  We certainly encourage peer-to-peer tutoring here.  
We're going to have silence for a little bit and keep on chatting.  Thanks.  
MR. GLICKMAN:  There are a number of questions that have come up around who are the investors and how would you approach an investor.  Our experience so far has been that the investors at this point – because it is early in the pay for success life cycle – are largely investors that typically look at impact investing, such as philanthropical organizations and higher new worth individuals; people like that who are looking to invest funds to achieve social impact.  
Many of those foundation names came to the White House convening, and so you can look at those.  But there are also a number that did not that would probably be interested.  And some of them are fairly local in nature.  
And so one way to start this process, if you don't have an investor in mind, is to approach some of the organizations that you typically would deal with, from philanthropies and from other organizations that provide financing to not-for-profits in the area, organizations like that, and see if they're interested, or just seek their counsel on who else might be.  
MS. AHLSTRAND:  We're seeing some questions about the service providers.  And we want to remind folks that one of the roles of the intermediary is to select the service provider, so certainly they are a very important part of the process.  But because they're procured by the intermediary we didn't include them in this poll, which again, we don't want that to be taken as they're not an integral part of the process.  
We've also seen a couple of questions around the future solicitation or RFP.  The Department of Labor is planning to conduct a competition around pay for success.  And if you would like just the basic information on that, doleta.gov on the home page has a listing of future solicitations.  So we are planning to do that.  But again, we can't go into detail about those specific plans, so we're not able to answer some of the questions that are being raised here today, although they're certainly understandable questions.  But we're taking your feedback and incorporating as much as we can into future plans.  
MR. GLICKMAN:  There are a couple of questions around the definition of pay for success versus social impact bonds.  And pay for success is what the administration has termed our initiative to look at how to incent programs that will achieve better outcomes at lower cost and look at different ways of financing some of those interventions.  
The social impact bond, or SIB, is the name that's associated primarily with the Peterborough project and has migrated elsewhere as well.  We didn't include the word "bond" deliberately because it's kind of a misnomer in that it implies that there's a debt instrument that's being created.  And in this case, that may not be the case.  
MS. AHLSTRAND:  We're going to give this discussion question just another minute before we go to our third and final.  And again, thank you all so much for the back-and-forth and helping each other out.  There's really some good dialogue going here today.  
OK.  And our third and final question, "Many of you are still learning about the pay for success model, and some of you have heard about it.  But what additional questions do you have or what questions or what other information would you need to make an informed decision about the potential value of this new financing strategy?" 

OK, everybody.  Thank you again for your very active participation in today's webinar.  We have seen a lot of questions that are specific about a potential future solicitation, so we do want to remind you that this has been helpful for us to hear your questions or to read your questions as well as to get some ideas from you as we contemplate that investment.  
Once we announce our competition it will be posted on doleta.gov and in grants.gov, and we hope that any specific questions that you may have thought of today, thinking about that future opportunity, would be addressed in that solicitation.  
We also want to remind you that we will post the transcripts from this webinar as well as the recording of the slides to Workforce3One and also to the website – which is posted somewhere soon there from Gary Gonzalez – to doleta.gov/workforce_innovation.  So please note that website.  

We're also going to leave this chat opportunity open for just a little bit longer, so you're welcome to continue the back-and-forth.  We again thank everybody and wish you the best as you kind of think about this opportunity and how it might apply to you and your situation.  

(END)
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