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This report was commissioned by the Ministry of Health from KPMG as part of cross-government 
work to explore the potential for using social bonds in New Zealand.  It was one input into Cabinet’s 
decision to proceed with piloting social bonds in New Zealand.  

The report sets out KPMG’s proposed approach to piloting social bonds in New Zealand, including 
how a pilot could be developed, structured, and valued.  In places KPMG uses the case study of a 
pilot to reduce harm from using drugs and alcohol to illustrate their approach.  This report will inform, 
but does not necessarily reflect, the Government’s approach to piloting social bonds in New Zealand.  
 
The report reflects thinking and practice at a particular point in time.  Some aspects of the report are 
outdated, including: 

■ Descriptions of other programmes the Government has underway.  For the latest information 
on these programmes see the website of the government agency involved.  A list of government 
agency websites is available at: http://newzealand.govt.nz/directory/ 

■ How the pilot’s social outcome will be determined.  While potential pilot social outcomes are 
referred to in the KPMG report, the Government is currently open to a range of social outcomes 
for the pilot.  Guidance on what type of outcomes could be suitable for the pilot will soon be 
published on the Ministry of Health’s website, http://www.health.govt.nz/ 

■ Government funding for the pilot.  While the report refers to some ways a pilot could be 
funding, the pilot’s funding arrangements will be determined during pilot negotiations.    
 

Ministry of Health 
Date: October 2013 
 

http://newzealand.govt.nz/directory/�
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Important Notice 

Inherent Limitations  

This report has been prepared in accordance with the contract between the Ministry of Health and KPMG dated 26 October 
2012. The procedures constitute neither an audit nor a comprehensive review of operations.  

The findings in this report are based on information provided by the Ministry of Health. No warranty of completeness, accuracy 
or reliability is given in relation to the information and documentation provided by the Ministry of Health and other 
organisations consulted as part of the process.  

KPMG have indicated within this report the sources of the information provided. We have not sought to independently verify 
those sources unless otherwise noted within the report.  

KPMG is under no obligation in any circumstance to update this report, in either oral or written form, for events occurring after 
the report has been issued in final form.  

The findings in this report have been formed on the above basis.  

Third Party Reliance  

This report is solely for the purpose of testing the merit of a Social Bonds pilot for the Ministry of Health. This report is for the 
Ministry of Health’s information, and is not to be used for any other purpose . KPMG has agreed that this report can be 
distributed to other central Government departments and the final version can be available to the general public through the 
Ministry of Health’s website. 

This report has been prepared at the request of the Ministry of Health in accordance with the terms of KPMG’s contract dated 
26 October 2012. Other than our responsibility to the Ministry of Health, neither KPMG nor any member or employee of KPMG 
undertakes responsibility arising in any way from reliance placed by a third party on this report. Any reliance placed is that 
party’s sole responsibility. 

Electronic Distribution  

This KPMG report was produced solely for the use and benefit of the Ministry of Health and cannot be relied on by any other 
party. The report is dated June 2013 and KPMG accepts no liability for and has not undertaken work in respect of any event 
subsequent to that date which may affect the report.  

KPMG agrees that this report can be made publicly available through the Ministry of Health’s website and reserves the right to 
review any proposed redactions from the report and any accompanying website text or communications. 

Responsibility for the security of any electronic distribution of this report remains the responsibility of the Ministry of Health 
and KPMG accepts no liability if the report is or has been altered in any way by any person. 
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Preface  
The purpose of this business case is to:  

■ Assess whether a Social Bonds pilot would have net benefits for New Zealand and whether the 
Ministry of Health should move into formal procurement.  

■ Develop the scope and key principles of a Social Bonds pilot.  

This business case should be viewed as a document supporting the process which the Ministry of 
Health and other Government departments have been through, with the assistance of KPMG, to 
analyse and develop Social Bonds. In 2012 a number of parties approached Government with Social 
Bonds proposals through the Efficiency and Effectiveness “Dragon’s Den” process. Government 
decided to take the idea forward with the Ministry of Health as the lead agency supported by a cross-
Government working group (‘working group’).  

Through the Better Public Service programme the Government was already investigating the 
potential to move more towards contracting for outcomes and a number of related pilots were 
underway by social sector agencies. The working group saw potential for Social Bonds to compliment 
the other pilots and provide additional lessons through the requirement for external finance and 
strong measurement frameworks. 

It was decided that a business case would be a useful process to test whether there are sufficient 
benefits to trial Social Bonds through a pilot and to develop the detail of a pilot sufficiently to be ready 
for market. The working group acknowledged that a tailored analytical framework would be required 
because the business case is assessing an opportunity (a new contracting form) rather than 
assessing the best solution from a range of options for a defined problem.  

Extensive market interaction with the philanthropic and NGO sectors has occurred throughout the 
formation of the business case. In addition, a focused market sounding exercise was run to introduce 
the social bonds concept and hear views from social service providers and potential arrangers and 
investors. There was a high level of interest from the participants and useful discussion on the 
challenges and risks. Some NGOs were clear they did not want to move from the current form of 
contracts, but others were interested in trialling an outcome-based approach. While investors were 
cautious of the level of risk transfer, a number said they face the same issues as Government and 
were interested in working together to grow NGO capability in managing to outcomes so that they 
could develop new forms of social investing. There is now a growing level of interest from investors 
and NGOs in the concepts inherent in social bonds.  

Problem definition  

Government, and wider New Zealand, want to see the greatest possible social impact from the 
funding allocated to social services. Over $12 billion is spent by Government on social services to 
support improved standards of living for New Zealanders, with much of this contracted through NGO 
service providers. 

The key problem is that the input based contracting model that typically used provides control but 
little room for innovation and few incentives to deliver outcomes. In fact this model in many cases 
stifles innovation. 

Currently the majority of Government social service contracts specify and pay for inputs or outputs. 
Thus Government officials measure inputs / outputs and providers are incentivised to focus only on 
the delivery of inputs / outputs even though in some cases they may suspect these are not optimal. 
The philanthropic sector has commented that Government’s contracting practices are stymieing the 
sector’s desire to move into social lending, as Government purchasing is the major factor affecting 
the sophistication of NGO contracting. 
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A dynamic culture of continuous improvement is needed to keep driving for the greatest impact. This 
is only possible with good information and the right incentives in the system. The hypothesis is that 
contracts that specify and pay for outcomes would drive better information, innovation and incentives 
and therefore deliver greater social impact. Over the long term this could build a provider market 
better equipped to innovate and manage to outcomes and a new investor market able to fund and 
manage the risks of social services. Existing pilots testing contracting for outcomes still rely on 
Government to provide the working capital and therefore pay against input and output measures. A 
Social Bonds pilot would allow Government to test a contracting model that is likely to be applicable 
in a few social areas. However, in addition to this developing the Social Bonds model should shine a 
light across the whole contracting spectrum to demonstrate how outcomes can be robustly 
measured and paid for, how the market responds to freedom to innovate and the sorts of 
opportunities that open up for Government when the focus is brought back onto outcomes. The 
potential opportunity is to help improve all Government social service contracting. 

Contracting for outcomes is a significant change to past contracting models in terms of risk 
allocation, the capability needed inside and outside Government and the measurement and data 
requirements. It is expected that the costs of implementing and managing a contract for outcomes 
(for example a Social Bond) will be greater than the costs of an input based contract due to the 
sophisticated measurement required. The Social Bonds model will only be relevant to areas where 
the costs avoided through better outcomes would be greater than the incremental increase in 
transaction costs.  A pilot allows the concept to be tested and lessons learned at a small scale. 
Government will be able to assess the full costs of a Social Bond, (including investor capital, investor 
return and transaction costs), against the social and operational benefits.  

What Government hopes to achieve from a Social Bonds pilot  

Currently little information is systematically collected about the long term impact some services have 
on communities and New Zealanders. This limits Government agencies’ ability to assess which 
services are really achieving results. 

Through a Social Bonds pilot Government would be aiming to test the degree to which incentive-
based commercial contracts can be established that specify and pay for outcomes and whether this 
can drive improved social outcomes for New Zealand. It would develop a set of information that could 
be used to test the case for further contracting of outcomes – the very information that has not been 
available to quantitatively analyse the case for change in this business case. As one example, the 
need to evaluate the delivery of outcomes from an input contracting based control group is a direct 
benefit of the Social Bond framework because this information is not currently collected. This and 
other lessons would be relevant right across Government social service contracting. The lessons 
would be collected from beginning to end of the pilot period.  

Social Bonds would work in parallel with other contracting initiatives currently underway. It is 
different because it brings in external finance and expertise. The specific benefits of a privately 
financed model include:  

■ Non-government parties will need to develop clear intervention logic needs and research-based 
services to satisfy investors, in addition to Government, that the social outcomes are likely to be 
achieved  

■ Government benefits from the due diligence and ongoing investment management/monitoring 
that non-government investors will provide  

■ Strengthened incentives for delivery due to the risk of losing investment principal and the 
potential upside of an above-market return  

■ As external finance funds service provider working capital, Government can step back from 
financial management of inputs and outputs and move much more of its payment to outcomes. 
This means that outcome payments models will not be limited to only the largest NGOs that can 
otherwise fund the working capital ahead of Government payments  
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■ External finance increases the Government’s ability to build trust that funds are not being mis-
spent as it is investors’ money initially at risk. This allows NGOs, who typically have the 
information advantage, to determine the best mix of services that will achieve the specified 
outcome 

■ New Zealand’s small social lending market can be stimulated, potentially unlocking significant 
philanthropic sector finance which is not currently available to the social sector.  

The key milestones over the life of the pilot when lessons should be reviewed are proposed in the 
table below. The lessons described are a mix of lessons for Social Bonds and outcome contracting 
more generally. 

Review point Key lessons 
1  Post contract signature  ■ Defining outcomes and developing a robust measurement and payment 

framework  

■ Cost and time to procure an outcome based contract  

■ Market capability to define intervention logic and bring innovation into 
services  

■ Risk allocation  

2  After first social outcome 
measurement  

■ Ability to measure outcomes credibly  

■ Ability of non-government parties to manage risks  

■ Ability of Government to step back from monitoring  

3  Conclusion of pilot  ■ Social impact under outcome contract compared to social impact under 
status quo contract (control group)  

■ Degree of innovation in services under an outcome contract  

■ Ability to measure outcomes credibly  

■ Cost of measurement  

■ Effectiveness of risk allocation  

■ Ability of non-government parties to manage risks and work effectively 
together  

■ Market interest in further outcome contracts  

■ Monitoring and management outside government, potentially providing 
lessons for how Government monitors social service delivery in other 
areas 

 

Limitations of this business case  

It is currently difficult to prove the hypothesis that contracting for outcomes can drive more effective 
social services. The business case exercise has revealed that there is scant information against which 
to be able to compare a new approach. Ideally Government would be able to assess:  

■ The social impact delivered from an outcome based contract against the social impact delivered 
from existing contract forms  

■ The forecast cost of procuring and managing an outcome based contract against the current 
administrative cost of contracting for inputs /outputs.  

The baseline information on current state is not available to be able to carry out this analysis. This is 
itself a useful lesson. It could be argued that the information gap is too large to make the case for 
change, however it can equally be argued that there is no information to make the case for continuing 
with the status quo. A social bonds pilot will provide the information needed to assess whether 
greater social impact is achieved against the status quo method (the control group) and therefore 
whether similar forms of contracts should be used in the future. Ultimately that is the role of a pilot.  
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Readers should not expect a standard business case. The case for trialling Social Bonds rests on the 
lessons that can be learned for social service contracting across Government and whether the costs 
of the pilot are likely to be justified by the potential benefit. 
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1 Executive Summary 

 

 

 

 

 

 

 

 

 

 

The Government has been considering whether Social Bonds may be a useful addition to the suite of 
models for outcome based contracting. This document develops the case for the Ministry of Health 
(‘the Ministry’) procuring a Social Bonds pilot, and considers the value of Social Bonds for wider 
Government use. It concludes that there is a case to take a Social Bonds1

Through Better Public Services, Government has been clear that a key priority is a public sector that 
can respond more effectively to the needs and expectations of New Zealanders. The public sector is 
focusing more on the collective impact it has and is striving for more effective spending whether it be 
through Government, not-for-profit or private provision. Effective spending is about delivering sustained 
outcomes. 

 pilot into procurement. 

In 2011/12 social sector Government agencies (the Ministries of Education, Health and Social 
Development, District Health Boards, publicly funded schools, and ACC) spent approximately $12.4 
billion on goods and services from non-government bodies. Of this $5.2 billion was spent on social and 
community services provided by non-government bodies2

 

 
 
1 Throughout this document ‘Social Bonds’ is used to describe one form of privately financed outcome based contracting. It is 
not intended to imply that the proposed pilot would need to be financed through a strictly defined financial bond instrument. See 
further discussion in 

. The philanthropic sector also provides 
funding to many social and community services. Together this funding attempts to help address the 
drivers of social issues facing New Zealand. As responsible funders, Government and non-government 
organisations consistently challenge themselves as to whether the funding provided is having the best 
possible sustained impact in communities. The needs of communities change over time and there are 
innovations in funding developing in New Zealand and overseas that mean funders look to improve 

7.1.3.4. 
2 Source: various Government agencies 

Key conclusions 

■ A pilot is recommended to test the Social Bonds concept, including testing commercial 
structures, the impact on the social finance market, lessons in outcome measurement and the 
social results that are possible. 

■ A strategic opportunity exists to contribute to the suite of models for outcome based contracting 
through a Social Bonds model that draws in investor expertise and rewards innovation. 

■ Reducing the harm of drugs and alcohol would be a suitable social issue for the pilot, although this 
needs further consideration and agreement by the Cabinet Social Policy Committee. 

■ The pilot will require access to credible research to form the measurement framework, determine 
value for money pricing and calibrate the payment mechanism. Data sources will be needed to 
allow performance to be measured during the operational phase. 

■ Investor capital of $5 to $15million is recommended and a pilot length of 3 to 7 years. 

■ A pilot with $10 million of investor capital could drive a cost to Government of $5 million to $20 
million depending on expected investor return and the performance of the consortium. 
Additionally there would be pilot transaction costs for Government of around $2 million. 

■ A two-stage open procurement is recommended. Current plans are to begin the process in 
August 2013 and conclude in mid 2014. 
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their partnerships and funding models continually. For example, New Zealand philanthropic funders 
have been increasing the use of social loans as an alternative to grant funding3

Despite the effort and resources put into social services, there remain large intractable social issues in 
New Zealand. These include offenders who reoffend, children who arrive at school unsupported to 
learn, to youth who are trapped in a cycle of unemployment. Where Government funding is concerned, 
the scale of effort and resources is generally known (inputs and outputs) however the effect this is 
having on the long term social issues is unclear (results or outcomes). In many cases, services are 
purchased through multiple short term contracts with multiple providers. Government usually pays 
when stated inputs or outputs are delivered. Neither party typically measures whether the contracted 
inputs or outputs cause improved outcomes. In addition a number of providers feel restricted in their 
ability to trial new approaches or adapt their services to fit the needs of a particular community. 

. 

Outcome based contracting is contracting for, and paying for, achievement of a sustainable outcome.  
Throughout Government and internationally this has also been referred to as contracting for outcomes, 
payment by results or payment for success.  In this model Government pulls back from specifying how 
a service will be delivered or the key inputs required for that delivery, and focuses on the final 
outcome.  It shifts decisions about how funding is spent and the mix of services provided to groups 
who hold better information about their communities. In this model Government defines an outcome it 
wishes to purchase, for example reoffending rates, and the Contracting Entity designs a package of 
services to deliver that outcome. The outcome (impact) is measured to know whether the provider has 
performed. This then informs Government on “what works i.e. the effectiveness of its spending. It 
also informs Government on who are the most effective providers. 

Outcome focussed contracting is at an early stage, but increasing, in New Zealand and has seen 
greater prominence overseas. Examples in New Zealand include Social Sector Trials and Investing in 
Services for Outcomes. Social Bonds would take New Zealand contracting to another level by linking 
payments to the outcome measures and thereby requiring service providers to arrange third party 
finance to fund their services. The third party finance allows Government to step back further from 
monitoring service delivery and draws further non-Government expertise into designing and managing 
services to maximise the social impact. 

To test whether Social Bonds would be a useful vehicle for advancing outcome based contracting 
models and other public / private arrangements, the following investment objectives have been 
developed. The objective of the Social Bonds pilot is to: 

■ Test the Social Bonds concept for the delivery of social outcomes in New Zealand, including 
commercial principles, structures, procurement, impact on innovation and ability to measure. 

■ Assist in catalysing the social finance sector in New Zealand, increasing non-Government 
organisations (NGO) capability and fostering the social finance market. 

■ Test Government’s ability to focus on cross-cutting social issues and manage to outcomes rather 
than inputs or activities. 

■ Enable greater innovation and accountability of providers through increased flexibility for providers 
to design and tailor services to communities. 

■ Improve public sector performance measurement by demonstrating robust measurement of 
outcomes throughout the life of the Social Bonds pilot. 

■ Deliver better results in the area piloted. 

 

 
 
3 A new funding paradigm: Prospects for social lending and investments by foundations in New Zealand, Glen Saunders, 2009 
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The economic rationale for Social Bonds has been assessed by considering a defined social issue – 
reducing harm from drugs and alcohol. This issue was selected following market consultation, 
assessment against suitability criteria and a meeting across government agencies. Reducing harm from 
drugs and alcohol was selected as the case study for this business case because: 

■ The outcomes are measurable. There are measurement frameworks from the UK where payment 
by results is used for drug and alcohol treatment. 

■ There are wide ranging impacts across communities and direct costs to Government, for example 
offending and unemployment. 

■ The service provider market is interested in the Social Bonds concept. 

■ The potential investor market has shown cautious interest, particularly where there are links to 
family outcomes, reoffending and youth unemployment. 

There is a substantial social cost to New Zealand from the harmful use of alcohol and drugs. For 
example 51% of crimes are committed under the influence of alcohol and other drugs.4  Some of the 
social costs have a direct cost for Government (e.g. justice and healthcare costs), some have a tangible 
cost for the economy (e.g. labour force productivity) and some have an intangible cost on communities 
(e.g. quality of life). International research shows there is a case for investing to reduce the social cost 
because the cost of interventions is lower than the payoff. A United States study estimates the payoff 
as 1:4 moving as high as 1:12 if intangible social costs are included5

■ Raising social finance of $10m to fund treatment and other services. 

. As an illustration, for a Cohort of 
100 users where treatment costs $100,000 per person, a Social Bonds pilot could involve: 

■ Government paying $375,000 for each “recovered” user and $0 for each “unrecovered” user. 

■ With a recovery rate of 30%, Government and the consortium both having a positive net present 
value (NPV). 

This would provide investors with a 15% return and Government with a cost below the estimated 
social benefit (i.e. estimated avoided social cost). 

This highlights the importance of robust data for the Social Bonds project. To be confident the 
economic case for a specific pilot is strong and the payments and performance measures are set at 
appropriate levels, Government and the contracted non-government consortium needs to be 
comfortable with: 

■ The estimated social cost and direct costs to Government from the selected social issue, including 
whether any anticipated savings for Government are cashable. 

■ The baseline level of performance.  

■ The bounds of performance improvement that are realistic and can be measured with statistical 
confidence. 

■ The expected return on investment by the consortium. 

To purchase a Social Bonds pilot it is recommended that an envelope of funding is set within which the 
Ministry’s Project Director can negotiate. Following market feedback and similar pilots overseas, it is 
recommended that the envelope be set at $15m, which includes capped success payments. Additional 
to this the Ministry will have transactional costs of approximately $2 million. This is a provisional broad 
estimate and needs to be refined and validated by the Ministry. While a Social Bond is expected to 

 

 
 
4 Better Public Services Reducing Crime and Reoffending Results Action Plan, Ministry of Justice 
5 Principles of Drug Addiction Treatment: A Research-Based Guide (Third Edition), National Institute on Drug Abuse, 2012. 
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deliver savings for Government through avoided cost, international case studies have shown it is 
difficult for these savings to be cashable, particularly for a small scale pilot.  

The transactional costs of a Social Bond are expected to be higher than an input based contract due to 
the complexity in developing a robust measurement and payment framework. Added to this are costs 
associated with a pilot, such as evaluating the pilot and developing the base Social Bonds framework 
and contracts that could be used in future Social Bonds. The scale of transactional costs will be driven 
by the length of procurement, the number of bidders, the length of pilot operation, the degree to which 
information is readily available for the measurement framework and the degree to which a Social 
Bonds model can operate within existing Government and regulatory frameworks. 

The scale of the potential performance payments will be driven by the expected investor return (which 
in turn is driven by the level of risk allocated outside Government), the size of the pilot and the cost 
base of the proposed services. 

The need for an envelope of pilot funding is driven by the nature of Social Bonds and the 
recommended procurement approach. Following market feedback and cross-government engagement 
it is recommended that a social issue is set by Government (for example, reducing the harm from 
drugs and alcohol) and an open procurement process is run to allow all to participate. The bidders are 
then filtered through a two-stage process and the preferred bidder (likely to be a consortium of service 
providers and arrangers) is selected quickly to reduce procurement costs. The preferred bidder would 
then enter a joint development phase with the Government where the detail of the pilot would be 
developed, for example the performance measures and payment mechanism. 

The approach described above means that the size of the pilot and specific social outcomes targeted 
will not be known until the preferred bidder is selected. The nature of Social Bonds (where 
Government only pays if outcomes are achieved) means the actual cost to Government will be capped 
but uncertain even during the operational period of the pilot. However, while the cost of the pilot and 
the value to Government is uncertain, the value sought from impacting social outcomes will be certain 
because payment will only be made to the consortium where value (the target social outcome) is 
delivered. This is the essence of the approach – a focus on value rather than costs. 

Figure 1: Process for the Social Bonds pilot 
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It is recommended that through the Social Bonds pilot, a contractual relationship between a 
Government Purchasing Agency and a single consortium of a service arranger, a financial arranger, 
service providers and investors is developed. The consortium would only include non-government 
agencies and would be lead by a “Contracting Entity” who would hold the contract with the 
Government Purchasing Agency and then sub-contract with consortium members. The key features of 
the contractual relationship are:  

■ A time length of three to seven years. 

■ The Contracting Entity (lead non-government party) would hold responsibility for achieving 
outcomes and therefore will be responsible for organising service funding and delivery. 

■ The Purchasing Agency would be responsible for managing interfaces with Government agencies 
and holding the risk of any direct Government policy changes. 

■ The Purchasing Agency would also ‘underwrite’ a portion of the Contracting Entity’s investment 
principal.   
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2 Strategic case for trialling Social Bonds 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.0 The rationale for change 
Like many Western countries, New Zealand faces large, intractable social issues that do not have 
obvious solutions. These range from offenders who reoffend, to children who arrive at school 
unsupported to learn, to youth who are trapped in a cycle of unemployment.  

There is a complex map of drivers behind the social issues and a range of different influences over 
each of the drivers. For example, the drivers of employment include both the level of aspiration 
fostered in an individual (influenced by parents, teachers etc.) and national economic growth 
(influenced by the global economy, productivity levels etc.). Added to this, the drivers of a social issue, 
and therefore the potential interventions that can be used, often differ between communities. 

Part of the complexity of the most intractable social issues is that they are cross-sector and cross-
agency. This means that a number of levers need to be pulled to address a particular social issue and 
usually a variety of agencies will be responsible for pulling the different levers. These agencies will be 
both within Government (e.g. a District Health Board or a school) and outside Government (e.g. an 
employer or a charity). It can be difficult to determine the collective impact from pulling a variety of 
levers and then ultimately, to which agency the benefit may accrue. The two main problems created by 
the cross-cutting nature of social issues are:  

Section purpose 

This section sets the scene for the rest of the business case. It describes the issues observed with 
the status quo and presents the opportunity for change. This strategic case: 

1 Sets out the rationale for change. 

2 Identifies the opportunity for Social Bonds (including an appendix with an overview of the 
concept). 

3 Assesses the degree of alignment with government priorities and other programmes. 

4 Defines appropriate investment objectives for the Social Bonds pilot. 
 
Key conclusions 

■ Government provides funding for large, intractable social issues, but in many cases there is little 
information on the collective social impact of the funding. 

■ In recent years, Government and non-government funders have been increasingly linking funding 
to outcomes; examples include Social Sector Trials and the Wiri PPP prison. 

■ Social Bonds is one tool among many to link funding to social outcomes (and the relevant leading 
indicators). It goes further than other tools by withholding Government funding until the social 
outcome is measured and achieved. Social Bonds requires third party funding and associated 
expertise, which are not a part of existing outcome focussed contracting tools.  

■ Social Bonds aligns information with responsibility / risk. Providers and social investors who hold 
information on “what works” in their communities are given the freedom to innovate. Providers 
are rewarded for successful new innovations, or are given the opportunity to prove that existing 
innovative activities improve outcomes.  

■ A pilot is recommended to test the Social Bonds concept, including testing commercial 
structures, the impact on the social finance market, lessons in outcome measurement and the 
social results that are possible. 
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■ Coordination of efforts. 

■ Poor incentives where benefits accrue to an agency which does not have influence over the 
necessary levers.  

The second level of complexity is the long term nature of the social issues. In most cases resources 
need to be invested over a number of years to see a real outcome and to be assured the outcome has 
been sustained. For example, to improve the chances of a child being ready for their first day of school, 
support will usually begin with the pregnant mother and continue through the child’s first years with 
performance able to be measured at the before school health check and the six year old education 
check.  

The combined complexity does not deter agencies from acting, but it makes it difficult to develop 
effective interventions and allocate resources. The significant impacts on New Zealand mean some 
form of intervention is required; these include poor health, lower educational achievement, crime, 
dependence on welfare and productivity losses. Some of these impacts have a direct financial cost to 
Government (e.g. hospital admissions) and some have a broader economic or social cost for society. 

Government and community groups invest resources attempting to prevent the social issues or reduce 
the impact. They do this through targeting the drivers of the social issues. In 2011/12 social sector 
Government agencies (the Ministries of Education, Health and Social Development, District Health 
Boards, publicly funded schools, and ACC) spent approximately $12.4 billion on goods and services 
from non-government bodies. Of this $5.2 billion was spent on social and community services provided 
by non-government bodies6

Figure 2: The social services system 

. The philanthropic sector also provides funding to many social and 
community services.  

 

 

 
 
6 Source: various Government agencies 
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There is limited information available on the effectiveness of the current investment. Generally there is 
good information about the scale and nature of activities funded, but little information about the 
outcomes driven from the activities, particularly long-term outcomes. For example, Government knows 
that it spends $135 million on drug and alcohol treatment each year and that this provides detox, 
residential care and after care for around 44,000 people. It is more difficult to say how many of those 
that receive services end up using again over the long term, or how many move into sustainable 
employment or away from criminal activities. As these outcomes are not what are currently contracted, 
they tend not to be measured.  

The incentives created in an input based contract do not appear to be optimal when applied to complex 
social issues. A lack of information on the impact of services means there is a risk future resources are 
not allocated to the most effective organisations and activities. Additionally, service providers may not 
have the information needed to know when and how to adapt their services and innovate to have the 
greatest impact.  

It is hypothesised that contracting for outcomes will have greater social impact than input based 
contracts by requiring information on effectiveness of services to be collected and used and 
incentivising all parties towards common, well defined social outcomes. 

Both the charitable sectors and Government are moving towards more outcomes focussed investment 
(resource allocation) to improve the collective impact. See section 2.2 for an overview of what 
Government is doing. Outcomes focussed investment requires:  

■ Research to inform intervention logic and service design. 

■ Benefits measurement of interventions (including establishing an initial baseline and counterfactual) 
to know if the investment is having an impact. 

■ A system that encourages and rewards innovation and has flexibility for service providers to trial 
new approaches. 

A Social Bonds pilot would allow the Government and community sectors to test whether it is possible 
to contract and measure for outcomes and whether such approaches could be more effective at 
delivering results. The limited information available on the social impact of current contracting means 
that a pilot is necessary to provide the evidence to support a change in approach. A pilot will test 
whether the costs associated with a more sophisticated contracting approach can be justified by the 
effectiveness benefits and the lessons generated for wider Government contracting. 

2.0.1 Government contracting to tackle social issues 

Much of Government’s investment in social issues is delivered through contracts with non-government 
parties. These parties are often not-for-profits (referred to here as non-government organisations or 
NGOs). 

Discussions with the working group and market participants suggests that current social sector NGO 
contracts often have the following characteristics (see Figure 3): 

■ Detailed Government specification of activities.  

■ Rewarding inputs.  

■ Short term. 

■ Single Government agency contracting with a single NGO. 

■ At times, an outcome framework is incorporated but not linked to contract performance measures 
or payments. 

Government agencies will often specify the activities they want delivered and will manage the 
contracts against the delivery of these activities. In some cases contracts are managed to outputs (e.g. 
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a person completing a residential drug treatment programme), but in many cases they are managed to 
inputs (e.g. the number of staff in a community centre). 

Good contracting practise is to align responsibility to the party that holds the best information and the 
best expertise to manage the responsibility. For example, Government has perfect information about 
the social outcomes (or results) it wishes to target, but in some cases Government will not hold the 
best information on the activities (inputs and outputs) needed to have a positive impact on the social 
outcomes. In this example Government should not be specifying activities nor setting performance 
measures on the activities. Mis-alignment of responsibility with information/expertise can lead to poor 
allocation of resources and sub-optimal performance against outcomes. 

Allocation of responsibilities in a contract is equivalent to allocating risk. If Government is responsible 
for specifying the inputs, then Government holds the risk that the specified inputs do not deliver the 
desired outputs and outcomes. Many current Ministry NGO contracts have almost all the risks borne 
by Government. The related risk of failure to achieve outcomes is ‘invisible’ in input based contracting 
approaches.  

By moving the responsibility down the intervention logic chain (inputs-outputs-outcomes), the 
responsibility (or risk) will be shared more with non-government parties. This will allow 
information/expertise of these parties to be brought into developing effective interventions. See 
Figures 3 and 4. 

Responsibility brings with it more flexibility for service providers to design their services and modify 
their services during the contract as needed. It allows room for innovation outside Government and 
requires the NGO market to develop the capability to consider the logic of interventions, collect 
research on what works and strengthen evidence for their service models. A number of non-
government organisations have provided feedback that NGO capability in intervention logic and 
managing to outcomes is low due to the way Government has contracted with NGOs historically.  

There has been good reason for Government agencies to closely manage activities. Under many 
current contracts payments are made by Government regularly to provide the NGOs with cashflows for 
their activities. Government contract managers need to prove their agency is receiving something for 
each payment, and therefore need to tie payments to inputs or activities. While this brings a high 
degree of financial control, it misses the opportunity to measure outcomes and align risk with expertise 
and knowledge. Moving to contracts which manage to (and reward) outcomes could create a financial 
management risk for Government, unless Government can hold off providing funding until the outcome 
is measured. External finance would reduce financial management risk for Government. 

This leaves a current contracting system where significant amounts of Government funding are 
funnelled through short term contracts where Government: 

■ Specifies the activities, and therefore the intervention logic. 

■ Holds the majority of risk. 

■ Holds little information on the social impact of the activities.   

While activity based contracts have a place in social services, there is also a need to develop outcome 
based mechanisms to drive change in the most intractable social issues. Social Bonds is one of the 
outcome based mechanisms that can be used. 

2.1 The opportunity for Social Bonds 
Social Bonds is one form of contracting for outcomes. It is an innovative approach to contracting that 
aspires to address complex social issues more effectively, efficiently and sustainably.  It involves a non-
government group (e.g. social investors and social service providers across the private and not-for-
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profit sectors) committing to deliver a social outcome and fund community services to achieve the 
outcome.  Government will pay the group based primarily on the degree to which the social outcome is 
achieved.  The level of return in the payment reflects, in part, the direct costs avoided through better 
outcomes. The ‘invisible’ risk of outcome failure is instead at the heart of the contract and closely 
measured, meaning greater transparency and accountability. Further information on the Social Bonds 
concept is provided in Appendix 1. 

Government has been clear through its Better Public Services Programme that it wishes to see a 
greater focus on results and improved contracting through integrated contracts across Government 
agencies. This builds on initiatives that were already underway, particularly within the Ministry of Social 
Development and the justice sector. Social Bonds is one further tool that can be utilised to improve the 
collective impact on social issues. 

Social issues are collectively owned by Government, social sector service providers and investors who 
provide funding for social issues.  Social Bonds will harness the expertise of all of those involved, both 
inside and outside government.  Government will step back from providing detailed input into service 
design and will focus on outcomes that will result in improvements for complex social issues.  
Providers will have increased flexibility in how they design their services and tailor their work to the 
local community.  Investors will bring commercial and social insights to focus services on delivering the 
required outcomes. 

By measuring outcomes rather than inputs and activities, a system develops within Social Bonds 
where there is space for innovation in service delivery, and innovation is rewarded. If service providers 
use the same inputs and activities as those specified in current Ministry contracts they will struggle to 
drive an improvement in performance against outcomes. Anecdotally, there are currently service 
providers who are trialling new approaches and appear to be effective, but are paid on inputs and 
therefore are paid the same as other providers.  

There is strong support from a Cohort of providers for outcomes based contracting, in general, and in 
particular for the Social Bonds concept.  Providers recognise the importance of outcome based 
contracting and the potential efficiencies to be gained and increased effectiveness in the delivery of 
services. Some providers have already begun to develop outcome frameworks while others currently 
remain input or output focused, as a result of the current contracting vehicles.  Many providers see 
Social Bonds as an opportunity to remove barriers when contracting with more than one government 
agency, increasing collaboration within the sector.  They also would welcome contracts that provide 
flexibility to innovate and to be rewarded financially for successful innovation. 

Social investment outside Government has traditionally been in the form of grant funding and focused 
on inputs and outputs rather than outcomes.   Recently, many investors have shown interest in moving 
some of their investment towards outcomes based contracting to improve the effectiveness of 
delivery of the social services. Some have been looking to funding innovations growing overseas, for 
example social loans. Investors are cautiously interested in Social Bonds as a way to recycle grant 
capital for sustainable re-investment - if the outcomes are achieved, investment will be redeemed from 
Government. It could help them grow a social finance fund, which will sit between grant funding and 
commercial investment and seek a blended return (both social and commercial). Ultimately as the 
concept develops and the risks become better understood, investors see potential to invest their 
investment funds in Social Bonds. Market feedback has been that while New Zealand’s social finance 
market is currently small, there is ambition to grow it and a Social Bonds pilot would assist the growth.  

2.1.1 Anticipated benefits 

The overarching anticipated benefit of Social Bonds will be improvement to effectiveness of social 
services driving better social results. Social Bonds will also reward service innovation, facilitate choice 
and improve the quality of the services provided.   
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More specifically it is anticipated that Social Bonds will have the following benefits:  

■ More flexibility for service providers in how they design their services, partner with other delivery 
agents, and tailor their work to the local community. 

■ A focus on the community needs in the target area, unrestricted by Government structures. 

■ Government will focus on managing outcomes which may be cross-sector and cross-agency. 

■ Greater incentives and freedom to design a service which will deliver the required outcomes. 

■ A focus on early intervention and prevention services. This generates social benefits and has the 
potential to lower long term costs for Government and other community services. 

■ Robust measurement of benefits over the life of the project. 

■ Attracts new non-government funding into social innovation and potentially recycles that funding. 

A number of these benefits could be achieved through other forms of contracting for outcomes. Social 
Bonds provides an opportunity to assess the full suite of potential benefits because the use of external 
finance is expected to bring stronger incentives and a firmer commitment to defining and measuring 
outcomes. It is expected that the level of due diligence on intervention logic, provider capability and the 
measurement framework would be greater under Social Bonds than other forms of contracting for 
outcomes. 

The pilot will bring specific benefits in the short term. The case for the pilot rests on the lessons that 
can be learnt and applied. Currently it is difficult to assess whether contracting for outcomes will be 
more effective than input based contracts and whether the costs associated with more sophisticated 
measurement and payment can be justified. The pilot will show whether there is value in using Social 
Bonds to deliver social services and it will also provide lessons across all social service results-based 
contracting. These lessons will be collected through the pilot evaluation (see the project management 
planning in 9.4.1).  

The following lessons from the pilot are expected: 

■ The level of risk the market is willing to hold to be able to innovate and have more flexibility. 

■ The ability of the market to develop robust intervention logic and manage to outcomes.  

■ The degree to which the market can innovate in service delivery (e.g. the degree the market has 
been restricted through past contracts). 

■ The willingness of the social finance market to grow and adapt to a new form of investing. 

■ The ability of each of the non-government parties to manage the risks they hold (e.g. service 
providers, investors, finance/service arrangers). 

■ The ability to measure social outcomes credibly and to what extent proxy measures need to be 
relied upon. 

■ The level of information and academic research needed to robustly measure a social outcome and 
the availability of this information in the New Zealand system.  

■ The performance of the control group / baseline in the selected area (i.e. effectiveness of status 
quo). 

■ The ability of Government agencies to specify a social outcome, step back from input / output 
specification and audit social outcome measurement. 

■ The suitability of the New Zealand regulatory system for social finance investments. 

■ The transaction costs for government of establishing a measurement and payment framework and 
the ongoing contract management. 

■ The bidding costs for the market of participating in a competitive procurement process. 
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2.1.2 Social Bonds in the context of the current contracting environment 

Social Bonds can be described by how it differs from existing tools. Figure 3 illustrates how most 
current tools generally pay upfront on activities and therefore have little responsibility for outcomes 
sitting with service providers. Even in cases where outcomes are specified in contracts, often these 
are not the metrics providers are managed to and paid on. 

The other key difference with Social Bonds is the inclusion of social investors. The external finance 
provides working capital to the service providers, allowing Government to withhold payment until 
performance against outcomes has been measured. It mitigates some of the financial control risks for 
Government in moving to outcome contracting.  

Investors bring a different set of skills into reviewing service design, service provider capability and 
ongoing performance. The specific benefits of a privately financed contracting model include:  

■ Non-government parties will need to develop clear intervention logic and research-based services to
satisfy investors, in addition to Government, that the social outcomes are likely to be achieved.

■ Government benefits from the due diligence and ongoing investment management/monitoring that
non-government investors will provide.

■ Strengthened incentives for delivery due to the risk of losing investment principal and the potential
upside of an above-market return.

■ As external finance funds service provider working capital, Government can step back from financial
management of inputs and outputs and move much more of its payment to outcomes. This means
that outcome payment models will not be limited to only the largest service providers that can
otherwise fund the working capital ahead of Government payments.

■ External finance increases the Government’s ability to build trust that funds are not being mis-spent
as it is investors’ money initially at risk. This allows service providers, who typically have the
information advantage, to determine the best mix of services that will achieve the specified
outcome.

■ New Zealand’s small social lending market can be stimulated, potentially unlocking significant
philanthropic sector finance which is not currently available to the social sector.

Figure 3 illustrates the range of contracting initiatives in Government and the degree payment is made 
for outcomes. The orange shapes show that in many cases payment is made for inputs and outputs, 
however a number of recent purchasing initiatives are moving towards paying for outcomes. The 
orange triangles indicate variation within a particular initiative; for example it is understood that some 
Whanau Ora contracts provide payment upfront on inputs, whereas others provide payment on delivery 
of outcomes.   
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Figure 3: Contracting mechanisms 

 
 

Figure 4 illustrates the full contracting spectrum. It shows that as contracting tools move further down 
the spectrum greater responsibility is held outside Government and therefore broader expertise is 
brought into developing effective services. At one end of the spectrum is in-house capability, followed 
by a focus on inputs, outputs and outcomes to varying degrees; Social Bonds sits at the other end of 
spectrum.  

Discussions with the working group and market participants suggests that the majority of the 
Ministry’s directly purchased NGO contracts sit towards the left side of the spectrum. As tools move 
further to the right the criteria for use of the tool become more stringent as greater capability is 
required on both the providers and Government sides. Social Bonds will not be suitable for all types of 
contracted services and will need to be assessed on a case by case basis.   
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Figure 4: The delivery spectrum 

 

2.2 Alignment with government priorities and other 
programmes 

Through Better Public Services, Government has been clear that a key priority is a public sector that 
can respond even more effectively to the needs and expectations of New Zealanders. These priorities 
have to be delivered in a fiscal environment which balances increasingly tight resources with increasing 
needs in communities. 

The State Services Commission has published the areas that public agencies will focus on to ensure 
that the public sector is high performing and provides outstanding results and value for money.  Social 
Bonds aligns with these areas of focus, including: 

■ A focus on results, shifting from outputs to achieving results that benefit families and communities. 

■ People at the heart of everything; service design and delivery are people centred. 

■ Capability to deliver services in the best way, whether from public, not-for-profit sectors, achieved 
through a vibrant culture of performance improvement. 

■ Effective spending and efficiencies; agencies working as effectively and cost efficiently as possible 
using whatever combination of Government, NGO or private provision.  

Social Bonds will build on, and learn from, other contracting innovations that have occurred across 
Government, including: 

■ Existing work to better integrate contracts, for example the Ministry of Business, Innovation and 
Employment-led work to streamline NGO contracts. 
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■ Social Sector Trials and Investing for Outcomes initiatives, led by the Ministry of Social 
Development, which offers lessons on contracting and measuring outcomes. 

■ The procurement of Public Private Partnerships led by the Treasury that offers insight into 
procurement, contracting and using non-government finance to transfer risk, including social 
outcome risk in the case of Wiri prison.  

■ Work underway regarding the legislative and regulatory environment for social enterprises led by 
the Department of Internal Affairs.  

To facilitate the measurement of outcomes in the Social Bonds pilot, consideration will be given to any 
potential outcome and / or community overlap between Social Bonds and existing Government or 
community-led programmes. 

2.3 Investment objectives for the pilot 
The Social Bonds pilot is one initiative that will be tested as a method of addressing large complex 
social issues in New Zealand.  It will aim to address the lack of information about the effectiveness of 
current contracted social services. 

The investment objectives of the Social Bonds pilot are to:  

■ Test the Social Bonds concept for the delivery of social outcomes in New Zealand, including 
commercial principles, structures, procurement, impact on innovation and ability to measure. 

■ Assist in catalysing the social finance sector in New Zealand, increasing non-Government 
organisations (NGO) capability and fostering the social finance market. 

■ Test Government’s ability to focus on cross-cutting social issues and manage to outcomes rather 
than inputs or activities. 

■ Enable of greater innovation and accountability of providers through increased flexibility for 
providers to design and tailor services to communities. 

■ Improve public sector performance measurement by demonstrating robust measurement of 
outcomes throughout the life of the Social Bonds pilot. 

■ Deliver better results in the area piloted. 
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3 Selecting a social issue  

 

 

 

 

 

 

 

 

 

3.1 The criteria for a suitable social issue 
In 2012 the cross-Government working group developed criteria for determining whether a social issue 
is suitable for Social Bonds. This was based off an understanding from overseas pilots that Social 
Bonds will add most benefit where there is room for innovation and where there is the market and 
infrastructure to accommodate the complexities of Social Bonds. 

If an unsuitable social issue is taken to the market then time and resources could be wasted 
developing a pilot which is unlikely to be able to reach the operational phase. 

The headline criteria are: 

Criteria  Explanation 

Benefit or value of 
opportunity 

The size of the potential benefit (social gain) and the speed of generating outcomes. 

Government and 
community support 

The degree to which the social issue is a priority for Government and has strong positive 
interest from community groups. 

Ability to finance 
Interest from potential investors in the social issue and capability of investors to run due 
diligence over the service design and providers. 

Ability to measure 
The availability of robust, independent data and research; including baseline performance, 
expected performance and raw data to track the pilot Cohort. Availability of leading 
indicators and clear outcome measures, and the ability to attribute performance to actions.   

Suitability of provider 
The capacity and sophistication of the provider market to bring innovation to service design, 
manage to outcomes and interact with arrangers and potential investors. The level of 
interest in the Social Bonds concept. 

Need for change The degree to which current interventions are not working and there are potential solutions 
to improve effectiveness (aside from additional resources). 

Section purpose 

This section sets the framework for the rest of the business case by selecting a social issue with 
which to test the merits of the Social Bonds concept. It includes: 

1 A description of the criteria for a social issue to be suitable for Social Bonds. 

2 The process followed to gather potential options (social issues) for testing in this business case 
and select the preferred option. 

Reducing harms from drugs and alcohol is used to as the basis for the analysis in the business case. 
The Ministry and wider Government still need to decide which social issue(s) to take to the market. 

Key conclusions 

■ It is recommended that a single social issue be taken to the market for the Social Bonds pilot. 

■ Selecting the social issues requires consideration across all six criteria, but particularly 
measurability and market appetite and capability. 

■ Reducing harm from drugs and alcohol has been selected as the social issue the rest of this 
business case will use to test the merits of the Social Bonds concept. 
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3.2 The selection process 
The Phase One report7

■ Allow analysis of the social value and commercial risks in the specific social issue.

 recommended the market have an opportunity to shape the social issue 
targeted in a Social Bond because officials may struggle to assess whether there is sufficient capability 
and interest in the market for particular social issues. It was recommended that for the first pilot, 
possible social issues would be gathered and tested through a market sounding exercise and 
Government would select a single social issue to take into a formal procurement process with the 
market. This was decided to: 

■ Provide certainty to the market (i.e. not waste organisations’ time developing ideas which will not
be taken forward due to Government priorities, measurement challenges or other reasons). The
market requested some direction from Government as to where Government would be interested
in supporting a pilot and where there may be adequate information to run a pilot.

■ Reduce the procurement timeframe and cost.

Figure 5 illustrates how the case study was selected for the purposes of the business case analysis. 
The process has used: 

■ Criteria developed by the cross-government working group (refer to section The criteria for a
suitable social issue3.1).

■ Social issues raised and refined by the Working Group and social issues raised during the market
sounding.

See Appendix 2 for further description of the process including the evaluation criteria and the social 
issues considered. 

Figure 5: Social issue selection process 

7 Investing for Social Success: phase one feasibility study and concept design, KPMG, 2012 
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Source: KPMG 

Members of the cross-Government working group discussed the merits of the short-listed options and 
viewed the risks of “Readiness of school” as higher than the other two options. This was mostly due 
to the lack of existing literature and international on measurement and therefore considerably more 
work would be required to develop a pilot in this area.  

The other two areas have overseas experience of either Social Bonds or some form of payment by 
results. There is literature on possible measurement frameworks and methods for overcoming 
challenges in measurement. 

The cross-Government working group noted that reoffending outcomes are closely linked to outcomes 
related to reducing the harm from drugs and alcohol. It would be possible to develop a pilot which 
incorporated both, if there was interest in this from the market, and so a decision was taken to proceed 
with drugs and alcohol outcomes with the option of measuring reoffending outcomes. 

3.3 The case study 
Reducing harm from drugs and alcohol was selected as the case study of the business case because: 

■ There are sufficient service providers who are interested in the Social Bonds concept.

■ There is literature available on the possible impacts of intervention, the social cost of the social
issue and possible impact measurement frameworks.

■ There are Payment by Results pilots in the UK that lessons can be taken from.

■ There appears to be sufficient investor interest in the proposal, particularly if a pilot can be shaped
that links through to reoffending and/or unemployment outcomes. Large providers as well as
external investors have expressed interest in investing.

The main risk with using outcomes related to drugs and alcohol for the first Social Bonds pilot is the 
ability to raise sufficient external finance. The market has provided feedback that it is easier to raise 
social finance for social issues that are about helping people (particularly children) help themselves. 
However, when asked directly about investing in drugs and alcohol, potential investors said they would 
be interested in pilots that draw a link between substance abuse and the impact on families, 
employment and offending. 

Currently approximately $140 million per annum is spent by the Ministry on treatment of reducing harm 
from alcohol and other drugs8

Stakeholders within the sector have identified potential for innovation in drug and alcohol treatment to 
improve results. The following ideas were raised during the market sounding and working group 
sessions:  

.  In 2011/12 this provided services to 44,178 harmful users, up from 
23,540 in 2007/08. The funding for treatment is spent in three forms: community care ($92m), 
residential care ($28m) and methadone places ($15m). Often an individual will receive multiple services 
before they are considered to be sustainably recovered. 

■ Reducing the stigma of accessing treatment

■ Allocating the best treatment program for an individual

■ Motivating and supporting individuals to complete treatment

■ Supporting individuals with wider services designed to support their sustained recovery.

8 Ministry of Health 
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4 Economic analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4.1 Introduction 
Social Bonds is a mechanism for aligning Government funding with social value. It attracts funding to 
early intervention and rewards initiatives that reduce a social issue. In turn it reduces the social and 
economic costs to communities and the direct costs to Government. 

Early intervention with at risk groups benefits the individuals and their communities over the long term. 
However, there is often a lack of evidence to support “what works” in early intervention programmes 

Section purpose  

This section considers whether the estimated costs of a Social Bonds pilot are acceptable against the 
benefits that were identified in the strategic case for change (section 2.1.1). It provides an illustrative 
assessment of potential performance and payment scenarios to demonstrate the potential size of a 
pilot. It also describes the form of analysis that will be required when developing the pilot to 
determine the level of payments and ensure value for money is achieved for Government. The case 
study that has been used is reducing harm from drugs and alcohol. 

A tailored approach has been needed for the economic analysis of Social Bonds. This business case 
assesses an opportunity (a new contracting model) rather than analysing possible solutions to a 
problem. Much of the detail of the pilot will be developed with the market during procurement, 
including the social outcome to be targeted.  
 
A lack of data on the cost and effectiveness of current arrangements has meant the case for change 
relies on qualitative assessment of benefits (potential lessons from the pilot) against rough estimates 
of the transaction costs and the size of performance payments for the pilot. Any quantitative analysis 
is illustrative only and relies on assumptions that have strong caveats. This data issue exists for other 
short-listed social issues – it is not unique to drugs and alcohol.  
 
The analysis of drugs and alcohol has highlighted the work that is needed to improve information on 
the selected pilot social outcome and allows robust assessment of the social value and the expected 
performance and cost benchmarks to be able to construct a value for money payment mechanism. 

This section provides: 

1 An estimate on the total cost of a Social Bond, compared to the qualitative benefits of a pilot 
2 An illustration of the analysis that is required to develop a value for money pricing framework for a 

Social Bond, in this case reducing the harmful use of drugs and alcohol.  
 
Key conclusions 

■ Social Bonds requires Government to align its funding to the social value New Zealand 
experiences and analyse what portion of that value it is willing to pay a consortium. 

■ Some of the social value will bring direct savings for Government e.g. avoided health care costs, 
although not all of these will be cashable. 

■ The lessons from a Social Bonds pilot and level of risk transfer need to be sufficient to justify the 
cost of a pilot.  

■ Under the drugs and alcohol illustration, it is possible for both Government and the consortium to 
have a positive net present value (NPV). This is heavily dependent on the assumptions used. 
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and it can be difficult to make a case for reallocating funding to preventing future cases because 
resources are constrained and are often prioritised to helping urgent cases.  

The Social Bonds concept is based on Government valuing the social and economic benefit of avoiding 
social problems and being prepared to pay some of that value to non-government groups. For this to 
occur, Government needs to know upfront how it values the social benefit and be able to measure this 
value over a period of time to ascertain whether the value has been achieved. Currently the level of 
information needed to construct a payment mechanism and assess whether it would be value for 
money for Government and the consortium is not available. An illustration has been developed in 
section 4.3 to demonstrate the sort of analysis required, highlight the information needs and assess 
the possible scale of a pilot.   

4.2 Total cost of Social Bonds 

4.2.1 Overview 

A Social Bond has two areas of cost: 

1. The transaction costs of procuring and managing the contract.
2. The production cost, which relates to performance payments made to non-government parties in

recognition of the social value created by the services (this includes the investors’ principal and
return).

Ideally the two areas of cost would be compared against the current costs of contracting to determine 
the marginal cost (or saving) and assess the case for changing from the status quo. Unfortunately the 
data has not been available to make this assessment. The working group, however, estimates that the 
transaction costs of developing and managing an outcome-based contract (e.g. a Social Bond) will be 
greater than the costs of current input based contracts. This is due to the expertise needed to develop 
the tailored measurement framework, negotiate a robust payment mechanism and monitor outcome 
measurement. A Social Bond will only be suitable for social services dealing with large, complex and 
intractable social issues that can justify the development and measurement costs. 

The case for a pilot 

The case for trialling Social Bonds through a pilot rests on the benefits that can be brought to social 
service contracting across Government (the lessons from the pilot) and whether the costs of the pilot 
are likely to be justified by these benefits. The anticipated lessons from the pilot are outlined within 
section 2.1.1. The two areas of cost are described further in sections 0 and 4.2.3 below. 

The transaction costs of a pilot are expected to be higher than any future Social Bonds. This is because 
the core frameworks for a Social Bond need to be developed and the pilot evaluation will require 
resources. These additional costs need to be considered against the lessons the pilot is expected to 
bring to social service contracting and the capability and frameworks that will be developed to be used 
in future Social Bonds projects. The cost of the pilot means it is important the pilot is well developed 
and evaluated to ensure the full set of lessons is delivered for use in future projects. 



21 

© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 

Figure 6: The costs and benefits of a Social Bonds pilot 

Benefits Costs 

■ Generating lessons on the Social Bonds concept for
the delivery of social outcomes in New Zealand,
including commercial principles, structures,
procurement, impact on innovation and ability to
measure.

■ Assisting in catalysing the social finance sector in
New Zealand, increasing non-Government
organisations (NGO) capability and fostering the
social finance market.

■ Generating lessons on Government’s ability to focus
on cross-cutting social issues and manage to
outcomes rather than inputs or activities.

■ Enabling of greater innovation and accountability of
providers through increased flexibility for providers
to design and tailor services to achieve desired
outcomes for their communities.

■ Improving public sector performance measurement
by demonstrating robust measurement of outcomes
throughout the life of the Social Bonds pilot.

■ Delivering better results in the area piloted.

Transaction costs, including additional 
pilot costs 

$2.0m 

Performance payments $5 - $20m 

In this business case we have used the following assumptions for key financial and commercial 
aspects of the pilot. These are estimates based on the information available and are described further 
in sections 5 and 8.2.  

Assumed key pilot characteristics 

Transaction costs $2.0 million 

Government underwrite of investor principle 50%9

Maximum annual return to investors 15% 

Capital raised by investors $10 million 

Performance payments made by Government (based on above assumptions) $5million to $20million 

4.2.2 Transaction costs 

Government resources will be required to implement the pilot and ensure useful lessons are taken 
from the process. It is expected more resources will be needed for the pilot than future Social Bonds 
projects because the frameworks developed through the pilot can be reused and in the future pilot 
evaluation will not be required.  

The areas of transaction cost include: 

■ Government project management, including a Project Director.

9 The NSW Newpin pilot has set a maximum investor return at 15% but has offered a level of Government underwrite greater 
than 50%. 



 

 
22 

 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 
 

■ Government procurement costs, including commercial and legal advisors. 

■ Development of measurement framework and payment mechanism, including subject matter 
expertise. 

■ Ongoing contract management, including auditing the measurement of social outcomes and 
implementing the payment mechanism. 

■ Pilot evaluation. 

These costs are estimated at $ 2.0 million for the purpose of this business case (see section 5.1). This 
is a holding figure and needs to be reviewed and validated by the Ministry of Health. It is expected the 
size of the pilot will not substantially change the scale of the transaction costs. 

4.2.3 Performance payments: determining the size of the pilot 

The performance payments are the largest component of the pilot costs. The size of the cost for 
Government is uncertain because the size of the pilot will be determined during procurement and the 
payments are conditional on the performance of the consortium.  

The size of the pilot will be driven by: 

■ The selected social outcome:  

– the social value Government recognises for the outcome. 
– the cost of services. 

■ The size of New Zealand’s social finance market. 

■ The size of Cohort service providers are able to work with. 

■ The size of Cohort needed to see statistically significant results. 

■ The length of the pilot. 

■ The funding available within Government to pay for the social value that is created. 

■ The objectives of the first Social Bonds pilot e.g. a simple, low risk trial. 

Market feedback is that a pilot with capital requirements of $5 million to $10 million would be possible. 
This is consistent with overseas pilots which have all required around NZ$10m from investors. On the 
Government side this cost translates into a bracket of costs Government may pay out as performance 
payments. The lower end is driven the level of Government guarantee (zero if no guarantee is used) 
and on the upper end is driven by investors’ expected returns (or a cap on returns if used). The 
concepts of a Government guarantee and a cap on investor returns are discussed in section 8.2. 

If it is assumed that $10m of capital is raised for the pilot, then the cost to Government (i.e. 
performance payments) would be between $5 million and $20 million. Under this scenario it has been 
assumed that Government would provide a 50 percent guarantee and investors would expect a 
maximum return on capital of 15 percent where they meet all performance targets. These performance 
and payment scenarios are explored further in section 4.3 below. 

4.3 Economic illustration of performance payments 
The purpose of this illustration is to: 

■ Test if there is a mutually beneficial position where the economics of a Social Bond may work for 
both the Government and the consortium. 

■ Demonstrate the analysis and information that will be required when developing the Social Bonds 
pilot.  
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The analysis is provided for illustrative purposes to help inform decisions on the economic value of 
using a Social Bond for treating the harmful use of drugs and alcohol. It is intended to assist 
consideration of the total Government funding, not the commercial payment mechanism that may be 
used (see 8.2 for payment mechanism principles). In practise Government may consider a more 
complex payment structure than that presented below; for example creating tiers of returns to 
incentivise performance above the baseline level.   

The analysis highlights the work that will be needed when developing a specific Social Bonds pilot 
during procurement. When the preferred bidder is selected, the economic value analysis will need to 
be run for the specific outcomes the pilot intends to target, the forecast performance and the expected 
capital that will need to be raised. 

4.3.1 Approach to assessment of performance payments 

The economics of a Social Bond need to work for both the Government and the consortium. The key 
variables considered by both parties are the payment per success and the success rate that is achieved 
against the status quo. Additionally,  

■ Government is concerned with the social benefit that has been created to justify the payment
(cost); and

■ the consortium is concerned with the cost of services to assess if payment provides an appropriate
return.

These variables have been used as the foundation for the assessment of Social Bond performance 
payments. 

The harmful use of drugs and alcohol has been used as the case study. Appendix 3 explores the level 
of research available in this area and some of the considerations that would be needed when 
developing a pilot. While the area of drugs and alcohol appears to have more quantifiable research than 
some social areas, robust information has not been available for this business case. To allow a 
quantified illustration it has been necessary to use assumptions with heavy caveats and to test multiple 
scenarios. 

When developing the pilot it will be important to have the following information to allow robust analysis 
for the price setting framework: 

■ Social value to inform the payment per success. Government will settle on an acceptable rate of
social return by referring to international research, forming a view on the social costs in the specific
pilot area and assessing the affordability and commercial requirements for the pilot. Higher social
value estimates will recognise more intangible costs and smaller estimates will have a greater focus
on the direct cost savings for Government.

■ Baseline performance. Government will establish a baseline level of performance10

■ Bounds of performance improvement. Government will work jointly with the selected consortium
to develop realistic, stretching targets above the baseline performance level. Government will rely
on research and the views of providers and clinical experts to inform the appropriate number and
scale of performance bands. It will be necessary to check that bands are set at a wide enough level
to be confident there is a statistical difference in performance.

 by reviewing
past New Zealand performance information (where available), seeking views from providers / clinical
experts and referring to international research. A Government position will need to be formed;
however it is likely the consortia will seek to negotiate the level of baseline performance based on
the evidence available to support it.

10 Baseline performance refers to the counterfactual if a Social Bonds project was not in place. 
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■ Range of upper and lower social value. Government will use New Zealand and international
research to decide the level of benefit it is willing to acknowledge. This is needed to provide
assurance that the cost of payments is lower than the benefits to New Zealand.

■ Expected return on investment by the consortium. Consortia will be asked to bid-back their
expected rate of return to provide competitive pressure. Government may seek to cap investors’
returns and could look to overseas examples to do this (for example New South Wales has capped
returns at 15%).

■ Cost of services. The consortium will be assessing the proposed performance payments against
their own expected costs. Government may wish to form its own view of the costs of services to
assess the level of payment the consortium will be content with.

Methodology for illustration 

A hypothetical pilot of 100 people requiring treatment has been used. 50 people start treatment in year 
1 and 50 people start treatment in year 2. It is assumed treatment is provided over a period of three 
years and monitoring continues for a further year to see if results are sustainable. This means each 
person has four years of participation and the pilot as a whole lasts for five years. 

A basic payment structure has been constructed whereby a fixed payment is made for each person 
who is deemed to be “sustainably recovered”. The payment is spread over years 2, 3, 4 and 5 with 
20% paid in each of the early years and 40% in year 5.  

Multiple scenarios are run for two key variables: 

■ Performance of the consortium (the percentage “sustainably recovered”)

■ Payment made by Government for each success ($ for each person “sustainably recovered”)

The payments that would be made over the five years are modelled under the different scenarios and 
then compared back to: 

■ The costs for the consortium to get a positive net present value for the consortium

■ The social benefits assumed from the outcomes to get a positive net present value for the
Government

An attempt has been made to research the social value, costs and performance of services for drugs 
and alcohol (see Appendix 3). The limited information has meant that it has been necessary to rely on a 
series of assumptions. The key assumptions are: 

Assumptions Source Limitation 

Size of Cohort 100 harmful users 
Calculation from 
capital invested and 
cost of services 

Investment by consortium $100,000 per person 

Rough estimate of 
average cost to 
provide package of 
services across the 
Cohort. Experts said a 
residential treatment 
could cost $100,000 

This is a holding 
figure to allow the 
analysis and should 
not be relied on. 

Total investment by consortium $10 million Market feedback 

Base success rate (status quo) 28% of Cohort UK proportion of This figure may not 
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achieving sustainable 
outcomes 

people who complete 
treatment11

be accurate for NZ. 
No NZ figure was 
available. It also is 
an output measure 
and does not say if 
the people 
recovered over the 
long term. 

 

Value of each failure $0 (1:0) n/a 

Social benefit for NZ lower limit $400,000 (1:4) 

The return on 
investment to the 
justice system seen in 
the US from drug and 
alcohol treatment12

This figure is 
estimated off US 
service costs and 
benefits. It may not 
be accurate for NZ.  

Social benefit for NZ upper limit $1,200,000 (1:12) 

The return on 
investment to wider 
government and the 
community seen in 
the US from drug and 
alcohol treatment13

This figure is 
estimated off US 
service costs and 
benefits. It may not 
be accurate for NZ  

Discount rate for consortium 15% 
NSW cap on returns 
in social benefit bond 
pilot 

NZ investors may 
value the risks 
differently to NSW 
investors. 

Discount rate for Government 8% Treasury guidance 

Inflation 2.5% Assumed annual 
inflation 

A government discount rate of 8% has been used in accordance with current Treasury guidance. When 
developing the analysis for the actual pilot social issue it is recommended that the Purchasing Agency 
considers a range of discount rates, taking into account the long term nature of social outcomes. 

Outputs and conclusions 

The scenario testing shows that, given the hypothetical pilot used, the lower the payment per success 
the higher the performance improvement the consortium would need to achieve for the Social Bond to 
be feasible. This is the expected result because the costs of services are fixed so the consortium 
needs to receive a greater number of success payments if the payment per success is lower. 

The testing also shows that as the NPV for Government increases the payment per success 
decreases. This is because the benefit to New Zealand per success is fixed but the cost per success 
decreases.  

11 Drug Treatment and Recovery in 2010-11, NHS, October 2011 
12 Principles of Drug Addiction Treatment: A Research-Based Guide (Third Edition), National Institute on Drug Abuse, 2012 
13 Principles of Drug Addiction Treatment: A Research-Based Guide (Third Edition), National Institute on Drug Abuse, 2012 
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Under the assumptions of this illustration, a performance payment of between $313,000 and $385,000 
is feasible. This allows both the consortium and Government have a positive NPV. The consortium 
would need to deliver performance of between 30% and 35% against baseline performance of 28%.  

When developing the pilot, it will be important to assess the required performance against what sector 
experts deem to be possible. That is, the scale of risk the consortium is taking on and whether the 
expected return (reflected in the discount rate) is appropriate.  

It will also be important to consider the level of social value the Purchasing Agency is willing to pay to 
the Contracting Entity. The Social Bonds concept requires a focus on value rather than cost of services, 
however the risk of rent-seeking behaviours needs to be mitigated. That is, the Purchasing Agency 
needs to assess the value of the risks transferred to the Contracting Entity to assess value for money 
rather than be willing to make any payment that delivers a positive NPV for Government. In the 
illustration above it is assumed that the social value is between $400,000 and $1,200,000 per 
“recovered” person, where $400,000 is tangible benefits for Government agencies. The payment 
calculated is under $385,000.  

Comparison against the status quo 

While it has not been possible to access information on the status quo costs and benefits of providing 
drug and alcohol treatment, it is worthwhile considering the illustration above in terms of an input-
based contract. 

■ Payment per success: $100,000

■ Payment per failure: $100,000

■ Total payment: $10 million (assuming paid year 1)

■ Social benefits: $12.5 million (assuming 28% success)

This demonstrates that under the assumed scenario it would be lower cost to pay on an input basis. If 
lower baseline performance scenario were assumed then this there is a point where it becomes lower 
cost to pay on an outcome basis because the “failures” which deliver no social benefit are not paid for. 

If it is assumed that a Social Bond project would deliver no improvement in performance than the 
status quo, then the illustration shows that the positive NPV will likely be higher under input based 
contracting. However, if a Social Bond project is successful in delivering improved outcomes, then it is 
possible to set the price per success in such a way that the positive NPV is greater under the Social 
Bond project than an input-based scenario. 

In practise, the social benefits delivered under an input based contract are not currently measured.  The 
pilot is needed to measure the social outcomes from the pilot against the status quo (control group) 
and compare the value from a Social Bonds approach with the value from an input based approach. 

The following table sets out the different activities expected between the status quo and a Social 
Bonds pilot. 

Payment per success 
($000) 

325 350 375 400 

Target success for 
consortium 

34% 32% 30% 28% 

NPV consortium  ($) 71,000 169,000 201,000 169,000 

NPV Government ($) 1,677,000 921,000 247,000 (344,000) 
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Activity Status quo Social Bonds pilot 

Purchasing Agency Contracting Entity Purchasing Agency Contracting Entity 

Procurement 

■ Simple process to
procure specific
services with
existing
standardised
documents.

■ Ministry service
specification used

■ Open tender
process across a
social outcome area
(more variation in
bids).

■ Joint development
phase involving
development of a
measuremetn
framework and link
to payment
mechanims
(requires robust
research and data
on the social
outcome being
targeted)

■ Market building
required.

■ Develops
partnerships with
other parties to
form a consortium

■ Find investors

■ Develops
intervention logic

■ Develops service
design
(expectation of
new innovation)

Measurement and 
contract 
management 

■ Reviewing
information
provided by
Contracting Entity.

■ Reporting on
financial
management and
delivery against
service
specification.

■ Assessing
performance against 
outcomes against a
control group or
baseline level of
performance.

■ Collecting
information on
effectiveness of
services
(performance
against outcomes)
to make case for
payment.

Risk allocation 
(see Appendix 7 for 
further detail) 

■ Accountable for
outcome delivery

■ Accountable for
delivery against
service
specification

■ Accountable for
long term social
outcomes

■ Accountable for
outcome delivery
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5 Financial analysis 

5.1 Structure of the costs 
There remains considerable uncertainty with the costs due to: 

■ The degree to which the pilot will be developed during procurement. The final form of pilot will
impact both the cost and the accounting treatment.

■ The contingent nature of Government payments (based on performance against outcomes).

■ The lack of cost information available at this time for the fixed components (e.g. Ministry overheads
and advisors).

It is expected that the cost of the first Social Bonds pilot will be higher than future projects because 
more work is needed to develop the documentation and build both market and Government expertise 
in commercially robust outcome measurement and intervention logic. 

The cost components for the pilot are: 

A. Transactional costs: Fixed costs which will be incurred to develop, procure and manage the pilot 
e.g. Government project team and advisors. 

B. Potential performance-based payments: Uncertain costs dependent on the nature and size of 
the pilot developed during procurement and the performance of the selected consortium e.g. 
performance payments made on proven delivery of outcomes.  

The transactional costs (‘A’ above) will mostly be incurred during procurement and should be able to be 
estimated before Cabinet approval is sought. An illustration of these costs is provided in Figure 29 
below. The resources required form Government to develop and implement a Social Bonds pilot should 
not be underestimated. The RANDS assessment of the Peterborough pilot in the UK commented that 
“[the] Ministry of Justice has invested a great deal in getting this [social impact bond] up and running. 
As noted previously, considerable analytical work was required in defining the outcome measures; 
significant cost analysis supported negotiations over the value of outcome payments (and this work 
has continued); and the Ministry of Justice Procurement department drafted complex contracts within 

Section purpose 

This section takes the direct costs to Government from the economic analysis to assess the financial 
impact and the budget allocations that will be required over the life of the pilot. This financial analysis: 

1. Explains the structure of the costs for the Social Bonds pilot.
2. Illustrates costs for the pilot (these are currently being reviewed by the Ministry).
3. Describes the potential accounting treatment of the different cost components.

Key conclusions 

■ The transactional costs for the Ministry are estimated at $2.0m, around half of which is the cost of
existing Ministry staff. This is a high level estimate and is currently being reviewed by the
Ministry.

■ There is considerable uncertainty over the performance payment cost for the Ministry. It is
recommended that the Project Director be allocated an envelope of funding to negotiate within.
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a short time period.”14

The performance-based costs (‘B’ above) are the payments to the consortium over the operational 
period of the pilot. It is recommended that in-principle agreement be sought for a funding envelope for 
these costs to allow the Project Director to engage with the market and procure the pilot. The Social 
Bonds pilot is unlike most other Government procurements. The Government is not approaching the 
market with a detailed pilot specification it wishes to purchase, but instead will be jointly developing 
the pilot during procurement. This brings uncertainty into the total costs for Government. See section 

 The transactional costs may be higher than the estimates presented in Figure 7 
if less work can be delivered from within Government agencies and there are regulatory or commercial 
hurdles that require resources. For example, some parties have indicated they would look for 
Government to support their bidding and development costs. 

5.2 below for a discussion on the accounting treatment of Social Bonds contracts. 

A funding envelope for the performance-based cost should take into account the following factors: 

■ The nature of the pilot to test a concept rather than create large social change.

■ Feedback from the market that a pilot which raises capital of approximately $5-$15m would be
suitable to provide sufficient services and recognise the small size of the New Zealand social
finance market.

The figures presented below in Figure 7 are placeholders to provide an indication of the cost areas that 
will need to be considered by the Ministry. These figures are high level estimates only.  

14 Lessons learned from the planning and early implementation of the Social Impact Bond at HMP Peterborough. RANDS, 2011 
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Figure 7: Financial costs to Government 

5.2 Accounting treatment and fiscal implications of contingent 
contracts 

There are a number of aspects of the final contracting which will drive the accounting treatment and 
therefore the final fiscal implications of the project. The points below raise areas that Government will 
need to be aware of when assessing the potential fiscal implications of the Social Bonds pilot. A formal 
accounting opinion should be sought for the pilot to determine the appropriate accounting treatment. 

■ At the time the contract is signed the Purchasing Agency will need to consider whether it should
make a disclosure in its account. An expense may not be required at this point.

■ Any guaranteed and certain payments from the Purchasing Agency will be recognised as an
expense when the Purchasing Agency becomes obligated to pay e.g. any payments from the
Purchasing Agency to the Contracting Entity not contingent on performance.

■ Obligations arising where there is uncertain timing or uncertainty over the amount (e.g. payments
contingent on performance) will require a provision to reflect the likely obligation to pay. This will
occur at the point the costs become reliably measurable and probable. It is likely the provision will
be low in early periods, and will build up as more measurement points are reached and there
becomes more certainty over the likely future performance. The provision will be recognised as a
liability on the Purchasing Agency’s balance sheet. An expense will be recognised as the provision
is recognised, and the provision will decrease when payments are made.

- The exception is if the transaction is deemed to be an executory contract; that is, one in which
neither party has performed any of its obligations or both parties have performed their 
obligations to an equal extent. Executory contracts generally do not get recognised in the 
financial statements, to the extent that the rights and obligations have equal value, or the rights 
have a value greater than the obligation.  

Financial costs to Government

Cost area FTE Months
Unit cost 
($000)

Unit 
cost/month 

($000)

Estimated 
cost      

($000)
Procurement period
Project Director 1.0 18 133 11 200
Business Analyst 1.0 18 67 5.6 100
Other Project Team members (Ministry) 1.0 18 150 12.5 225
Advisory Board (Ministry and other Govt agencies) 0.1 18 300 25 45
Commercial, financial, measurement advisors 500
Legal advisors 200
Other advisors e.g. Probity, subject matter measurement 80
Investor advisory panel 0
Support to bidders in intervention logic / service design 50
Operational period (assumes five years)
Future contract manager (Ministry) 0.5 60 150 12.5 375
Measurement validation 100
Pilot evaluation 150
Total transactional costs 2,025
Transactional costs to be met by existing Govt staffing 945
Transactional costs requiring funding to be allocated 1,080

Potential performance-based payments: lower 5,000
Potential performance-based payments: upper 15,000
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■ If Government is deemed to have control over the Contracting Entity then it is likely the assets and
liabilities of the Contracting Entity will need to be consolidated into the Government’s accounts.
This would have a Crown debt impact equal to the size of the finance raised (assuming the activities
of the Contracting Entity limited to the Social Bonds pilot). When developing the commercial
principles for Social Bonds, it has not been anticipated that Government would have a role in or
control over the Contracting Entity; however bidding consortia may propose solutions which change
the Government role and therefore Government needs to be aware of the implications.
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6 Measurement framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

6.1 Introduction 
The core principles of measurement, subject to Cabinet approval of the pilot, should form part of the 
EoI and RfP documentation.  Detailed performance measurement will be confirmed during the joint 
development stage with the preferred consortium. The diagram below summarises the procurement 
process and indicates the staged development of the measurement framework.  

The key to Social Bonds is the payment for the social outcomes delivered. The contract comprises two 
critical elements. The first element is the measurement of the outcomes delivered that triggers the 
payments by the Purchasing Agency to the Contracting Entity. The second element is the price, or 
tariff paid to investors in return for improving these outcomes. Together, these two elements make up 
the payment mechanism. Considerations of price and tariff are discussed in the Economic analysis 
(section 4) and Commercial analysis (section 6.6.1).  

 

 

 

Section purpose 

This section is to outline the performance measurement framework for the piloting of Social Bonds in 
New Zealand. It sets out the philosophy and principles for the outcome measurement and identifies 
illustrative outcome measures that could form this critical component of the payment mechanism. 
These measures are illustrative at this stage because the social issue for the pilot needs to be 
confirmed by the Ministry and furthermore, identifying specific outcome measures upon which to 
base payments will need to await the identification of the preferred bidder. For example, a focus on 
alcohol will require different measures to a focus upon, say methamphetamine.  This section 
includes: 

■ An introduction to the approach of the measurement framework. 

■ A general overview of the role of performance measurement. 

■ A summary of the main impacts of substance misuse on individuals, families and society. 

■ The linkages between the treatment journey and delivering outcomes. 

■ A proposed measurement framework. 

■ The applicability of the measurement framework to New Zealand. 

 
Key conclusions 

■ A robust measurement framework will be key to the success of the Social Bonds pilot. This relies 
on a credible research into the particular social issue and solid data sets to track performance. 

■ The measurement framework will draw its indicators from the social impacts (taken from the 
economic analysis) and link directly into the payment mechanism to (commercial analysis). 

■ For reducing harm from drugs and alcohol there is sufficient research form the United Kingdom to 
develop a measurement framework with outcome measures and leading indicators. 
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Figure 8 Development of measurement framework 

Source: KPMG 

In developing the measurement framework outlined below, international literature has been reviewed 
to identify good practice and lessons learnt. In particular, the measurement framework has drawn 
extensively upon the report by Social Finance - a United Kingdom (UK) organisation with experience in 
social impact bonds15

The Social Finance report has been reviewed by three individuals experienced in the field of substance 
misuse and rehabilitation in order to validate its relevance and use as a basis for designing the 
measurement framework for this New Zealand pilot.  Reviewers were: 

. Social Finance launched the first social impact bond with the Peterborough 
reoffending pilot in the UK in 2010. It should be noted that Social Finance has a mandate to grow the 
social investment market in the UK and has a strong interest in social impact bonds being used more 
widely. In this business case Social Finance’s work has been used only to inform the analysis related to 
reducing harm from drugs and alcohol.   

(This part of the document has been redacted.)

6.2 General overview of the role of measurement 
The purpose of measures is to define success. In principle, the role of measurement is straightforward 
as illustrated below. To measure any change effectively requires four main steps. First, it is necessary 
to understand the starting point or current position; this is the baseline. Second, the desired future 

15 Social Impact Bonds enabling long term recovery from addiction October 2012 
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position must be defined. Third, the provider needs to determine their intervention strategy for an 
appropriate target population or Cohort. Fourth, the effect on this Cohort must be measured and 
monitored. Depending upon the situation, a control group may be used in order to identify the value 
added through interventions.  

 Figure 9: Overview of role of measurement 

Source: KPMG 

The purpose of the pilot is to use innovative approaches, where applicable, to deliver sustained 
recovery from addiction and provide better value for money compared to current approaches.  

The measurement framework needs to create the right incentives for service providers so that they are 
able to apply innovative approaches as they consider most effective. It also needs to incentivise a 
focus upon the longer term and so deliver sustained change and recovery, not just completing 
treatment. Fundamentally, it needs to align the financial incentives with the outcomes that matter. 

6.2.1 Key principles and success criteria 

The measurement framework will be effective if it: 

■ Imposes minimum burden, where possible collecting data already collected routinely.

■ Adopts measures where the evidence is strongest and is supported by robust, respected research.

■ Is bought into by all parties: providers, investors and Government.

■ Is simple, but not simplistic. It needs to be fit for purpose, transparent and understandable to all key
stakeholders.

■ Minimises the opportunity for ‘game playing’. For example, the provider selecting the easiest cases
- cherry picking.

■ Reflects the impacts of the social issue on both the individual and the Cohort and, as appropriate,
the community.

■ Employs and distinguishes between measures used to drive payment and additional measures that
are appropriate to indicate progress but are not suitable to link to payments.

YearsValue Value Value
Value

Value
Value 
delivered

KPIs KPIs KPIs KPIs KPIs

Leading indicators (Track enablers) Outcome 
indicators

Final paymentPayment schedule

2. FUTURE POSITION

Where has the target 
population got to?

1. CURRENT POSITION

Where are we starting 
from? (Baseline)

How do we get there?

3. PROVIDER INTERVENTION 
STRATEGY

Where has the 
control group 
population got to? 
Or what was the 
expected baseline 
performance

Value

 How are we doing?
 How are we likely to 

be doing in future?

4. MEASUREMENT FRAMEWORK

Interim payments
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6.3 The impact of substance misuse on the individual, family and 
society 

Figure 10 summarises the main impacts of harmful use of drug and alcohol. These flow out of the 
Economic analysis (section 4 and Appendix 3) and have been expanded on for measurement purposes. 
Where available, evidence to quantify these impacts is included. Taken together the extensive range of 
impacts and their severity indicate the critical nature of this social issue and its broad and severe 
impact on the individual, on families and on society as a whole.   

From a measurement perspective, if robust data was easily available and measurement was free, it 
would be logical to measure all the main impacts on individuals, families and society. However, 
measurement is not free and the availability and robustness of data varies widely. In addition 
confidentiality issues are important and need to be taken into account. The measurement framework 
described below is based on the main causal relationships illustrated here, but aims to be a pragmatic 
and workable scheme. From the review to date, it would appear that robust data is more readily 
available in the UK compared to New Zealand. As a result the following diagram predominantly reports 
UK information.
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Figure 10: Impact of reducing the harm from drugs and alcohol16

 
 

 

 
 
16 All UK data from Social Impact Bonds: Enabling long term recovery from addiction, 2012, Social Finance. New Zealand data is from Drug and Alcohol 
Strategy 2009-2014, Department of Corrections; Ministerial Committee on Drug Policy, 2007, National Drug Policy 2007–2012, Ministry of Health; Slipping 
Through the Cracks: A Study of Homelessness in Wellington, 2005, Al-Nasrallah B et al. 
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6.4 The Treatment Journey and delivering outcomes 
The treatment journey for harmful drug and alcohol use has two interlinked components, substance 
consumption and life progress. Generally, as substance consumption declines and is followed by 
abstinence, life progress increases and outcomes are delivered. The individual, their family and the 
community are able to begin to ‘get their lives back on track’. This is illustrated below in Figure 11. 
This illustration is however a simplification. For example addiction switching is common with clients 
perhaps cutting down on alcohol but smoking more cannabis; or becoming a problem gambler. 

Figure 11: Treatment journey – Getting life back on track 

Source: KPMG 

6.5 Proposed measurement framework 
For Social Bonds, the measurement used in contracting is intentionally hands off. Measures are 
required in the contract to identify the sustained outcomes delivered and to track progress towards 
these outcomes. Detailed monitoring of the services is not required by Government. However, the 
consortium will need to establish this detailed measurement so that they can run their programme 
effectively. Their intervention strategy will need to link what they do (their inputs), to the outputs and 
through to the outcomes. They will then need to measure these flows effectively. All parties, 
Government and the consortium, will need to have confidence that the measurement is evidence 
based and fit for purpose. Measurement particularly needs to not restrict innovation in the mix of 
inputs.  The main responsibilities and the focus of the measurement framework described here are 
illustrated in Figure 12. 
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Figure 12: Social Bonds measurement framework – Who is responsible for what? 

Source: KPMG 

6.5.1 Defining the outcome 

A critical first step is to define the goal. For a drug and alcohol Social Bonds pilot, the goal is to deliver 
sustained recovery:  

■ “Recovery” is defined in different ways, but a common feature is that it is many faceted and
includes more than abstinence. White (2009) defines recovery as including three things: sobriety,
improved global health and citizenship17

■ “Sustained” must be clearly defined since addiction is by nature both chronic and relapsing.
“Getting life back on track” implies a journey. A period of 24 months from the start of the SB
interventions is recommended as an appropriate time scale

. Sobriety is abstinence from drugs and alcohol. Global
Health covers physical, emotional health and relational health as well as ontological – that is
having a meaning and purpose to life. Citizenship covers the positive participation in and
contribution to communal life. The Ministry, in its ‘Rising to the challenge – the mental health and
addiction service development plan 2012-2017’, defines recovery as, ‘The process of change
through which people improve their health and wellness, live a self-directed life and strive to reach
their full potential’.

18

6.5.2 Summary of measures 

. 

The measurement framework needs to find a simple and effective way to measure recovery reliably. 
As shown in the above definition of the outcome, recovery is complex and many faceted. A suite of 
metrics are required to measure this outcome, to measure progress made towards it, and to 
incentivise the journey. Drawing on overseas experience1, while incorporating aspects of the New 
Zealand context it is proposed that five measures are used to track treatment progress but also life 
progress and to link to payments to the Contracting Entity. These are: 

17 White, W. (2009). Peer-based addiction recovery support: History, theory, practice and scientific evaluation. Chicago, IL: 
Great Lakes Addiction Technology Transfer Centre and Philadelphia Department of Behavioural Health and Mental Retardation 
Service, p.16 
18 Social Finance (2012) Social Impact Bonds. Enabling long term recovery from addition. Current funding for drug treatment 
services, rewards short termism. This has profound social consequences. 
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1 Reduced consumption of drugs / alcohol. 

2 Reduced criminal or antisocial behaviour. 

3 Involvement in education and or employment. 

4 Re-engagement in normal domestic life. For example access to kids, stable housing. 

5 Abstinence from drugs / alcohol (and from other substitute addiction behaviours). 

In addition to these measures that might be linked to payments, additional measures, or Key 
Performance Indicators (KPIs) which can be more difficult to link to payment, should be used to 
monitor progress on the path to recover. This might include, for example, measures of improved 
health and wellbeing. It may be feasible to link payments to this outcome. However, further work will 
be required once the preferred bidder has been selected to decide which measure can and should be 
linked to payments, and which should not. 

The logic behind this suite of measures is that measurement must cover the reduction in 
consumption followed by a suitable period of abstinence. If the goal is sustained recovery, resilience 
is increased as life gets back on track through better housing, employment, greater family 
connectedness, the end to criminal behaviour and more appropriate use of health services such as 
GPs.  

Figure 13: Proposed measurement (Metrics that may be linked to payments) 
 
Note: Additional work is required during procurement to determine whether linkage to payment is appropriate or the metric is 
best retained as a KPI. 
 

Outcomes  Metric  
Timing and data 
source 

Baseline 

1. Reduced use of 
drugs / alcohol. 

1a. Reduction in consumption 
from the baseline through 
to abstinence.  

Biological test and 
self-report at start of 
treatment and at 3, 6, 
12,18 and 24 months. 

Compared to the 
individual’s frequency 
of drug use taken at 
start of treatment. 

2.  Reduced criminal 
behaviour. 

2a. Police contacts  
2b. Reduction in number of 

times members of Cohort 
were convicted of a 
crime.  
 

Measured for two 
years from the start 
of treatment. 

Police and Justice 
database for Cohort. 

3. Involvement in 
education/ 
employment. 

3a. Number of Cohort in 
employment, or achieving 
readiness for 
employment (e.g. 
sustained voluntary or 
part-time work). 

Measured for two 
years from start of 
treatment. 

Measured against an 
individual’s personal 
performance. 

4.  Re-engagement in 
normal domestic 
life: 

-  Stable housing 
-  Access to own 
   children. 

 

4a. Improved housing status: 
Percentage of Cohort 
with steady residential 
address in past six 
months. 

4b. Change in percentage of 
Cohort permitted some 
access to children. 

Measured for two 
years from the start 
of treatment. 

Further work will be 
required to determine 
how the baseline will 
be defined in New 
Zealand. 

5. Abstinence from 
drugs / alcohol and 
addictive 
behaviours. 

5a. Percentage of Cohort 
abstinent from primary 
substance dependency. 

Measured for two 
years from the start 
of treatment. 

Compared to historical 
baseline for a group 
with similar 
usage/treatment 
history. 
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Figure 14: Key performance indicators (Metrics that may not be linked to payment) 
 
Note: Additional work is required during procurement to determine whether linkage to payment is appropriate or the metric is 
best retained as a KPI. 
 

Outcomes  Metric  Timing Baseline 

6. Improved health 
and wellbeing 
(individual and 
family). 

5a. Improvements in 
general and mental 
health for the individual. 

5b. Improvements in family 
      relationships 

Self report 
questionnaire 
covering injecting 
behaviour, general 
and mental health 
and social well being 
– eg existence of 
support structures. 

Measured against an 
individual’s personal 
performance. 

 

6.6 Applicability of the measurement framework to New Zealand 
and next steps 

As noted earlier, the main source used to design this measurement framework is the report by Social 
Finance, ‘Social Impact Bonds enabling long term recovery from addiction’. However, Social Finance 
is a UK organisation that has developed a measurement framework primarily for use in the UK. The 
selected measures take account of the quality of research in the UK and the availability of robust data 
in the UK.    

The proposed measurement framework needs to be tailored to fit New Zealand and the specific New 
Zealand pilot. Some adjustments have been proposed at this stage. However for the next iteration of 
the measurement framework, once the preferred bidder has been selected, it will be important to 
assess the suitability of the proposed measurement for New Zealand given the availability of national 
/ regional robust data. The table below sets out the types of information that will be required in order 
to determine the measure suitability and to tailor the proposed measurement model for New 
Zealand. 

Figure 15: Tailoring metrics to match New Zealand data availability 
 

Potential metrics Potential data collection Potential baseline data required 
1a. Reduction in consumption 

from the baseline through to 
abstinence 

2a. Percentage of Cohort 
abstinent from primary 
substance dependency. 

■ Self reporting. 

■ Biological testing. 

■ Percentage of Cohort misusing alcohol. 

■ Percentage of Cohort dependent on 
drugs. 

■ Percentage of Cohort discharged from 
treatment substance free. 

■ Percentage of Cohort. 
3a. Reduction in number of times 

members of Cohort were 
convicted of a crime. 

■ Access to data from the 
Ministry of Justice database 
and Police. 

■ Percentage of offenders linking offending 
to alcohol / drugs. 

■ Percentage of alcohol / drug users likely 
to commit a crime. 

4a. Number of Cohort in 
employment, or achieving 
readiness for employment 
(e.g. sustained voluntary or 
part-time work). 

■ Education - self reporting with 
verification from independent 
sources. 

■ Readiness for employment – 
self reporting with verification 
from independent sources. 

■ Employment – access to 
MSD, Inland Revenue data. 

■ Percentage of alcohol / drug users 
claiming employment benefits. 

■ Likelihood of alcohol / drugs misuse those 
not in employment or education. 
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6.6.1 Data availability and sharing of personal information 

As indicated in the preceding section, the measurement framework will require detailed and robust 
information on both individuals and the cohort of people who are receiving services. This information 
needs to be regularly collected and collated in order to provide effective monitoring. The monitoring is 
required by both providers and investors and, at the outcome level, for Government, particularly so 
for a pilot programme. While the section above refers to the challenge of obtaining this detailed 
information, a second and important challenge is the ethical and legal barriers that prevent or restrict 
the sharing of personal information. With a pilot on drugs and alcohol, the information will not only be 
personal but will also concern individual’s health. Greater protections exist under the Health 
Information Privacy Code, 1994 to manage and control the flow of such information. This factor does 
not prevent a Social Bond pilot in drugs and alcohol but it will increase the complexity and this issue 
will need to be explicitly addressed.  

It is recommended that a two stage process is used to mitigate information sharing risk. The first 
stage is to gain ethics approval based on ethical principles specific to the outcome for the pilot. Once 
approved, the second stage is to agree formal data access protocols with agencies that collect data. 
Both stages should be completed before commencing data collection.     
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7 Commercial structure and proposed 
procurement process 

 

7.1 Overview of the commercial structure 

7.1.1 Market considerations 

The commercial aspects of the project take into account the key issues identified during the market 
consultation exercise undertaken.  The responses provided during consultation reflected the 
viewpoints from the different organisations, and types of organisations, in the Social Bonds market.  
The key issues identified have been incorporated into this case. 

7.1.2 Proposed Contracting Structures 

To deliver the Social Bonds concept a contract will be established between the Purchasing Agency 
and Contracting Entity.  This section describes the roles that entities will take in delivering the Social 
Bonds pilot. The number and types of entities that will meet the required roles will be established 

Section purpose 

This section is to set out the key roles and responsibilities of the entities involved in the pilot project, 
the key principles relating to procurement, delivery and structure of the project.  This includes: 

4. The type of entities and their roles for those involved in Social Bonds projects. 
5. The proposed contractual structure. 
6. The procurement process for selecting a contractual partner. 

Key conclusions 

■ An open two stage procurement process is recommended, allowing for innovation in outcomes.  
The process: 

– Will be adapted from the widely recognised EoI / RfP processes.   

– Will be a transparent procurement process that achieves the desired outcomes and enables 
identification of procurement principles that will be appropriate for future projects.   

– Will develop the capability and capacity of the market for Social Bonds.  The Purchasing 
Agency will enter into joint development with the preferred partner to ensure that the 
consortium is ‘investor ready.’ 

■ Following market feedback a contract length of three to seven years is recommended with capital 
investment of $5m to $15m. 

■ There will be two entities that enter into the pilot Contract:  

– The Purchasing Agency which has responsibility for procuring the Contracting Entity.   

– The Contracting Entity which has ultimate responsibility for delivery of the outcome.  The 
Contracting Entity will have subcontract with Social Investor(s) and Provider(s) to enable 
service delivery to achieve the outcome.     

– The Contracting Entity will have subcontracts with Social Investor(s) and Provider(s).  While the 
number of entities that form the consortia are not known, and will vary depending on the type 
and size of entities that submit bids, the roles are known.      
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through the procurement process as this will vary between bidding consortia, depending on their size 
and capability.   

The proposed contracting structure has been established for projects being established in the Social 
Bonds concept, so that it can be used for the pilot project and adapted for future Social Bonds 
projects.   

As an overview, the high level structure of the roles is illustrated below.  The roles of each party 
detailed further within section 7.1.3.   

Figure 16: Proposed contracting structure 
 

 

Source: KPMG 

7.1.3 The roles of parties involved in the project  
 

7.1.3.1 Purchasing Agency 

The Purchasing Agency will work with the potential market to: look to enhance market capacity and 
capability of delivery for the Social Bonds concept; to work in partnership through a joint development 
phase to establish the outcome and measures for achieving that outcome; and to ultimately to 
procure a Contracting Entity to deliver that outcome.   

The Purchasing Agency: 

■ Procures the required outcome from the Contracting Entity through an agreed procurement 
process established in section 7.2. 

■ Negotiates and enters into a contract with the Contracting Entity for delivery of the agreed 
outcome.  Through this process they will review all the subcontracts within the consortia 
structure, to ensure that there is transparency in the risk profile of the consortia, and make sure 
that the majority of risk is not being passed to the Service Providers. 

■ Receives and reviews the agreed reports prepared by the Contracting Entity to monitor progress 
of service delivery and progress towards achieving the outcome.  Verifies reports where required 
to approve payments and makes the associated payments (as detailed further in 8.2).     

■ Will take an active role in reviewing and monitoring the performance of the consortium.  
Assessing the way in which the consortium is working to achieving the social outcome, the way 

Contracting entity
(Arranger of finance and 

service delivery)

Social 
investor(s)

Provider(s)

Purchasing
Agency

Contracts for provision 
of an outcome

Finances service delivery 
to achieve outcome

Subcontracts 
provider(s) for 
delivery of the 

outcome

Makes payment as 
set out in the 

payment mechanism

Receives payment 
in return for 
providing the 

services working 
towards 

achievement of the 
social outcome. 

Receives payment 
proportional to the level 

of success in outcome 
achievement (as per the 

payment mechanism)
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in which the investment funds are being managed and risks are being transferred, managed and 
mitigated.  This is to evaluate the contracting concept and would be undertaken based on 
information provided by the Contracting Entity.  It is not anticipated that this would be required on 
future projects. 

7.1.3.2 The Contracting Entity 

The Contracting Entity will be the organisation that enters into the Contract with the Purchasing 
Agency and will be established through the procurement process.  It will receive all payments from 
the Purchasing Agency, subject to achieving the requirements set out in the Payment Mechanism, 
and will redistribute to other entities accordingly.  It will also receive the funding from the Social 
Investor, and redistribute it to the Service Provider(s) according to the subcontract arrangements.     

The type of organisation that forms the Contracting Entity is likely to differ between bidders based on 
the social outcome to be delivered, the consortium structure, the size, type and scale of the entities 
that make up that consortium.  It is anticipated that the Contracting Entity will be the take the roles of 
financial arranger and service arranger.  It may be that one organisation is in a position to provide both 
of these arranger services.  In the event that separate organisations are identified within the 
consortium as Finance Arranger and Service Arranger the Contracting Entity could be established 
through creation of a joint venture between those organisations, or with one organisation taking the 
lead contracting role and establishing a separate sub contractual arrangement with the other arranger.  

It may be that entities take on more than one role within the contracting structure, for example the 
entity that takes on the role of service arranger is also one of the providers; or one of the providers 
also invests equity investment into the project.   

The Contracting Entity will: 

■ Establish the contractual arrangements with each member of the consortium.  This will include
establishing the appropriate levels of risk transfer and reward transfer within the agreed total
funding available from the Purchasing Agency, and will include:

– Entering into separate subcontract arrangements with the provider(s) who will
deliver the services to achieve the required social outcome.

– Entering into a contract with the social investor who will provide finance for
delivery of the social outcome.

– Ensuring that all contracts entered into, relating to the Contract, are funded
within the total funding available from the Purchasing Agency.  This would
include payment for service provision, proportion of overheads relating to the
Contract, fees, returns and profits for each consortium member.

– Establishing subcontracts which cover all eventualities – in the event of failure to
achieve the social outcome, partial or full completion.

■ Have absolute overview of all aspects of the pilot project – through detailed understanding of the
Contract between itself and the Purchasing Agency, to detailed understanding of the contracts
that it will establish with every member of the consortium (including Social Investor(s) and
Provider(s)).

■ Receive monies/cash from the equity investor(s) and finance from the Social Investor used to pay
for (or as a supplement to cover the costs of) service delivery.  In addition, it will receive payment
from the Purchasing Agency (as per the Payment Mechanism) and distribute this between the
entities involved in the project based on the agreed risk transfer and reward mechanisms.

■ Act as a monitoring agency for the pilot project.  Ensuring that the service is being provided to
achieve the social outcomes, and when this happens all parties are rewarded as in their agreed
contracts.

■ Measure the progress of the provider(s) against milestones for achieving the social outcome and
collate such information into reports provided to the Purchasing Agency.
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■ Act as an interface between the investor(s) and provider(s).

The role of the Contracting Entity will be two fold, as Financial Arranger and Service Arranger. 

The Contracting Entity as Service Arranger: 

The Service Arranger could be an umbrella organisation or a lead provider who then brings other 
providers into the partnership.  In their role as Service Arranger, the Contracting Entity: 

■ Is the key contact for the Purchasing Agency on what the services are and how the services will
fit together to deliver the target outcome, and the key interface between Provider(s) and
Investor(s).

■ Assists provider(s) developing intervention logic (e.g. outcome framework for how inputs and
outputs will deliver outcomes) and in service design.

■ Works with the Purchasing Agency and Providers to develop suitable performance indicators used
to measure the outcome.  It will hold the performance data and manage any performance issues
should they arise.

■ Develops, with Provider(s), full costings across all the services.

■ Assists the Finance Arranger to perform due diligence over services and Providers.

The Contracting Entity as Finance Arranger 

In their role as Finance Arranger, the Contracting Entity will develop the financial structure to sit 
behind the Payment Mechanism, to draw down funds from investors and pay back funds and returns.  
It will: 

■ Work with the Purchasing Agency and Service Arranger to develop suitable Payment Mechanism.

■ Perform due diligence over services and providers to inform investors.

■ Raise finance from a variety of sources to fund the services.  Managing the pool of finance –
dispersing funding to service providers, collecting payment from government and returning funds
back to investors.

■ Manage the interface with investors e.g. ensure adequate information is provided to them.

The roles of both the Arrangers are closely aligned and it is therefore anticipated that they may be 
undertaken by one entity; however this will differ depending on the structure of the bidding consortia. 

It is envisaged that the Contracting Entity will have an active role in management of the investment 
and performance of the Providers, and that this will be undertaken through some form or investment 
bond.  The form of this could vary amongst bidders.  

From the Purchasing Agency’s perspective, this investment supervision function is a key component 
that allows it to step back from the direct financial oversight role that underpins current input-based 
contracting.   

Active investment management is expected to be a key driver of ongoing innovation in the service 
delivery approaches, as it is where the interests of financial return and service performance meet.  

7.1.3.3 Provider(s) 

The provider(s) role is primarily that of being responsible for delivery of the social outcome.  Where 
the provider is not part of the Contracting Entity, they will enter into a sub-contractual arrangement 
with the Contracting Entity.  This sub-contract will clearly identify the social outcome to be achieved, 
and payments to be made from the Contracting Entity to the provider(s) during the service delivery 
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period.  If there is more than one provider, each sub-contract will clearly identify the specific role that 
each provider has in achieving the social outcome.   

The provider(s) will receive payment throughout the delivery stage.  The amount of payment 
received, whether it covers all service delivery costs during the delivery period of not, will depend on 
the risk profile of the Contracting Entity.  If the provider is taking risk associated with achieving the 
social outcome, payment received during the delivery stage will be less than the cost of delivering 
the services required.   

During the procurement process the Purchasing Agency will review the contractual arrangements to 
ensure that the risk passed to the provider(s) is considered appropriate based on the services they 
are providing and the benefits that they will receive once the outcome has been achieved.  Given the 
risk profile of the provider market and the immaturity of the Social Bonds concept it is expected that 
the risk transferred to the provider(s) for the pilot project will be limited and/or clearly manageable.  

Throughout service delivery, the provider(s) will monitor and report on their progress towards delivery 
of the social outcome.  This will be undertaken at agreed timescales, whether interim milestones, 
regular reporting or reporting on the final outcomes. 

7.1.3.4 Social Investor(s) 

The social investor(s) will provide the funding required for successful delivery of the social outcome.  
This could be in the form of equity or debt investment, or a combination of both, depending on the 
finance solutions developed by bidders during procurement. It is unlikely to take the form of a 
traditional bond, despite the project name, although some financial arrangers are interested in a 
solution similar to a bond.  

For the Social Bonds concept, the investment will be used to fund the Provider(s), through the 
Contracting Entity, until the outcomes are measured and, if successful, the Purchasing Agency 
makes the outcome payment.  The investor(s) will therefore have a direct incentive to manage the 
provider(s) actively to achieve the social outcome.   

For the pilot project the level of risk transferred to the social investor(s) will be reduced from that 
described above.  The pilot is about demonstrating proof of concept, rather than the concept in its 
most pure form.  With the Purchasing Agency providing regular and interim milestone payments, the 
investment will be used to supplement these payments to make up for the shortfall between actual 
cost service delivery and revenue received from the Purchasing Agency.   

It is anticipated that the majority of risk will be with the social investor, and they will therefore receive 
the higher element of any upside benefit when the outcome is achieved.      

It is anticipated that the Social Investors will also contribute to the level of governance within the 
consortium structure.  This could take the form of providing governance within the Contracting Entity, 
or providing a separate layer of support to the consortium to ensure that the performance measures 
are being achieved. 

Market feedback has been that New Zealand’s social finance market is small, but there is appetite to 
grow. Philanthropic funders have been investigating new forms of giving, including social loans, and 
ways to link funds to social impact. Some commented that a Social Bonds pilot would provide useful 
lessons for their own activities as well as Government’s. Commercial investors are interested in 
opportunities with a positive social impact although are aware they may not have the expertise to run 
due diligence over the intervention logic and service design. A key concern across all potential 
investors is the level of risk Government intends to allocate with the Contracting Entity and the ability 
to manage the risk. Depending on the risk allocation, the market felt that it would be possible to raise 
$5 to $15 million of capital for a Social Bonds pilot. Government officials are continuing dialogue with 
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potential investors to help build confidence in the Social Bonds concept, ensure a pilot would provide 
useful lessons for all concerned and develop common expectations of the likely form of the pilot.   

Sources of finance provided by the Social Investor 

The size and scale of the pilot project; the respective size of the Social Investor(s) within the 
Preferred Bidder consortium; and the payment triggers established within the Payment Mechanism 
will impact the sources of funding required to deliver the project.   

Funding will be used to pay the Contracting Entity and Provider(s) for delivery of services used to 
achieve interim milestones/leading indicators and work towards delivery of the Social Outcome.  All 
funding will be payable to the Contracting Entity, which will then be redistributed accordingly.  The 
sources of funding will be established when the detail of the project is known, however could 
include: 

■ Funding off the balance sheet of the Social Investor(s). 

■ Equity investment from Investor(s). 

■ Provision of debt, in the form of subordinated, senior or bond finance.  

The funding and associated returns required by the investor(s) and additional returns required from 
other parties involved in the project will be paid through the payments made from the Purchasing 
Agency on successful achievement of interim milestones and/or leading indicators and the sustained 
delivery of the required Social Outcome.   

7.1.3.5 The role of the District Health Boards (DHBs) during the project 

It is recognised that the DHBs will be a key stakeholder in any pilot project and as such it would not 
be appropriate for the DHB to join any bidding consortia.  The DHBs will be actively engaged by the 
Purchasing Agency throughout the procurement process, providing clinical technical advice relating to 
the proposed pilot project, advising on the appropriateness of existing data.  Depending on the nature 
of the pilot project, the DHB may have a role during the delivery phase to facilitate service delivery. 

In the long term, the policy implications of DHBs’ involvement in Social Bonds will need to be 
considered. For example, whether a DHB could be the Purchasing Agency in future projects or 
whether it could be appropriate for a DHB to be an investor. 

The role of the DHB within this pilot, or any future social bonds project, will not detract from its 
responsibilities as set out in the NZ Public Health and Disability Act 2000. 

7.1.4 Potential barriers to Social Bonds 

The market sounding revealed areas that the market saw as barriers to the use of Social Bonds. 
Many of these are areas that Government has control over, but which have implications wider the 
Social Bonds and the social finance market. The points raised were: 

■ New anti-money laundering legislation will come into effect on 30 June 2013 and the philanthropic 
sector believes will make it more difficult for the social finance and social enterprise market to 
operate. The concern is the compliance costs if the Contracting Entity or consortium partners fall 
under the remit of the legislation; including the need to register with the Financial Intelligence 
Unit, produce annual reports, monitor transactions and run checks on each investor. The relevant 
parties could apply for an exemption from the legislation (which may take a few months) or could 
use an organisation which is already needing to comply with the legislation so the marginal 
compliance costs are low. 
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■ It may be difficult for the Contracting Entity to be a registered charity because they will not be 
able to make profit distributions. It may however be possible for finance to be repaid, along with 
interest, without breaching the requirements for a charity.    

■ Community Trusts can only make grants and investments in line with their Trust Deeds. The 
Deeds generally specify the types of social outcomes and the regions where grants funding can 
be made, and the commercial principles that need to be followed for investments. 

■ If there were to be a public issuing of a bond instrument, there may be Securities Act 
considerations. A publicly issued bond is considered unlikely for the pilot, given the scale of capital 
that would be sought ($5 to $15 million). 

7.2 Procurement of Social Bonds 
The purpose of the procurement process is to select organisation(s) with the capability of testing the 
Social Bonds concept.  The process will start with building knowledge and interest in the market, 
include developing the understanding of the market of the Social Bonds concept and how this will be 
developed into a pilot, and conclude with a pilot ready to be implemented i.e. the pilot will have: 

■ Full intervention logic and service design. 

■ A developed, non-government team to deliver the pilot, fully financed with clear roles and 
accountabilities.  The size and scale of this team would be dependent on the chosen Social 
Outcome for the pilot and may vary for any future Social Bonds projects.   

■ Agreed measurement processes, including interim and final milestones to assess the process of 
the pilot and the Social Bonds concept.  

■ Agreed payment structure, including risk allocation between all parties, timing and quantum of 
payments. 

■ A Government team prepared for ongoing governance and contract management. 

Social Bonds is a new concept and therefore a tailored procurement approach is required.    As the 
purpose of the pilot is to test the Social Bonds concept, rather than deliver a specific social outcome, 
this business case does not compare different procurement ‘models’. Rather it develops a 
procurement process suitable for a pilot and market building exercise. 

The procurement approach will take into account the level of market development required. There 
will be joint learning on both the Government and non-government sides and the Social Bonds 
concept will need to develop, for example how the interfaces between different stakeholders work.  
The Ministry is also conscious of the need to develop the market of service providers.  The level of 
risk that is passed to the service providers will be reviewed by the Ministry as part of the 
procurement process, to ensure that the service providers do not bear undue levels of risk. 

7.2.1 Procurement principles 

The following principles have been developed for the pilot project based on best practise 
procurement principles, the needs of the pilot and feedback from the market. 

The procurement process will:  

■ Develop a pilot project ready for operational commencement in mid-late 2014. 

■ Be a transparent procurement process that achieves the desired outcomes, for the pilot project 
and enables identification of procurement principles that will be appropriate for future Social 
Bonds projects.   

■ Rapidly filter interested parties down to a Preferred Bidder who the Government will work closely 
with to jointly develop the proposed pilot to be ‘investor ready’.  
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Through the development of Social Bonds concept, the Government is looking to: 

■ Be open, clear and transparent in a procurement process that builds trust and goodwill between 
Government and the different entities that form the Social Bonds market. 

■ Deliver a streamlined process that does not place inordinate cost on non-government parties or 
Government, given the size of the project and the size of the organisations. 

■ Educate the market and build knowledge of the Social Bonds concept and how this is being 
tested by the drugs and alcohol pilot project. 

■ Ensure strong partnerships are formed outside Government to drive the new behaviours that will 
make Social Bonds a success. 

■ Ensure appropriate risk allocation between parties, parties understand the risks they hold and are 
equipped to manage those risks effectively and efficiently. 

■ Enhance the commercial awareness of service providers, strengthening the interface between 
service providers and social investors.   

■ Develop the knowledge and skills of providers, allowing development and refinement of the Social 
Outcome and service delivery solution in partnership between the Purchasing Agency and bidding 
consortium. 

■ Build up a service delivery solution through partnership development.   

The procurement principles have been designed for a pilot and do not necessarily suit future 
procurement of Social Bonds. In the long term the purpose of Social Bonds will be purely for the 
social outcomes, rather than to test the concept. A different set of procurement principles and 
alternative process would likely be used for future projects.  Some market players have indicated that 
in the long term they would like Government to communicate priority outcomes and the market could 
then form partnerships and come to Government with worked-up proposals for achieving the 
outcomes. 

7.2.2 Key considerations in the procurement process design 

Freedom to innovate vs certainty for the market. Through the market consultation process, there 
has been a variety of feedback from the market as to the level of innovation they would like to bring 
into the outcome based contracting approach that forms the Social Bonds concept. Some parties said 
they would like to see Government specifying the performance and payment framework and then 
have market input for specifying the performance indicators. Others said they would prefer 
Government to specify performance and payment principles and allow the market to design a 
solution.  

When considering the level of specification it has been important to consider the timeframe for 
procurement and the relative immaturity of the market for Social Bonds.  As this is the first project for 
the Social Bonds concept, it is recommended that for the first pilot the Government should lean 
towards providing certainty for the market and be clear on: 

■ The social issue and any “no go” areas within that issue (with bidders asked to define their own 
social outcome and Cohort).  

■ The payment framework (with bidders asked to bid a risk/return and any cost of capital benefits 
from a cashflow modification). 

■ The performance measurement framework, data sources and limitation of the data. 

Innovation can be provided through: 

■ The structure of parties (although Government would need to be clear on any “no go” structures). 

■ Service design. 
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Investors formally involved early vs investors brought on after Preferred Bidder selection. An 
advantage of Social Bonds is the experience investors can bring to driving effective service delivery 
through due diligence of intervention logic, service design and provider capability. Potential investors 
have said they use different frameworks to Government when considering funding social services. 
However, having investors commit to consortia early in the procurement means that some investors 
would be filtered out along with their consortia during the procurement. There may not be a deep 
enough social finance market in New Zealand to support this. The majority of potential investors have 
also said they would like to see well worked up projects to be able to run due diligence and decide 
whether to invest.  

The alternative is to take Arrangers and service providers through the procurement process and part 
way through seek investors for the preferred pilot project/s.  This is the approach that has been used 
in New South Wales.  There needs to remain opportunities for investors to influence the performance 
measurement, Payment Mechanism and service design during the process so there are no surprises 
and delays after investors run their due diligence. 

On balance, it has been judged that for the first pilot investors should be brought on later in the 
process, but engagement occur throughout the process to ensure investors are comfortable with 
Social Bonds and the direction of the short-listed projects. 

The degree to which solutions and frameworks are agreed in Request for Proposal (RfP) vs 
worked up and negotiated with the preferred partner. The point in the process that RfP 
submissions are requested will drive bid costs for non-government parties and cost for Government.  
The greater the amount of development and discussion with multiple bidders, before the Preferred 
Bidder joint development stage, the greater the potential timescale and resource requirements.  
Requesting RfP submissions too soon could, however, mean that it will be difficult to evaluate 
submissions and establish a Preferred Bidder.   

The degree and form of Government support to the market. The pink boxes in Figure 25 show 
potential points Government could provide additional support to the market. It is evident through 
discussions with the market that the Government needs to play a role in building the knowledge of 
the Social Bonds market. Beyond this it is likely that further support during an Interactive Tender 
Process and joint development phase will also be required for a successful pilot. 

Feedback from the market was that they would appreciate “match making” assistance before 
Expression of Interest (EoI) and more intensive support designing their services to be investor ready. 
Some service providers are well connected with Arrangers and the larger providers had relationships 
with potential investors, however there was a relationship gap for many. This was particularly evident 
in the organisations that focus on commercial operations e.g. banks. Investors also commented that 
they may need support from Government to run independent due diligence processes over the 
services and Social Bonds structures. 
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Figure 17: Proposed procurement process 

 
Source: KPMG 
 

7.2.3 Pilot process design 

A process has been designed to deliver on the objectives of the pilot from the Strategic Case and the 
procurement principles above.  

Procurement of the pilot will be a three stage process.  This allows everyone the opportunity to 
participate.  Taking into account the feedback from the market through the market consultation 
process, however, detailed bids will only be requested from those parties with capability to undertake 
the pilot and who are best placed to deliver a pilot project successfully.  A key focus of the 
procurement process is transparency, to enable development of the Social Bonds concept, develop a 
detailed and successful pilot project and build market capability for outcomes based contracting.   

The three stages of procurement will be: 

1. EoI.  The purpose of the EoI will be to establish a short list of bidders with the capacity and 
capability of delivering a pilot project. At EoI the bidders would be evaluated on their 
understanding of the actions necessary to deliver the targeted social outcome and their high 
level intervention logic, and their capability to deliver a contract of the type and size of the pilot 
(e.g. their team, management experience and financial viability).  
 

2. RfP.  A small number of parties would then be invited to submit a detailed bid through the RfP 
stage, where they would be evaluated on including their detailed intervention logic and 
measurement approach, quality of proposed solution and ability to raise finance amongst other 
areas.  

3. Joint Development. Government would work closely with the Preferred Bidder (a single 
consortium) to develop the proposed pilot to be ‘investor ready’. This would include full service 
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design development and the details of the performance measurement and payment 
mechanism. 

This is based on the two stage process that is recognised within New Zealand and is summarised in 
the diagram below. 

Figure 18 Procurement selection funnel: an illustrative example 

 

Source: KPMG 
 

7.2.4 Market engagement throughout the development of the pilot project 

Throughout the three stage procurement process there will be ongoing market engagement and 
development.  This recognises that as Social Bonds is a new concept there will be the requirement to 
ensure that the market (in whatever role they may provide on a project) fully understand the scope 
and scale of Social Bonds, the requirements throughout the procurement process and also during 
outcome delivery.   

The market engagement will also look to develop cross sector networks within the Social Bonds 
market.  For example, during the market consultation exercise it became apparent that there is a 
strong network within those organisations that may become providers within a Social Bonds project.  
Some of these providers are of a size and scale that they may look to take on the role of arranger, 
however few had links to potential Social Investors.  The understanding of the roles and level of risk 
to be transferred to these roles will also need to be clearly communicated to all potential parties.   

The market engagement will include:  

■ Market briefing sessions prior to issue of the EoI. 
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■ Bidder briefing sessions during the EoI stage. 

■ Detailed discussions with the shortlisted bidders. 

■ Joint development of the contract with the Preferred Bidder.   

As this is the procurement of a project in a new concept the market engagement will be undertaken 
in a transparent manner, while maintaining the appropriate levels of confidentiality relating to the 
issues being discussed.  A core element of the market engagement relates to the evaluation of the 
pilot project, specifically relating to the extent to which the concept has been successful and areas in 
which it can be developed to aid the success of future projects.   

The market engagement is also set to address those issues raised through the market consultation 
exercise, where weaknesses identified included the current lack of relationships between potential 
providers and investors, resulting in the need for a financial intermediary (financial arranger); the level 
of commercial capability across the majority of the potential provider organisations; and a general lack 
of understanding, at this stage, of the roles that would be involved in a Social Bonds project.    

7.2.5 EoI Stage 

The EoI stage is the beginning of Government’s formal interaction with the market.  Recognising that 
all parties would be welcome to submit a bid, and the feedback from the market consultation is that 
many parties would want to submit a bid, there will be an initial ‘registration of interest’ process.  
This recognises that some organisations, specifically providers, will want to submit a bid but not yet 
have their full consortium established.   

The registration of interest will allow the Purchasing Agency to provide organisations with contacts 
so that they can assess the suitability of those interested parties to work together to consider 
forming a bidding consortia. 

After the initial registration of interest, a formal EoI stage will be undertaken.  The purpose of this is 
to short-list bidders down to those two or three best placed to deliver a Social Bonds project, without 
either side incurring significant bid and procurement costs.  The questions asked at EoI will provide 
the ability to establish the bidder’s approach to delivering the Social Outcome however will not go 
into substantial detail.   

7.2.5.1 EoI evaluation criteria 

At EoI stage, the evaluation criteria will focus on: 

■ The capability of the lead bidder and their partners - financial, management and service delivery 
capability. 

■ The ability of the bidder to put together a complete consortium (if not already) and attract 
investment. 

■ The relevance of the proposed pilot project to the social outcome and strength of the intervention 
logic proposed. 

These are detailed further within Appendix 5 

This will be undertaken through evaluation of the following key areas.  There will be an initial 
threshold assessment, to ensure that the bid is compliant and that the consortia bid response fulfils 
the required roles.  Bid document page numbers will be restricted.   

The EoI evaluation process will include debrief of all unsuccessful bidders.  This is to ensure that the 
market can receive feedback to enhance bids on future projects. 
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7.2.6 RfP Stage 

The RfP stage is where short-listed parties submit their full bids for evaluation so that a single 
Preferred Bidder can be selected by Government.  The information submitted by the bidders within 
the RfP is legally binding unless a change is agreed between Government and the bidder.  

It is anticipated that 2-3 bidding consortia will be shortlisted through the EoI evaluation.  Following 
issue of the RfP instructions there will be a series of interactive meetings19

■ The proposed social outcomes. 

 between the Purchasing 
Agency and each bidding consortia to enable each bidder to develop their pilot project to the point of 
RfP submission.  These would be discussion meetings between the Purchasing Agency and each 
bidder to discuss: 

■ The way in which achievement will be measured (interim and final achievement). 

■ The way in which the service will be delivered. 

■ The commercial principles to incorporated into the contractual documentation. 

■ The Payment Mechanism  principles to be adopted. 

Draft evaluation criteria are provided in Appendix 6. At RfP the criteria focus on: 

■ Quality and comprehensiveness of intervention logic and service design. 

■ The ability to measure the target outcome/s and leading indicators. 

■ Capability and track record of the complete consortium. 

■ The ability to deliver the proposed pilot. 

■ The level of innovation provided in the proposed social outcome and approach to achieving that 
outcome.  

■ The ability to finance the proposed pilot. 

■ The apportionment of risk between consortium members. 

7.2.6.1 Procurement evaluation criteria 

The evaluation criteria are based on the same categories as at EoI stage, however within the RfP 
responses the shortlisted bidders will be required to provide increased level of detail relating to the 
Social Outcome, measurement and way in which it will be delivered.  The detail of the responses will 
be assessed during the RfP evaluation.  The following are provided as draft criteria, which may be 
further refined following EoI.   

As with the EoI evaluation, the RfP evaluation process will include debrief of the unsuccessful 
bidder(s).  This is to ensure that the market can receive feedback to enhance bids on future projects. 

7.2.7 Joint Development Stage 

The Joint Development stage begins after Preferred Bidder has been selected and ends when the 
pilot is ready to go live. The Purchasing Agency will work with the Preferred Bidder to develop the 
detail of the pilot to a point it is ready to formally seek investors and then become operational. This 
will include: 

 

 

 
 
19 Based on the Interactive Tender Process used in Public Private Partnership procurement.   
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■ Service design. 

■ Performance measurement framework and measures tailored for the specific pilot and data 
available. 

■ Structuring the baseline data and control group. 

■ Payment mechanism, including scale, timing and triggers of payments. 

■ Integration planning for interfaces with other agencies. 

■ Risk management and scenario analysis to ensure each party is aware of responsibilities and what 
will happen if something goes wrong. 

■ Reporting and other contractual obligations. 

It may also include supporting the pilot to attract investors. 

7.3 Supporting the market 
The market consultation raised the need for government to play a role in supporting the development 
of the social finance market and service providers who are able to define their intervention logic and 
manage to social outcomes.  The extent and form of Government support needs to be decided 
before procurement begins.  

The principles to be followed during the procurement process are detailed within Appendix 4. 

 

7.4 Investor Panel 
During the course of market consultation, it became clear that a number of potential social investors 
have strong relevant experience that they are willing to make available to Government, at no charge, 
to support the success of a pilot project.  Based on the maturity and networks of the provider market 

Stage
(refer to 
Figure 1)

Objectives Core actions Possible further actions

■ To achieve a number of quality EOI 
submissions.

■ Educating the market on the Social Bonds 
concept.

■ Managing expectations on number of pilots, 
size of pilot, resources needed for 
procurement availability of funding etc.

■ To manage the expectations of the market 
regarding the quantity of information 
required and how well developed each stage 
needs to be during procurement.  

■ Assisting partnerships to form.

■ Market briefing(s).
■ Answering questions on EoI  

documentation (see 
principles in next section).

■ Provide contact details and hold event to 
introduce interested organisations.

■ Well  developed RFP submissions from a 
short-list of bidders which allow pilots to be 
fairly evaluated.

■ Managing expectations of unsuccessful 
bidders so they wish to participate in future 
Social Bonds projects.

■ Discussions with individual 
bidders  to clarify govt 
position and help  bidders 
head in right direction (see 
principles in next section).

■ Briefing to unsuccessful 
bidders.

■ Support developing intervention 
logic/outcomes framework.

■ Development of possible measurement 
framework and use of data.

■ Update on progress to unsuccessful bidders 
and wider potential market.

■ A fully developed and financed pilot ready to 
be operational.

■ Service design built off research and 
community needs, with a good chance of 
success.

■ Clear measurement
■ Managing expectations of unsuccessful 

bidders so they wish to participate in future 
Social Bonds projects.

■ Detailed measurement 
framework and payment 
mechanism.

■ Briefing to unsuccessful 
bidders.

■ Support developing detailed service design 
(e.g. funding for service design expert  or 
provision of expert clinical resources) 

■ Support for investors to perform due 
diligence over the pilots e.g. resources for 
investors or assisting the consortium to 
develop an “investor-ready” information 
pack.

■ Update on progress and lessons to 
unsuccessful bidders and wider potential 
market.

1

2

3
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it is not anticipated that the bidding consortia will include investors, so the knowledge of Social 
Investors will be incorporated into the pilot project, during the initial stages of the procurement 
process, through an Investor Panel. 

The development of an advisory panel of such potential investors is seen as having the following 
advantages: 

■ Inclusion of an investor view in final procurement documentation and evaluation criteria. 

■ Incorporating investor views into the evaluation of bids (from a stakeholder perspective, not 
decision making). 

■ Providing investor support into the development of measurement, payment and financing 
structure design during the joint development phase (thereby reducing the need for costly 
professional support to the Preferred Bidder). 

■ An opportunity to use investors as lead communicators back into the potential investor 
community, at appropriate times. 

■ Increasing the likelihood that the pilot will be fully financed and a success. 

It will be important to avoid conflicts of interest if members of the Investors Panel are allowed to 
invest in the Preferred Bidder. There is potential for investors on the Panel to have an advantage over 
other investors through: 

a) the ability to influence procurement documentation, evaluation criteria and evaluation of bids in a 
way that may not be to the benefit of other potential investors. 

b) access information that may not be available to other investors.  

Members of the Investor Panel will not be able to participate in a bidding consortium prior to the call 
for investment. Further measures ot guard against conflicts of interests may also be needed.     

The use of the Investor Panel will form part of the stakeholder engagement during the procurement 
process, as the detail of the Social Outcome is developed, will ensure that the commercial principles 
agreed with the Contracting Entity provide for a project which will attract investment.  

The use of an Investor Panel will be closely monitored, to ensure: 

■ No member of the Investor Panel has any advantage over another member or other potential 
investors.   

■ The members of the Investor Panel advise the Purchasing Agency on a detailed project which 
provides a Social Outcome that includes appropriate level of risk transfer, rather than a project 
which will reduce their risk and maximise their return on investment.    

 

While an Investor Panel will be used to assist in the procurement of a pilot project, the ability to 
invest will not be dependent on being part of this Investor Panel.  There may be Social Investors who 
are not part of the Investor Panel, or Arrangers with the ability and resources to invest who do not 
form part of the panel.   
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8 Commercial principles 

 

 

 

Section purpose 

The commercial case sets out key principles relating to the contracting structure of the project.  This 
includes: 

1. The proposed contractual structure. 
2. The key commercial principles for the Social Bonds concept. 
3. The Payment Mechanism principles for the pilot. 

The commercial case also identifies where the commercial aspects of the Social Bonds concept and 
the proposed pilot project would differ, and the rationale for this difference.  This is to enable clarity 
in the Social Bonds concept, and the way in which it will be tested through the pilot project.  Where 
principles apply to the pilot project only, these will be clearly identified so that they are not used to 
create precedents for future Social Bonds projects.   

Key conclusions 

■ The payment mechanism for the pilot will ensure the majority of risk, and therefore payment, 
relates to achievement of the social outcome. Payments will be made during the service delivery 
phase based on achievement of agreed interim milestones and/or leading indicators. 

■ Contracting Entity (lead non-government party) would: 

– Hold responsibility for service design. 
– Be responsible for managing all interfaces between the consortium members. 
– Not be able to replace core members during the pilot, including no secondary 

investor market  
– Receive a return on capital invested. It is recommended this is capped at 15%. 

■ The Purchasing Agency would: 

– Be responsible for managing interfaces with central Government agencies and 
holding the risk of any direct Government policy changes. 

– Hold the right to assess the risk allocation within the consortium during the 
procurement process to be assured reward is aligned with risk, the structure is 
sustainable for all parties and the structure is aligned to the Social Bonds 
concept. 

– Not invest capital into the project.   
–  ‘Underwrite’ a proportion of service delivery cost during the service delivery 

phase. It is recommended the portion underwritten be targeted at 50% (with a 
negotiating ambit to go up to 80%) and still require delivery of base activities and 
achievement of milestones (e.g. output based measures). The apportionment 
across any interim milestones will be established during the procurement 
process.   

■ It is recommended each party retains ownership of Intellectual Property owned before 
commencement of service delivery.  The Purchasing Agency will clearly outline the expectations 
on IP ownership and licensing in procurement documentation. The Ministry’s preference is to 
retain ownership of all IP developed during the pilot or a perpetual licence for use of the IP.   
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8.1 Commercial principles  
The core commercial principle of the Social Bonds concept is that of an outcome based payment.  
The amount of payment received by the Contracting Entity is based on the extent to which the 
required outcome(s) has been achieved.  The risk of delivering the outcome, therefore, sits with the 
Contracting Entity. 

To establish the concept within the New Zealand market, the pilot project will use the commercial 
principles developed for the Social Bonds concept and adapt them appropriately for a pilot project.  
The rationale for this being to test the market for providers, arrangers and financiers; to test the 
Social Bonds concept; to build market confidence; and to build market expertise in this form of 
contracting methodology.  This will include an element of underwritten payment and interim 
milestone payments throughout the contracting period.  These are detailed further below. 

Through the Social Bonds concept, the Ministry is looking for innovative ways in which social 
outcomes can be delivered.  The Ministry’s focus is on deliverability of the social outcome, not the 
specific detail of how it will be delivered.  The contract, and associated schedules, is therefore 
focused on the outcome, measurement of the outcome and the payment associated with achieving 
the outcome.    

8.1.1 Risk allocation 

The ultimate objective for the Social Bonds concept is to transfer the risk associated with delivery of 
a social outcome to the Contracting Entity.  Payment is made when the social outcome is achieved 
as evaluated against the contractually agreed performance measures.  The risk associated with all 
aspects of service delivery, measurement and payment are therefore transferred to the Contracting 
Entity.  The Purchasing Agency would have limited risk, from the point of forming a contractual 
relationship with the Contracting Entity.   

To test the concept with a pilot, as discussed above, the level of risk transferred to the Contracting 
Entity has been amended to take into account the concept of testing a pilot in the market, building 
market capacity, capability and confidence.   

In assessing the appropriate risk allocation it is important to assess what is considered to be ‘at risk’ 
for each party, should the Social Outcome not be achieved.  It is likely that the Providers for the 
project will not have an asset base to support risk transfer.  As this is the case, the commercial 
agreement between the Contracting Entity and Provider(s) will need to reflect this.  This is specifically 
important in the event of contractual Termination, caused by the Provider, as the Provider will not 
have the asset base in which to pay Termination Costs – a risk that will therefore fall on the 
remainder of the consortium.   

A risk allocation table for the pilot is provided in Appendix 7  The core principles being: 

■ The significant majority of risks associated with service delivery will be transferred to the 
Contracting Entity.  The Contracting Entity will be responsible for all aspects of planning, 
resourcing and defining the services required to achieve the social outcome.  Risk will be retained 
by the Purchasing Agency or shared between both parties where there is interface with central 
Government agencies, or interface with Government agencies in relation to aspects of service 
delivery.   

■ The risk associated with long term impact on service users will be share between both 
parties.  While the risk during service delivery will be transferred to the Contracting Entity, the 
Purchasing Agency has a long term responsibility to the cohort in ensuring that they receive the 
appropriate services following completion of the pilot project.   

■ During the procurement process the Purchasing Agency will be responsible for ensuring that 
there will be no negative impact on the cohort of performance below the baseline.  The 
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outcomes achieved will be, as a minimum, comparable to those outcomes achieved through 
current, alternative services provided to the communities.   

■ The risks associated assessing costs, financing cashflow requirements (whether capital or 
revenue) during the service delivery period will be transferred to the Contracting Entity.  
Where there is cost associated with monitoring the pilot these will be shared between parties.   

■ The risk associated with measurement of interim and final outcomes will be transferred to 
the Contracting Entity.  Where there is insufficient information to measure these outcomes, the 
risk will be shared.   

■ As the Social Bonds concept is being tested through a pilot project there will be a requirement to 
measure the effectiveness of the concept, in addition to the pilot project.  The costs associated 
with testing the concept, and additional concept overhead costs will be shared.  This is pilot 
specific as it is not anticipated that these costs will be incurred on future projects. 

■ The cost of establishing a monitoring measurement regime will be shared as it includes 
elements of measuring the concept as well as the pilot.  The specific details of this will be agreed 
during the process of agreeing the Payment Mechanism.   

Through the pilot, the long term impact on service users is considered a shared risk.  The risk will be 
transferred to the Contracting Entity during the period of the pilot project however at the end of the 
pilot there will be an ongoing responsibility of the Purchasing Agency (or relevant Government entity) 
for continued service provision if required. 

There is also a risk associated with negative impact on the communities, through the pilot, if baseline 
performance is not achieved.  This would be retained by the Purchasing Agency as it would be 
responsible for the delivery of an appropriate alternative service to the service users, to ensure that 
they receive an outcome at least the same as they would have done using the existing service 
delivery methods.  Through development of the Contract, an agreed baseline of outcome will need to 
be established which ensures that, as a minimum, the Contracting Entity is responsible for delivering 
a service, to the service users, of an equivalent to existing contracts.  The interim milestones, leading 
indicators and final outcome will be based on achievement of a service which is greater than through 
existing contracts.  While the Contracting Entity will be responsible for delivering the outcome, the 
ultimate responsibility will be retained by the Purchasing Agency, due to their responsibilities to the 
service users and wider communities. 

It is important to note that the risk allocation within the pilot project does not reduce the DHB’s 
statutory obligations and functions to remain responsible for the provision of services under the New 
Zealand Public Health and Disability Act (2000).  The services provided by the Contracting Entity will 
not reduce the DHBs responsibilities in any way.   

8.1.2 Key commercial principles and issues for consideration in Social Bonds.   

The Purchasing Agency and Contracting Entity will establish a partnership arrangement through 
agreement of a contract for the delivery of a defined social outcome.  This will establish the social 
outcome to be delivered, how it will be measured and the payment that will be received.  It will not 
focus on how the social outcome is to be delivered.   

To assist in the timescales associated with the procurement process, reduce procurement costs (for 
all parties) and enable all parties to focus on the social outcome the following contract structure has 
been developed.  This will be developed further into full contractual form for negotiation with bidders. 

8.1.2.1 Contract 

The proposed contracting structure has been developed for the Social Bonds concept, and will be 
tested through use on the pilot project.   
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There will be an ‘umbrella contract’ between the Purchasing Agency and Contracting Entity.  This will 
take the form of the Framework Terms and Conditions developed by the Ministry of Business, 
Innovation and Employment (‘the Framework T&Cs’) supported by schedules specific to the pilot 
project.  This is proposed as the Social Providers for the pilot, and future projects, are anticipated to 
be non-government organisations and will become familiar with the Framework T&Cs, reducing the 
costs and time associated with the procurement process.  It will enable development of a ‘standard’ 
Social Bonds contract, which will be adapted for individual contracts through amendments to the 
schedules to the Framework T&Cs.   

8.1.2.2 Schedules to the Contract 

The Contract will have three Schedules, specifically tailored for each project.  These will be 
developed for the pilot project.  These Schedules will be: 

1. Outcome requirements – setting out the contractual agreement of the Social Outcome to be 
achieved for the project.   

2. Outcome measures – setting out the measures to be undertaken to assess whether the Social 
Outcome has been achieved, the timing for measurement and the contractual target to be for the 
Social Outcome to be considered achieved.  The process for establishing the outcome measures 
is detailed further within section 6. 

3. Payment Mechanism – setting out what will be paid, from and to whom, and when.  This is 
detailed further within section 8.2. 

The Contract will set out the agreed risk positions between the parties, as detailed within Appendix 
7. 

8.1.2.3 Commercial Principles of the Contract 

The key commercial principles to be incorporated into the contract are detailed below, with rationale 
provided in Appendix 8  

■ The contract term will be 3-7 years (to be agreed during the procurement process).  The 
Purchasing Agency will be open to proposals for early expiry if sustained outcomes are achieved 
earlier than expected.  There will be a backstop date for expiry of the Contract.   

■ The procurement process has been designed to minimise Bidder costs.  Bid costs will not be 
refunded by the Purchasing Agency to unsuccessful bidders.   

■ The Contracting Entity will be responsible for: 

– Developing and delivering the services to meet the agreed outcomes. 

– Managing all interfaces between organisations and investors within the consortia. 

– Managing interfaces with Government agencies where contact is required for service 
delivery 

– Reporting actual performance during the operational period.  They will be responsible for 
collating all information relating to measurement of performance, against the agreed criteria, 
except where this is held by Government.  Measures will be associated with: 

■ Achievement of the target social outcome (with payment associated with it) 

■ Achievement of any agreed interim milestones or leading indicators (with payment 
associated with them)   

■ The Purchasing Agency will be responsible for: 

– Managing all interfaces between Government agencies, providing adequate access for the 
Contracting Entity to those agencies.  

– Making the payments to the Contracting Entity as set out in the Payment Mechanism (detailed 
in section 8.2). 

– Lead the pilot evaluation process. 
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■ Consortia changes can only occur following agreement from the Purchasing Agency.  It is 
not the intention that the pilot will create a secondary investor market. 

■ The Purchasing agency will have limited step-in rights.  Failure to achieve outcomes will lead 
to Contract termination/expiry, with appropriate wind up provisions included in the Contract to 
transition the cohort. 

■ Termination, under defined circumstances, will be permissible.  For example where 
performance may lead to Contracting Entity default (e.g. negligence, fraudulent reporting); or 
unexpected events such as a significant change in Government policy.  In the event of 
Termination, the Contracting Entity’s performance will be taken into account in calculating any 
termination payments.   

■ Significant risk will be transferred to the Contracting Entity.  Risk allocation between 
consortium members will not exceed an individual organisation’s ability to manage and absorb 
those risks.  The Purchasing Agency will evaluate the structure, risk allocation and subcontracts of 
the consortia during procurement.   

■ Each party will retain ownership of Intellectual Property (IP) owned before commencement 
of Contract.  The Purchasing Agency will be clear on the IP ownership and licensing expectations 
in the procurement documentation. The starting point is that each party would retain ownership of 
IP owned before commencement of service delivery. There is a policy trend towards vesting any 
IP developed during a contract with the party best placed to commercialise it20

■ Funding for the pilot will not be used to cross-subsidise other activities of the Contracting 
Entity or its partners.  It is expected that, assuming good performance, the Purchasing Agency 
payment will cover the direct service costs, direct management costs, some portion of overheads 
and a performance payment.    

. This is seen as 
encouraging innovation and economic development. The Ministry’s preference is to retain 
ownership of all IP developed during the pilot or a perpetual licence for use of the IP.   

■ The Contracting Entity will be obliged to participate constructively in pilot evaluation.  This 
will include a lessons learnt process for assessing the Social Bonds concept. 

■ The Purchasing Agency will be able to exit the Contract under set circumstances.  These 
circumstances being: 

– Through termination of the contract following continued poor performance of the Contracting 
Entity.  This will be based on continued failure to achieve interim milestones or leading 
indicators and failure to rectify these issues. 

– Change in Government policy, impacting the Social Bonds concept.  Under this provision 
there will be an appropriate termination payment from the Purchasing Agency to the 
Contracting Entity.  This will be established based on the value of the Social Outcome with the 
calculation incorporated into the contract prior to Operational Commencement. 

– The contract will not include the ability to terminate for convenience.  This provides all 
parties with the commitment to the Social Outcome.  

8.2 Payment Mechanism Principles  
The payment mechanism will be linked closely to the measurement framework (see section 6). 

8.2.1 Overview of outcome based payment  

The core principle of the Social Bonds concept is that of outcomes based contracting, with the risk 
associated with achieving the outcome sitting solely with the Contracting Entity.  Payment would 
therefore be made from the Purchasing Agency to the Contracting Entity on achievement of the 
 

 
 
20 Government rules of sourcing: Rules for planning your procurement, approaching the market and contracting, MBIE, 2013. 
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required outcome.  All costs associated with delivering the outcome, throughout the duration of 
planning, preparation and delivery, until the point that the outcome is achieved are payable by the 
Contracting Entity, hence the requirement for social investors.  On achievement of the agreed 
outcome the Purchasing Agency will pay the agreed amount which would be distributed between the 
parties that form the Contracting Entity and subcontractors.  This is illustrated below. 

Figure 19: Outcome based payment 

 
Source: KPMG 
 

It is recognised that this approach would transfer too much risk to the Contracting Entity in the New 
Zealand market.  The service providers do not have the ability to cover required resourcing during the 
delivery stages of a project while continuing to deliver other contractual commitments. Social 
investors, while willing to invest in social outcomes, have stated that they are not willing to bear all 
risk associated with delivery of the outcome given the level of market maturity and that Social Bonds 
is a concept yet to be tested.  As such, the pilot will be based on a Payment Mechanism using the 
principles of outcome based contracting adapted to reflect the nature of the pilot project and level of 
market maturity.  The Payment Mechanism for the pilot project will: 

■ Incentivise the Contracting Entity to deliver the agreed (sustained) outcomes. 

■ Transfer the risk of achieving the outcome to the Contracting Entity and its subcontractors.   

■ Encourage the development of the investor, arranger and provider markets in an alternative 
contracting concept.  

■ Support the collection of detailed data for the measurement of outcomes. 

■ Align the timing of payments to successful achievement of outcomes. 

The payment options considered for the pilot project are set out in 8.2.2.  The pros and cons 
considered are from the Purchasing Agency’s perspective, incorporating feedback from the market 
consultation.  This assessment includes where the Payment Mechanism principle is pilot specific, 
and would therefore not look to establish a precedent for future Social Bonds projects.   

Based on the agreed principles identified above, during the RfP and Preferred Bidder stage the 
detailed Payment Mechanism will be developed.  This will include the specific measures to be 
achieved, the timing at which these measures will take place and the timings that these will be 
measured, the level of detail to be provided to support achievement of the measures and associated 
payment that will be made.   

Time

$

Example cost profile incurred by service providers

Payment received from Purchasing Agency

Outcome achieved

Service delivery

Costs of service 
delivery funded 
by investors / 
funders



 

 

 63 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 
 

During the interactive stage with the shortlisted and subsequent Preferred Bidder the measures and 
timings of these milestones will be agreed and the proportion of the total payment will be agreed and 
incorporated into the contractual documentation.   

8.2.2 Payment Mechanism principles for the pilot project 

The principles to be incorporated into the pilot project Payment Mechanism are: 

■ The total funding available from the Purchasing Agency will be agreed during the procurement 
stage based on the value of the social outcome.  

■ The apportionment of this will be agreed prior to contract commencement.   

■ The majority of risk, and therefore payment, will relate to achievement of the social outcome. 

■ Payments will be made during the service delivery phase based on achievement of agreed interim 
milestones and/or leading indicators. 

■ The measures and information required to be collected to support the achievement of the 
outcomes will be agreed prior to contract commencement.  

■ The Contracting Entity, with subcontractors, will be responsible for all cost associated with the 
pilot and financing the working capital requirements during service delivery.  This will be partially 
funded by the Purchasing Agency through achievement of agreed milestones (interim milestones 
and/or leading indicators).    

■ The Purchasing Agency will not invest capital into the project.   

■ Where possible, the level of payment (reward) will be aligned with the degree of difficulty in 
achieving success. In practise this means the Cohort may be segmented with the harder to reach 
groups allocated a higher payment.  

The proposed payment profile for the pilot project is illustrated below.   

Figure 20: Proposed payment profile 
 

 
Source: KPMG 
 

Service delivery

Outcome achieved

Difference between actual 
cost of service delivery and 
payment received from 
Purchasing Agency payable 
by investors/funders  
throughout the service 
delivery period 

$

Time

Interim payments on achievement 
of leading indicators or interim 
milestones

Example cost profile incurred by service providers

Payment received from Purchasing Agency



 

 

 64 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 
 

On successful achievement of each interim milestone, or the final outcome the Contracting Entity 
will issue an invoice to the Purchasing Agency for the agreed sum, with the associated GST and 
supporting documentation.   

The detail of the Payment Mechanism will be established through the procurement process as this 
relates specifically to the social outcome and measures for the pilot.  The upper thresholds to be 
considered during negotiation are: 

■ It is recommended the maximum return to investor be capped at 15%. The full cost of service 
delivery and investor returns would be required to be within the total funding available from the 
Purchasing Agency. 15% investor returns is the assumption used within the economic illustration 
in this business case and allowed for a positive net present value for Government (refer to 4.3) . 
The illustrative scenario took a conservative view of the social benefits, focusing on the tangible 
end of benefits where value is more likely to be felt by Government (e.g. avoided costs for 
Government services). A 15% cap on investor return implies a blend of social and commercial 
return and is in line with the New South Wales social benefit bond pilot.  

■ ‘Underwrite’ a portion of the Contracting Entity’s investment principal.  This underwrite will 
provide the Contracting Entity with comfort that it will receive some form of payment from 
Government to contribute towards the cost of services, even if the outcomes are not achieved. 
The underwritten payments will still be conditional on evidence of core activities being delivered. 
The intention is that the level of underwrite would be determined in a competitive environment 
(i.e. part of the bidder evaluation criteria) and the Purchasing Agency would aim for 50% of 
principal or less to be underwritten. International case studies show that a greater level of 
underwrite may be needed for a first pilot, therefore it is recommended the Project Director be 
given a negotiating ambit of up to 80%. 

■ Be open to proposals from bidders with ‘interim payments’ to reduce the cost of capital and 
reward performance against leading indicators. This is in line with pilots established in other 
jurisdictions.     

■ Assuming an underwrite of 80%, a minimum of 20% of the total funding available will be payable 
on successful achievement of the final outcome.  This minimum being the balance of the total 
funding available for the pilot project, less the percentage available to the Contracting Entity for 
interim milestone or leading indicator payments.   
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9 Project management planning 

 

 

 

 

 

 

 

 

 

 

 

 

 

9.1 Project Management 
This section summarises the overall project management strategy and framework for the successful 
delivery of the Social Bond pilot. 

9.1.1 Project Management Framework 

Strong project management will be essential to ensure that the Social Bonds pilot is delivered 
successfully within the required timeframes. The project will follow best practice methodology to 
provide a structured and consistent approach to defining of roles and responsibilities, governance, 
monitoring and reporting, budgeting, risk and issues management, quality management, stakeholder 
engagement and communications planning. Methodologies will be adopted from the PRINCE2 
framework. 

9.1.2 Governance arrangements 

For the Social Bonds pilot, governance will be through a Project Director and a Social Bonds Advisory 
Board (SBAB). Effective governance will ensure the SBAB is well connected to the Social Bonds pilot 
and remains well informed of issues and achievement of outcomes. A good governance structure for 
the Social Bonds pilot will aid decision making, set clear roles and responsibilities for the SBAB and 
team members and overall, give credibility to the Social Bonds pilot. Project management and 
governance will be transparent and processes and lines of communication will be clear.  

Figure 21 sets out the SBAB, Project Team structure and Quality Assurance Panel.  

Section purpose 

This section sets out how the Social Bonds pilot will be implemented, managed, governed and 
assessed. This includes: 

1 Project management. 

2 Implementation. 

3 Stakeholder engagement and communications. 

4 Benefits management, including post-pilot evaluation. 

5 Risk management. 
 
Key conclusions 

■ It is recommended the Ministry identifies a Project Sponsor and appoints a cross-Government 
Advisory Board and a Project Director to implement the Social Bonds pilot. 

■ A risk workshop was held to develop and assess project risks. These are attached in the 
Appendices.   
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Figure 21: SBAB and project structure 

 
Source: KPMG 

9.1.2.1 The SBAB composition  

The role of the SBAB is to provide oversight of the Social Bonds pilot, including project management, 
planning, securing and managing resources, managing communications, approving action plans and 
generating and approving management reports. The SBAB will provide informal advice and guidance 
to the Project Director as well as formal direction.  

The SBAB will be accountable for: 

■ Providing overall direction to the Social Bonds pilot. 

■ Providing the project team staff and authorising the funding necessary for the successful 
completion of the Social Bonds pilot (assuming delegation from Cabinet). 

■ Ensuring effective decision making (timely, focused and well informed). 

■ Providing visible and sustained support for the Project Director. 

■ Ensuring effective communication within the project team and to external stakeholders, including 
Government agencies, service providers, arrangers and investors who are not directly involved in 
the Social Bonds pilot. 

■ Effective delegation to the Project Director. 

■ Assisting the Project Director to access other resources and data from the Ministry and other 
Government agencies. 

More specifically, each SBAB member will need certain expertise and knowledge to fulfil their 
specific role, each of these is set out below next to the SBAB member:  

Ministry of Health 
(Project Sponsor)
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strategic direction for 
the project

Project Director

Manages the day to 
day function of the 
project

Financial and Commercial 
Advisors

Provides all financial advice covering 
financial management, tax 
implications and performance 
payments as well as performance 
measurement and benefits 
realisation tracking

Ministry of Health Project Team 
Members

Supports the director to provide the 
day-to-day function of the project

Legal Advisors

Provides legal and commercial 
advice, being entrusted to deal with 
the legal duties and functions 
required

Ministry of Business 
Innovation and 
Employment

Provides procurement 
expertise

Other Government 
agencies and sector 
specialists as 
relevant

Provides technical 
advice as required
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paymentsPr
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Probity Advisors

Provide probity support 
throughout the procurement 
phase and as required

Measurement Advisors

Provide specialist measurement 
advice and assurance over 
milestone metrics

Investor Panel

Provide investor views, 
particularly during procurement

Social Bonds Advisory Board
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Ministry – The Project Sponsor from the Ministry will provide leadership and the overall strategic 
direction for the project. They will be responsible for appointing board members and making the final 
decisions. The Project Sponsor should have project experience, preferably in the sector, and deep 
knowledge of the Social Bonds project. They will have oversight of the project management function 
and carry out senior stakeholder management, therefore project management skills and expertise will 
be a prerequisite. 

Ministry of Business Innovation and Employment (MBIE) – The MBIE representative will provide 
the necessary linkages to procurement policies and practices for the SBAB and Project Director. They 
will provide access to MBIE probity and procurement expertise as required. 

The Treasury – The Treasury representative will serve on the SBAB as a central agency with a cross 
sector view of Government. They will have financial and performance expertise and will provide 
access to Treasury commercial and vote teams as required. 

Other Government department(s) as relevant – Where the selected social issue for the pilot 
significantly impacts another Government department, that department will have a representative on 
the SBAB. They will provide access to data and research to inform performance measurement and 
will ensure there are good connections between Social Bonds and other relevant projects (particularly 
where similar stakeholders are involved).  

Government operational agency as relevant – Where the social issue for the pilot intersects with 
the operations of a Government agency (e.g. a DHB) it may be appropriate to have a representative 
on the SBAB. They will have the knowledge and expertise to provide specialist sector advice to the 
SBAB and Project Director. They should also have good knowledge of the region or community 
where the pilot is located. They will provide access to data and research to inform performance 
measurement and may provide resources to assist technical assessment of pilot proposals. 

 

9.1.2.2 Key Ministry staff 

Project Sponsor 

The Project Sponsor provides overall strategic direction for the project. The Project Sponsor actively 
drives the project forward and is accountable for delivering the work programme as agreed. 

The Project Sponsor will also be the internal advocate for the project. The Project Sponsor is 
accountable for issues escalated by the Project Director for review. The Project Sponsor will also 
agree to project artefacts, such as the risk register. 

Overall, the Project Sponsor will: 

■ Be accountable for the success or failure of the Social Bonds pilot in terms of the Government’s 
priorities and the pilot investment objectives (see section 2.3). 

■ Provide a single point of accountability to deliver the project in accordance with the project 
commitments. 

■ Have full project authority, within the limits of the established budget and Social Bonds pilot 
operating policies, to manage and direct assigned resources and make decisions regarding the 
direction of the Social Bonds pilot. 

■ Assign resources and ensure the Social Bonds pilot is properly managed. 

■ Establish the SBAB and appoint board members. 

■ Be the final decision maker, while the SBAB members will provide support and advice. 

 

Project Director 

The Project Director is accountable for the management and delivery of the work programme. The 
Project Director ensures that the SBAB is briefed in advance on any issues that could affect the 
delivery or direction of the Social Bonds pilot work programme or any issues or risks that are likely to 
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affect the Social Bonds pilot’s performance on achieving the desired outcomes. The Project Director 
is also responsible for assessing and reporting on the Social Bonds pilot’s performance at closure. 

Overall, the Project Director will:  

■ Give guidance on the overarching vision and strategy of the Social Bonds pilot – as directed by 
the Project Sponsor – to the project team and stakeholders. 

■ Ensure the Social Bonds pilot objectives remain aligned to achieving the investment objectives. 

■ Oversee all processes, procedures, budgets and performance monitoring. 

■ React pro-actively to potential risks and immediately to issues when they materialise. 

■ Manage the benefits and benefits realisation of the Social Bonds pilot as well as the Social Bonds 
post-pilot concept evaluation. 

■ Act as the single point of contact for consortia during procurement and operation. 

■ Manage project team and advisor resources. 

 

Project Team  

The Project Director will be supported by the Ministry project team, consisting of a Project Co-
ordinator, a lead analyst and specialist staff. The project team will be responsible for the day-to-day 
execution of the Social Bonds pilot and all activities that contribute to it. The project team will create 
and update project documents as required, monitor the pilot schedule, raise issues with the Project 
Director, liaise with external advisors and undertake any further tasks as requested by the Project 
Director. The Ministry project team will have dedicated part time resources from the Ministry for 
procurement, finance and subject matter expertise.  

In addition, the project team will have access, as required, to external advisor resources to provide 
financial, commercial, legal, procurement, performance measurement, benefits realisation and 
administrative support. See section 9.2.2. 

9.2 Implementation  
The implementation section sets out the key milestones and resources required for the Social Bonds 
pilot. A high level implementation plan is provided in Appendix 10. 

9.2.1 Key milestones 

The table below summarises the key milestones and associated deliverables. The key milestones are 
highlighted in blue in the implementation plan for the Social Bonds pilot in Appendix 10. The key 
milestones and associated timelines will be agreed and actively managed by the Project Director as 
the Social Bonds pilot progresses and may need to change, based on the strengths and weaknesses 
of bids received. 
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Figure 22: Key pilot milestones 

 

Key pilot milestones 

Milestone description Government Deliverable 

Business case decision Business case and Cabinet Paper 

EoI released 
EoI documentation on the Government Electronic 
Tender Service (GETS) website 

EoI submission Selection of shortlisted bidder(s) for RfP 

RfP released to shortlist RfP documentation to shortlist 

RfP submission Selection of preferred bidder 

Joint development 

Service design 

Performance measurement framework 

Payment mechanism 

Signed contract 

Operational commencement The operational commencement of the Social Bonds 
pilot 

 

9.2.2 Resourcing requirements 

Resourcing allocations, for external advisors and internal Ministry resources, can be considered at 
four distinct phases of the Social Bonds pilot: 

Pre-procurement – will require resources to develop EoI and RfP documentation and preparation of 
the evaluation frameworks. 

During procurement – will require the majority of the resources identified in the diagram below as 
this will involve evaluation of submissions from the EoI and RfP, regular engagement with bidders 
and developing the detail of the Social Bonds pilot. This phase will also cover the short listing of 
potential providers, contract development and negotiations, up skilling the provider and establishing 
the consortia. 

During operation – resource requirements will be limited as the majority of the day-to-day 
operations will be Contracting Entity and partners. The Ministry and SBAB will be involved in contract 
management, the interpretation of performance measurement (which may also involve the use of 
academics or economic analysts); benefits management and maintaining the lessons learnt register. 

Post completion – will require commercial, academic, Ministry resources and wider Government as 
the SBAB comes together to workshop the lessons learnt as part of the post pilot valuation. 
Transition planning will also be considered at this stage.  The Project Director will be actively involved 
in preparing the post pilot evaluation, closing the contract and ensuring the appropriate pilot closing 
processes are followed. Academics and economic assessments may be required as part of the post 
pilot evaluation.  
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Roles 

Financial and Commercial  

Role – Drafting sections of the procurement documents and assisting evaluation of bids, financial 
modelling, accounting and tax advice, impacts of risk allocation, impacts of commercial structures, 
measurement and payment mechanism design and negotiations.  

Timing – Commercial advice will be required throughout the procurement phase and pilot 
development. There will be a heavy use of advice during bid evaluation and when jointly developing 
the payment mechanism with the preferred bidder. 

Legal  

Role – Drafting sections of the procurement documents, impacts of commercial structures, contract 
drafting. 

Role – Legal advice will be required to a small degree at EoI stage and a greater degree at RfP stage. 
It will then be needed after the preferred bidder has been selected. 

Probity 

Best practice suggests a broad probity framework would support accountability, sound practice and 
ensure successful procurement results. The Ministry will apply the procurement rules to ensure that 
all procurement conducted by, or on behalf of, the Ministry is open, transparent and fair. The Ministry 
has its’ own procurement policy which is informed by the Mandatory Rules of Procurement and 
governs the way procurement is performed by Ministry staff. The Ministry may choose to use 
external probity advisors or internal Government resource. 

Role – Ensuring bidders are treated fairly, observing procurement processes.  

Timing – Probity advisors may provide support throughout the procurement phase, however they are 
likely to have particular involvement during the evaluation of bids and when the Government is in 
dialogue with more than one bidder.   

Measurement Advisors  

Role – Sector specific advice on baseline performance, stretching targets and credible metrics. 
Statistical support from academics and economists in developing the measurement framework.   

Timing – Measurement advisors may be involved during the business case decision, bid evaluation 
and joint development phases. They may also be needed to validate performance during the 
operational phase of the pilot.  

Investor Panel 

Role – Represent the views of investors to test the likelihood of raising finance for particular pilot 
proposals. See section 7.4 for more detail. 

Timing – The Investor Panel would predominately be involved during the RfP phase. They may be 
involved to a small degree at EoI and they may be after the preferred bidder has been selected to 
check components of the detailed pilot development. 

Ministry Internal Resources 

Role – Provide sponsorship of the Social Bonds pilot, project management and resources to see the 
project through from business case decision, through procurement and into contract management. 
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Timing – Involvement from the Ministry will span the entire project. Once the Social Bonds pilot is 
operational the level of resourcing requirements will be reduced to the Project Sponsor and contract 
manager. 

Wider Government 

Role – Cross-sector advice and expertise in procurement, finance, commercial performance and 
other areas as relevant. 

Timing – Wider government will be particularly involved during the Business Case approval process 
and through their role on the SBAB. They will likely be involved during the procurement phase and 
their sector specialists may be involved after the preferred bidder has been selected.   

9.3 Stakeholder engagement and communications 

9.3.1 Stakeholder engagement 

A six-step procedure (basic elements for communication) for stakeholder engagement will be 
established to identify and engage effectively with those who have an interest or influence on the 
projects outcome, that is: 

1 Identifying stakeholders (the who) – involves identifying the individual stakeholders involved in, 
or affected by the project. 

2 Creating and analysing stakeholders profiles (the what) – involves gaining an understanding 
of the influences, interests and attitudes of the stakeholders towards the project and the 
importance of each stakeholder.  

3 Defining the stakeholder engagement strategy (the how) – defines how the project will 
effectively engage with the stakeholders, including defining the responsibilities for 
communication and the key messages that need to be conveyed for each interested party. 

4 Planning the Social Bonds pilot (the when) – defines the methods and timings of the 
communications. This is covered in more detail in the communications plan. 

5 Engaging stakeholders (the do) – carries out the planned engagements and communications by 
identifying and analysing the stakeholders. 

6 Measuring effectiveness (the results) - checks the effectiveness for the engagements. This 
may also be covered by external project assurance during operation. 

9.3.2 Communication Plan 

The communications plan will serve as a guide to the communication throughout operation of the 
Social Bonds pilot. It will be considered a ‘working-document’ in that it will be built on as the Social 
Bonds pilot progresses. Similar to the six-step stakeholder engagement plan it will address the same 
six basic elements for communication. The communications plan will serve a number of roles specific 
to the Social Bonds pilot, they are:  

Managing expectations – it is expected there will be a high level of interest in the Social Bonds pilot 
with high expectations from wider Government and the public. 

Transparency to the market – because the Social Bonds pilot is new there will be a heightened 
level of interest from the market. 



72 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 

Market engagement – since the Social Bonds concept is new to New Zealand there will be a need 
for Government to provide support in developing networks. 

Management of consortia – providing clear messages to consortia that do not make it through the 
short listing process will be imperative to maintain market interest for future Social Bonds pilots. 

Dissemination of lessons learnt – the spreading of lessons learnt within the Social Bonds team, the 
Ministry, wider Government and externally will be important to broaden our collective understanding 
of the Social Bonds concept. 

Communication will be carried out continually as the project progresses ensuring information related 
to the threats and opportunities faced by the project are communicated both within the project and 
externally to stakeholders. The communications plan is closely tied to the risk management and risk 
register as effective and continuous communications will help facilitate the identification of changes 
that may affect the projects overall risk exposure. 

9.4 Benefits Management 
The strategic case (section 2) sets out the objectives and benefits of the Social Bonds pilot. In 
summary, the Social Bonds pilot will be successful if:  

■ The Social Bonds concept is clearly tested for the delivery of social outcomes in New Zealand, in
terms of efficiency and effectiveness.

■ The social finance sector in New Zealand is fostered and NGO capability is increased.

■ Through increased focus on community needs unrestricted by Government structures,
Government is allowed to focus on cross-cutting social issues and manage to outcomes rather
than inputs or activities.

■ Providers demonstrate greater innovation and accountability as a result of increased flexibility to
design and tailor services to communities.

■ Public sector performance measurement is improved and robust measurement of outcomes is
demonstrated throughout the life of the Social Bonds pilot.

These objectives therefore define the purpose of the Social Bonds pilot. Note this benefits 
management is not to be confused with the detailed performance measurement process set out in 
the commercial case.  The performance measurement is designed to track the benefits of addressing 
the social issue, i.e. the extent that there is reduced harm from drugs and alcohol. 

This section sets out the benefits management process for analysing and tracking the benefits 
expected to be realised from the successful delivery of the Social Bonds pilot. This process aims to 
provide confidence during operation that the Social Bonds pilot is on track to deliver benefits and 
once completed that the benefits have been delivered. This will involve:  

■ Identifying and defining benefits at the outset of the Social Bonds pilot.

■ Developing the benefits management plan, identifying a timeline and key accountabilities for
activities.

■ Establishing metrics to track the delivery of the Social Bonds pilot objectives.

■ Monitoring benefits during the Social Bonds pilot’s implementation and regularly tracking benefits
throughout operation.

■ Managing the risks and issues that may impact on realising benefits and disseminating this
information to stakeholders.

■ Post pilot evaluation.
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9.4.1 Post pilot evaluation 

Evaluation of the pilot is critical to test if commercial contracts can be established that specify and 
pay for outcomes, and whether this can drive improved social outcomes for New Zealand. The case 
for the pilot rests on the lessons that can be taken for social service contracting across Government, 
therefore a robust evaluation is fundamental to the pilot design and implementation.  

It is important that evaluation is carried out at intervals throughout the pilot so that lessons can be 
captured and communicated across Government in a timely way.  It is proposed that the Ministry will 
conduct a formal evaluation at three points to capture key lessons from the Social Bonds pilot. These 
evaluations should involve interviews with non-government and Government parties. The proposed 
three review points and the key lessons to be documented are outlined in the table below. 

Review point Key lessons 
1  Post contract signature ■ Lessons in defining outcomes and developing a robust

measurement and payment framework 
■ Cost and time to procure an outcome based contract
■ Market capability to define intervention logic and bring

innovation into services
■ Risk allocation

2  After first social outcome 
measurement  

■ Ability to measure outcomes credibly
■ Ability of non-government parties to manage risks
■ Ability of Government to step back from monitoring

3  Conclusion of pilot ■ Social impact under outcome contract compared to social impact
under status quo contract (control group)

■ Degree of innovation in services under an outcome contract
■ Ability to measure outcomes credibly
■ Cost of measurement
■ Effectiveness of risk allocation
■ Ability of non-government parties to manage risks and work

effectively together
■ Market interest in further outcome contracts
■ Monitoring and management outside government, potentially

providing lessons for how Government monitors social service
delivery in other areas

9.4.2 Lessons learnt 

A ‘lessons learnt’ register will record lessons learnt from the Social Bonds pilot. The Project Director 
will manage and control the register with support from the wider project team. The lessons learnt 
register will be maintained in parallel to the risk register.  The Social Bonds pilot communications plan 
will ensure lessons learnt are disseminated to the appropriate stakeholders, including relevant 
Government agencies. 

9.5 Risk Management 
This section outlines how risks will be managed during the project. The purpose of the risk 
management section is to set a framework for the identification, assessment and control of 
uncertainty of the Social Bonds pilot, improving the likelihood the Social Bonds pilot will succeed. 

9.5.1 Risk management procedure 

Project risks will be managed using the following procedure: 

■ Identify: Risks will be identified through workshops and can also be raised by anyone involved in
the Social Bonds Project. The Project Director will be responsible for recording the risks in the
Risk Register and assigning an appropriate risk owner.
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■ Assess: Risks will be assessed based on their likelihood and consequence. This will be reviewed
by the SBAB.

■ Plan: Mitigation plans and risk response strategies will be developed and recorded for risks with
the objectives of minimising or eliminating risk. Mitigation plans will be agreed by the SBAB and
assigned a risk owner.

■ Implement: Risks are continually monitored by the Project Director and risk owners to evaluate
the effectiveness of risk mitigation plans. If a risk occurs the risk response strategies will be
implemented.

■ Communicate: The Project Director will be responsible for providing the SBAB, and stakeholders
as appropriate with, an update on the project risks.

9.5.2 Risk register 

A risk workshop, to identify project risks, was held on the 29th of April 2013 at the Ministry with 
members of the Ministry’s policy, addiction treatment services, contract and support information and 
procurement teams. The risk register is provided in Appendix 11.  The risk register sets out the 
project risks, category, risk rating, mitigation strategy and who is responsible for each risk.  

The risk register will be owned and reviewed by the Project Director on a regular basis. The Project 
Director will also communicate with the appropriate team member or stakeholders to ensure the risk 
register accurately reflects the current risk profile.  
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Glossary of terms 
Abstinence Absolute non-use of the primary drug of dependency. 

Arranger Financial and/or Service Arranger 

Better Public 
Services 
Programme 

A New Zealand Government programme of work with the objective of a 
higher performing State sector that New Zealanders trust that is delivering 
outstanding results and value for money. 

Cohort / target 
population 

The group of people in a community who the consortium will provide 
services to and change outcomes for. 

Consortium The grouping of non-government organisations that come together to 
deliver the pilot (arrangers, providers and investors). The consortium will be 
lead by the Contracting Entity. 

Contracting Entity The organisation that holds the contract with the Purchasing Agency. This 
could be a new entity established for the Social Bond or an existing entity. 
They would hold contracts / relationships with investors and service 
providers. 

DHB District Health Board 

EoI Expression of Interest 

Financial Arranger An organisation within the consortium that raises the finance from 
investors and manages the fund. May also support investors with due 
diligence of the pilot. 

GST Goods and services tax 

Investor Panel  A sample of potential investors who will provide advice to the Purchasing 
Agency during procurement. 

Investor(s) Bodies or individuals outside government who provide finance into Social 
Bonds projects (e.g. foundations, banks, high net worth individuals). 

KPI Key performance indicator 

Levels of 
measurement 

These include three categories, the individual, the family or community and 
society. 

MBIE Ministry of Business, Innovation and Employment 

Ministry Ministry of Health 

MSD Ministry of Social Development 

NGO Non-government organisation. For the purposes of this report an NGO is 
assumed to be a not-for-profit entity. 

Payment 
mechanism 

The system by which success is judged and paid for. Includes the metrics 
that constitute success, the level of payment, or tariff that is paid for 
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success and the timing of the payments. 

Preferred bidder The consortium selected after RfP evaluation to enter a phase of joint 
development with the Purchasing Agency. 

Purchasing Agency The lead Government agency who will procure the pilot, manage the 
contract and make payments to the Contracting Entity. 

Recovery William White (2009) Peer-based addiction recovery support:  Recovery 
involves three critical elements: sobriety (abstinence from alcohol; 
substances and unsubscribed substances); improvement in global health 
(physical, emotional, relational and ontological – life meaning and purpose) 
and; citizenship (positive participation in and contribution to communal life) 

Ministry of Health: ‘Rising to the challenge – the mental health and 
addiction service development plan 2012-2017’, ‘The process of change 
through which people improve their health and wellness, live a self-directed 
life and strive to reach their full potential’. 

Social Finance: Social Impact Bonds, ‘Enabling long term recovery from 
addiction’ Technical Appendices. October 2012. The holistic improvement 
of a substance mis-user’s life which includes more than cessation of the 
drug use. 

RfP Request for proposal 

Service / Provider 
Arranger 

An organisation within the consortium that coordinates other non-
government parties to deliver the outcome (i.e. investors and service 
providers). May have additional roles within the consortium as well. 

Service provider(s) Bodies who deliver services in the community aimed at achieving the 
target social outcomes. Can be either not-for-profit or for-profit. The service 
provider(s) may also be investors. 

Social Bonds A New Zealand initiative for the delivery of social services whereby a non-
government group commits to deliver a social outcome (e.g. reducing 
reoffending) and fund all the required  community services to achieve the 
outcome; under the commitment that government will pay the group based 
on the degree to which the social outcome is achieved. 

Social investment / 
social finance  

Non-government bodies or individuals  providing finance  with an 
expectation of a blended return (both commercial and social return) 

The market  Potential arrangers, investors and service providers. 

Working Group The cross-government group of officials for Social Bonds 
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Appendix 1 Overview of Social Bonds concept 
Social Bonds is an innovative delivery process that aspires to address intractable social issues more 
effectively, efficiently and sustainably. 

It builds on progress already seen from focusing on outcomes and results, rather than inputs and 
activities. 

The key difference to past initiatives is the use of social finance to place additional incentives on the 
delivery partner. 

The lifecycle of a Social Bonds project 

Social Bonds is a means by which government commissions a social outcome from a non-
government group. The lifecycle of a project follows the basic four step cycle illustrated below. 

■ First a social outcome is identified and clearly defined. This is important because it allows
government to specify what it wishes to purchase. The social outcome must be well defined and
targeted at a set population to allow it to be robustly measured later in the project lifecycle.

■ Second a non-government group comes together to contract with government and deliver the
social outcome. This group will be accountable to government for delivering the social outcome
and will have the flexibility to decide which services (inputs and outputs) it wishes to use to
produce the social outcome. The group will generally involve service providers and funders (e.g.
social investors).

■ Third the non-government group starts working in the target community. Government will not be
actively involved. The services are funded by the non-government group.

■ Fourth there is a robust measurement process whereby both government and the non-
government group test the performance against the defined social outcome. If the social outcome
is delivered to the agreed level then the government makes a payment to the non-government
group. This occurs at the end of the project and is also likely to happen at multiple points during
the project.

■ The concept relies on robust performance measurement and a strong commercial framework for
allocating risk. This chapter sets out requirements for a strong commercial framework when
developing the concept and the following chapter provides advice on designing a performance
measurement framework.



80 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 

Source: KPMG 
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Appendix 2 Case study selection 
A process has been followed to select a case study for the business case, using the 15 or so ideas 
generated from the market sounding and the criteria developed by the cross-Government working 
group. Key criteria were measurability, market capability and interest and Government priorities. 

32 possible social issues were raised by the Working Group in 2012. These were refined to 3 by the 
Ministry in early 2013 to take to the market sounding as example social issues. These were drugs 
and alcohol, teenage pregnancy and healthy housing. Following the March/April market sounding the 
list of possible social issues was consolidated to 16 (see diagram on following page).  

(This part of the document has been redacted.)

The 16 social issues were taken forward and evaluated against the criteria to reach a top 3-5. The first 
round of evaluation allowed social issues least suitable for a Social Bonds pilot to be filtered out (see 
diagram on following page). This left 10 social issues which were divided between Tier 1 and Tier 2 
based on their scores against the criteria. The Working Group then met to agree the social issue that 
would be used as a case study in the business case.

(This part of the document has been redacted.) 

Source: KPMG
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Appendix 3 Supporting evidence for the economic illustration of 
reducing harm from drugs and alcohol 

Estimating social value 

In the alcohol and drugs space some analysis exists on the rationale for early investment and the 
value Government may see, and therefore be willing to pay for, from social services. The 2009 Berl 
report for the Ministry and ACC provides an economic analysis of the negative impact of substance 
use on New Zealand21

The Berl analysis has been independently critiqued and it is likely the social costs have been 
overestimated.

. It estimated the social cost of harmful use of alcohol and other drugs to be 
$6,525 million in 2005/06.  

22

The social cost of alcohol and drug abuse is made up of the wide impacts on society and the 
economy, for example productivity losses, crime and poor health. There is evidence of direct links 
between substance abuse and negative social outcomes. For example in New Zealand:  

  The analysis is referred to in this business case to illustrate the social cost, not 
provide evidence of the social cost. The scale of the total costs and the comparative proportions of 
the cost components should not be relied on for the Social Bonds pilot, however the work does 
provide an illustration of the different types of social costs that should be considered for alcohol and 
drugs.  

■ 51% of crimes are committed under the influence of alcohol and other drugs.23

■ Alcohol is implicated in 35% of apprehensions for assaults, 18% of apprehensions for sexual 
assaults and 49% of apprehensions for disorderly conduct. 

  

24

■ 65% of sentenced offenders have a drug or alcohol problem. 

 
25

The make up of the social cost of harmful substance use from the Berl report is illustrated in Figure 
A. The social cost defined by Berl is made up of tangible costs and intangible costs. The cost 
categories are relevant; however the relative proportions of the costs should not be relied on. The 
intangible costs are made up of loss of life and lost quality of life caused by pain and disability. It is 
likely there are further intangible social costs which have not been quantified in the Berl analysis, for 
example the emotional impact on families.  

 

The components of the social costs (or impacts on society) will inform the measurement framework 
for the Social Bonds pilot (see Section 5). The impacts that can be measured and have a clear value 
for Government will be rewarded through the payment mechanism.   

 

 
 
21 Cost of harmful alcohol and other drug use, 2009, Berl Economics 
22 The Price of Everything, The Value of Nothing: A (Truly) External Review Of BERL’s Study Of Harmful Alcohol and Drug Use, 
Crampton and Burgess, June 2009 
23 Better Public Services Reducing Crime and Reoffending Results Action Plan, Ministry of Justice 
24 Better Public Services Reducing Crime and Reoffending Results Action Plan, Ministry of Justice 
25 Better Public Services Reducing Crime and Reoffending Results Action Plan, Ministry of Justice 
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Figure A: Components of the total social cost of harmful substance use 2005/06 

 
Source: Adapted from Berl 2009 

The direct costs to Government from drugs and alcohol are likely to be easier to estimate and validate 
that the wider social costs. Costs to Government include the net cost from increased expenditure in 
the justice and health systems, and reduced tax take from a reduced population, reduced output and 
consumption-related taxes. Berl estimated that almost half the costs to Government (and therefore 
the value from avoiding the costs) sit with the justice sector and approximately 20 percent sit with 
the health sector. The make up of the costs for these two sectors from Berl’s analysis is illustrated in 
Figures B and C.  

Figure B: Components of the healthcare cost of harmful substance use 2005/06 

 
Source: Adapted from Berl 2009 
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Figure C: Components of the justice system cost of harmful substance use 2005/06 
 

 
Source: Adapted from Berl 2009 
 
The Berl analysis, while it has limitations, illustrates that there is likely to be social value from treating 
alcohol and drug use and a significant portion of this is felt directly by Government through the justice 
and health sectors. The next section asks whether the social value (benefits) outweigh the costs of 
intervention. 

Estimating an appropriate price for each success  

There is evidence from the United States that every dollar invested in addiction treatment programs 
is estimated to yield a return of between $4 and $7 in reduced drug-related crime, criminal justice 
costs, and theft26

In theory Government should be willing to pay an equal or lower amount for prevention services than 
the social value. This only holds if the prevention services are known to be effective and the time 
value of money is taken into account. In practise it is recognised that Government has limited 
resources and needs to prioritise its spending. That said, if non-government bodies can invest 
themselves and reduce the social cost, in theory Government resources should be under less 
pressure and therefore could be used to pay back the investment from non-government bodies. It is 
acknowledged that Government is unlikely to see cashable savings from a Social Bonds pilot and in 
practise may still need to find resources to pay back the non-government bodies, as has been the 
experience overseas. 

. When savings related to healthcare are included, total savings can exceed costs by 
a ratio of 12 to 1. These estimates exclude the value created from increased productivity and 
improved quality of life.  

Government should be willing to pay more for the more serious cases i.e. those that create a greater 
social cost. The average social cost per harmful substance user in the Berl report is $9,800 (in 
2005/06 dollars). However, this covers 667,000 harmful users27 and does not draw out the higher 
costs driven by more serious users. UK analysis28

It is assumed that a small proportion of the 667,000 harmful users in 2005/06 drove a significant 
portion of the $6,525 billion social cost through unemployment, multiple interactions with the justice 

 has also found there was insufficient information to 
accurately differentiate between users and the value that could be assigned to each.   

 

 
 
26 www.drugabuse.gov 
27 Harmful users were described as drugs used outside a prescription and/or average daily alcohol consumption over 20 grams 
for women and 40 grams for men. 
28 Social Impact Bonds: Enabling long term recovery from addiction, 2012, Social Finance 
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sector and multiple interactions with the health sector. This is the Cohort the Social Bonds pilot will 
target because change in this Cohort is of greater value to communities and Government.  
Source: KPMG 

After selecting a high needs (and high potential social value) Cohort to target with the Social Bonds 
pilot, it is important to consider the current effectiveness of services and the opportunity for more 
value to be released. Those that do not recover will release no social value. Those that do recover will 
release a varying degree of social value depending on their characteristics, for example whether a 
person’s substance abuse prohibited them from maintaining meaningful employment. 

It has not been possible to get New Zealand information on the expected level of “recovery” from 
drug and alcohol treatment, however the UK National Drug Treatment Monitoring System (NDTMS) 
shows that 28 percent of adults who first entered treatment in 2005 to 2011 had successfully 
completed treatment and not returned by late 201129

 

. 39% did not complete treatment. While this is 
an output measure and does not provide the full story of whether the social cost was avoided, it has 
been used as a proxy for the analysis. 

 

 

 

 

 
 
29 Drug Treatment and Recovery in 2010-11, NHS, October 2011. 
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Appendix 4 Principles for discussions with bidders during 
procurement 
 

■ All bidders are treated fairly through a procurement process that ensures equal treatment and 
results in non-discriminatory and transparent decisions.  

− Open and honest discussions. If the solution being proposed by a bidder in a meeting does not 
meet the Procuring Agency’s expectations then the Procuring Agency will say so, however it is 
up to the bidder to provide alternative solutions.  The Procuring Agency and the bidder could 
work through proposed solutions together to test appropriateness, but it is the bidder’s 
solution.   

− Equal number of discussion meetings. The same number of discussion meetings on each 
broad area (e.g. commercial, legal, service delivery) is offered to each bidder. If one bidder 
requests more meetings, and the Procuring Agency agrees, then the other bidder/s will be 
offered additional sessions.  

− Clear agendas for discussion meetings. The Procuring Agency will set the broad areas and 
include any specific agenda items to discuss, however the remainder of the agenda to be 
worked up by the bidders. Agendas will not be shared between bidders.  

− Consistency over who, from the Procuring Agency’s team, meets with all bidders. This means 
there is consistency in the messages provided to the bidders across the different work areas.  

− Appropriate time set aside for meetings. The Procuring Authority will make themselves 
available for two hour meetings to enable detailed discussions.  

− Clarity and transparency of evaluation. The methodology for evaluation will be explained in the 
EoI and RfP documentation.  

■ All bidders will be clear what information will be circulated to other bidders and what will be kept 
confidential. The majority of conversations are expected to occur in parallel and not be shared 
between bidders. 

− Meeting notes to be sent to individual bidders and not shared between bidders. The issues 
agreed and action points of each discussion meeting will be written up by the Procuring 
Agency and sent to the relevant bidder. Bidders will not have access to information discussed 
and agreed in other bidders’ meetings, unless agreed by the relevant bidder.  

− Clarification points will be circulated to all. Genuine clarification about the EoI and/or RfP 
documentation, or amendments to the instructions, would be communicated to all bidders 
who are still active in the procurement. This holds even if the point is only raised by a single 
bidder.  

− Respecting bidders’ intellectual property (IP). Genuine IP will remain with the relevant bidder 
and will not be shared with other bidders unless it is agreed with the bidder. The Procuring 
Agency will need to agree with the bidder what is ‘genuine IP’ and what is the ‘norm’ in that 
service area/outcome.   

■ All bidders will be clear when the discussion process with the Procuring Agency will end. They 
will then be given time to finalise their RfP submissions.  
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− Expectations will be communicated early. The RfP documents will set out the level of detail 
required in RfP submissions and the expectations for further development after Preferred 
Bidder has been selected. 

■ The nature of the discussions will change once a Preferred Bidder is selected. While the 
Government will still be holding to its negotiating positions and retaining the right not to proceed, 
the focus will be working with the bidder to get the proposed pilot to the required standard. Some 
of the detailed development of measurement, payment and financing structures will only occur at 
this stage. This will require close working and joint problem solving. 

 



 

 

 88 
© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand.  
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative (“KPMG International”), a Swiss entity. 
 

Appendix 5 Proposed EoI Evaluation Criteria 
 

 
Area bidders will be asked to provide information on at EoI For 

information 
For 
evaluation 

1 Information on each member of the bidding consortium, including  
− lead bidder  
− consortium structure (for example details of providers and 

arrangers)  
− proposed organisational structure for delivery of the 

outcome. 

  

2 Defined social outcome and target and control populations.    
3 High level intervention logic 

− Current status of the social outcome 
− Where they aim to get to (goal) 
− Factors the parties could have influence over and why the 

parties can move from current status to goal 
− Expertise and indicative innovative solutions that parties will 

bring to the project. 
− Principles of measurement and payment framework. 

  

4 Proposed solution / services.   
5 Scale of project e.g. number of people in Cohort and high level 

cost of services. 
  

6 Team 
− Who will manage the bid and interaction with Government 

during the procurement process. 
− The resources they will commit to the pilot development 

process / procurement. 
− Who will manage the delivery of the pilot and how well are 

they linked with the bid management team. 
− How are the parties structured and will work together  
− Proposed approach to arranging and managing service 

providers and investment. 
− Level of commitment of each relevant party and contingency 

plans if there is a change e.g. exit of key personnel. 
− If not a complete consortium, how they will secure the other 

partners needed. 

  

7 Party sophistication 
− Track record of delivery with social success. 
− Governance arrangements. 
− Responsibilities and accountabilities of each party. 

  

8 Financial viability of individual parties and their parents 
− Assessment of the financial viability of all parties within the 

bidding consortium, assessed based on their role within the 
consortium.   

− Consideration of the size of each party based on the potential 
risk that will be transferred to them.   

  

9 Ability to finance  
− High level risk/reward comments. 
− Details of methodology for raising finance and any interaction 

to date with potential investors. 
− Workable outline of financing solution. 
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Appendix 6 Proposed RfP Evaluation Criteria 
 

 
Area bidders will be asked to provide information on at RfP For 

information 
For 
evaluation 

1 Team updates from EoI.   
2 Defined social outcome and target and control populations 

(updated from EoI as necessary). 
  

3 Intervention logic 
− Current status of the social outcome.  
− Where they aim to get to (goal). 
− Drivers of the social outcome and who has control over each 

(if there is control). 
− Factors the parties could have influence over and why the 

parties can move from current status to goal 
− Attribution of effort to impact 
− Understanding of the target Cohort and the make-up of sub-

groups within the Cohort. 
− How it will produce a different result to current services 
− Measurement framework and indicators, and link to payment 

principles 

  

4 Proposed solution / services including methodology  
− How and when this will be delivered  
− The level of innovation in the outcome and approach to 

achieving it 
− Roles of each party in delivery 
− Degree of innovation  

  

5 Scale of project e.g. number of people in Cohort, costing of 
services and admin costs and ability to define a control group or 
performance baseline.   

  

6 Party sophistication 
− Track record of delivery with social success  
− Governance 
− How parties will work together 
− Responsibilities and accountabilities of each party 
− Plans and processes in place if something goes wrong 

  

7 Financial viability of individual parties and their parents (updates 
from EoI) 

  

8 Ability to finance  
− Feasibility of proposed financing structure 
− Pricing of finance 
− Balance of risk / reward required 
− Level of finance obtained and methodology for raising any 

further finance required. 

  

9 Proposed risk allocation  
− Risks they would expect Government to hold or share 
− Approach to risk allocation within the consortium 

  

10 Acceptance of the contract   
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Appendix 7 Risk Allocation  
 

Risk 
Pilot project risk allocation  

Preferred risk allocation 

Pilot 
specific 
risk 
allocation 

 
Retained by 
Purchasing 
Agency 

Shared 

Transferred 
to the 
Contracting 
Entity 

 

Service delivery risks:  

Failure to plan for appropriate service delivery     

Availability of resources     

Availability of equipment / materials     

Provider capacity     

Provider default     

Failure to achieve defined social outcome     

Interface between central Government agencies     

Interface between non-government agencies     

Interface with Government agencies in relation to 
aspects of service delivery 

   
 

Effectiveness of services delivered     

Interface with Cohort     

Engagement/integration with other community 
services 

   
 

Integration with government services and 
organisations 

   
 

Long term impact on service users     

Negative impact on communities of performance 
below the baseline.   

   
 

Financial risks:  

Changes in cost of service provision during delivery 
stage     

Pilot overhead costs     

Cashflow during service delivery     

Cost of establishing a monitoring measurement 
regime     
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Risk 
Pilot project risk allocation  

Preferred risk allocation 

Pilot 
specific 
risk 
allocation 

 
Retained by 
Purchasing 
Agency 

Shared 

Transferred 
to the 
Contracting 
Entity 

 

Payment on achievement of social outcome     

Outcome measurement:  

Insufficient information to measure interim and final 
outcomes     

Measurement of achievement of interim and final 
outcomes     

Contracting risks:  

Change in specific Government policy     

Change in General Law     
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Appendix 8 Rationale for pilot project Commercial Principles 
Commercial 
area 

Proposed principle Rationale for proposed principle 

Term of 
contract 

The Contract will be for a set timeframe within 
an expected range of 3 - 7 years (to be agreed 
during the procurement process). The 
Purchasing Agency will be open to proposals 
for early expiry if sustained outcomes are 
achieved earlier than expected.  The 
Purchasing Agency will not be open to 
contract expiry on achievement of the 
outcome (without a backstop date) as this 
could mean the contract never expires.  

The Purchasing Agency will need to 
balance a desire for sustained 
outcomes with what can be achieved 
within a reasonable time period.  In 
addition to the potential timescale for 
achieving the outcome, there are 
also additional funding issues with an 
open ended contract (eg early exit of 
investors).   

Measures The Contracting Entity will be responsible for 
reporting actual performance during the 
operational period. The Contracting Entity will 
be responsible for collecting measurement 
information except where this is held by the 
Government, in which case the Purchasing 
Agency will share responsibility. Measures 
specified in the contract will be associated 
with: 
■ Achievement of the target social outcome 

(with payment associated with it). 
■ Achievement of any agreed interim 

milestones or leading indicators (with 
payment associated with them). 

This is a partnership approach where 
the Purchasing Agency will take a 
step back from day to day monitoring 
and service delivery.  Through the 
Framework T&Cs the Purchasing 
Agency will have the ability to test 
the information being provided by 
the Contracting Entity, with 
appropriate rectification and dispute 
procedures if the information is 
found to be incorrect.   

Bidder costs The procurement process is being designed to 
minimise procurement/bid costs for all parties.  
Bid costs will not be refunded by the 
Purchasing Agency to unsuccessful bidders.  

The procurement process (detailed in 
section 7.2 has been designed to 
limit bid costs and to develop the 
market of providers. The 
communication of this principle will 
be important during the pre-
procurement process, as will 
ensuring that the bidders have a 
clear understanding of what is 
required at each stage of the 
procurement process so that they do 
not incur high bid costs.       

Service design The Contracting Entity and subcontractors will 
be responsible for developing and delivering 
the service to meet the agreed outcomes.   

The Contracting Entity is responsible 
for delivery of the outcome.  
However, during the procurement 
process the Purchasing Agency will 
review the credibility of the service 
design to deliver the outcome and 
may elect to provide support where 
it is deemed necessary. 
The selection of the service area will 
ultimately be the responsibility of the 
Purchasing Agency through the 
procurement process, this will 
reduce the risk associated with 
‘cherry picking’ of service 
outcomes/areas.   
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Commercial 
area 

Proposed principle Rationale for proposed principle 

Non-
government 
integration 

The Contracting Entity will be required to 
manage all interfaces between organisations 
and investors within the consortia. 

The Purchasing Agency is looking to 
contract with one entity.  The 
responsibility of service delivery 
remains with that one entity, 
therefore any 
communication/interface issues 
required in achieving the outcome 
are the responsibility of the 
Contracting Entity. 

Government 
integration  

The Purchasing Agency will manage all 
interfaces between Government agencies and 
will provide adequate access for the 
Contracting Entity to Government agencies. 

At a high (non-service delivery) level 
the Purchasing Agency is best placed 
to manage the interface with other 
Government agencies.   

Government 
integration 
required for 
service delivery 

The Contracting Entity will manage interfaces 
with government agencies, for example 
representatives from the local DHB required to 
deliver the service and achieve the outcome.   

Local level, ‘day-to-day’ contact may 
be required to deliver the service and 
achieve the outcome.  The 
Contracting Entity (or providers) will 
be best placed to manage this 
interface. 
There will be clarity in the way in 
which this interface can take place, 
which will be agreed during the 
procurement process.   

Consortia 
change 

In the event that an organisation (e.g. provider 
or investor) has to be changed this is only on 
the approval of the Purchasing Agency not to 
be unreasonably withheld.  The Purchasing 
Agency is not looking for the pilot to create a 
secondary investor market.   

Given this is a pilot scheme for 
testing a concept, the Purchasing 
Agency is looking for commitment 
from all parties throughout the 
contract term.   

Step-in rights The Purchasing Agency will have limited step-
in rights, given the focus on outcomes. Failure 
to achieve the outcome would lead to contract 
expiry/termination, not step-in (i.e. the 
Purchasing Agency would not look to step in 
and provide the service to deliver the 
outcome).  In the event of failure, the contract 
will include wind up provisions to transition the 
Cohort.   

During procurement the appropriate 
milestones and leading indicators will 
be established.  These will be 
evaluated during service delivery.  
Where the Contracting Entity fails to 
achieve them rectification plans will 
be established.  Should there be 
continued failure the appropriate 
termination and transition processes 
will be implemented.   

Other contract 
termination 

Both parties are expected to have rights, 
under defined circumstances, to terminate the 
Contract. The Contract will specify events 
where performance may lead to Contracting 
Entity default e.g. negligence, fraudulent 
reporting. It will also specify provisions for 
unexpected events, such as significant change 
in Government policy. In the event the 
Contract needs to be terminated, the 
Contracting Entity’s performance will be taken 
into account in establishing any termination 
payments. 
 
Note - This is a different position to the 
Framework T&Cs approach to termination.   

There will be no ability for 
termination ‘at will’ for any party.  
This provides commitment of the 
Contracting Entity for delivery of the 
outcome, and commitment to the 
service area.  It also provides 
commitment to the Contracting 
Entity that the Purchasing Agency 
does not have the ability to terminate 
for convenience.  This will reduce the 
element of risk price included in the 
submission.     
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Commercial 
area 

Proposed principle Rationale for proposed principle 

Risk allocation 
within the 
consortia 

Risk allocation (between the contracting 
parties) will be as set out in Appendix 7 and 
will not exceed individual organisation’s ability 
to manage and absorb those risks.   

The majority of risk transferred to the 
Contracting Entity is expected to be 
borne by the Social Investors and 
Arrangers, not passed down to the 
Providers. This is recognising the 
size of Providers in the market and 
the need for alignment between risk 
and return.  Providers could act as 
investors as well if they chose.  Risk 
allocation within the consortium will 
be reviewed during the procurement 
process (detailed below). 

Purchasing 
Agency 
involvement in 
risk allocation 
within the 
consortia 

The Purchasing Agency will evaluate the 
structure and risk allocation of the consortia 
during procurement.  This will form part of the 
subcontract agreements.   

The Social Bonds market is 
undeveloped so the Purchasing 
Agency will need to ensure there is 
reasonable risk transfer within the 
consortia for the contractual 
arrangements to be sustainable over 
the pilot period. Passing too much 
risk to providers may impact their 
ability to deliver services (under this 
contract or other agreements).    

Intellectual 
Property (IP) 

Each party retains ownership of IP owned prior 
to commencement of service delivery.  
Ownership of new IP created during the pilot 
will e negotiated during procurement. 

There is a policy trend towards 
vesting any IP developed during a 
contract with the party best placed to 
commercialise it30

Full cost 
approach 

, however this is at 
the discretion of the Purchasing 
Agency. 

It is expected that, assuming good 
performance, the Purchasing Agency payment 
will cover the direct service costs, direct 
management costs, some portion of 
overheads and a performance payment. 
Funding within the pilot will not be used to 
cross-subsidise other activities of the 
Contracting Entity and its partners. The 
Purchasing Agency would not expect the pilot 
to hold costs which are already covered by 
other contracts.  

The Payment Mechanism  will set 
out how much, and when, the 
Contracting Entity will get paid by the 
Purchasing Agency.  The full cost 
(capital and revenue) of providing the 
service is the responsibility of the 
Contracting Entity.  It is the 
Contracting Agency’s responsibility 
to manage service delivery costs, 
and anticipated returns, within the 
total revenue achievable from the 
Purchasing Agency.   

Capital costs The majority of the finance is expected to be 
applied to operational service delivery rather 
than capital items. Where capital is necessary 
to underpin service delivery the investment 
would need to be transparent in bids and the 
Purchasing Agency would only pay the 
amortised cost over the period of the contract.  

As above.   

 

 
 
30 Government rules of sourcing: Rules for planning your procurement, approaching the market and contracting, MBIE, 2013. 
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Commercial 
area 

Proposed principle Rationale for proposed principle 

Additional pilot 
requirements 

The Contracting Entity will be obliged to 
participate constructively in the pilot evaluation 
and lessons learnt process.  

As this is a pilot to test the Social 
Bonds concept there will be a 
requirement to test the effectiveness 
of the concept, to contribute through 
the lessons learnt process which will 
be used to assist in the development 
of future projects.   
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Appendix 9 Payment Options  
 

Payment 
mechanism area 

Pros Cons Proposed principle for the pilot 
project 

Payment frequency 

Regular time based 
payment  

For example, a 
regular payment 
made from the 
Purchasing Agency 
to the Contracting 
Entity every month 
during the service 
delivery period.   

■ Reduces the working 
capital, and therefore 
financing requirements of 
the Contracting 
Entity/subcontractors 
meaning that the finance 
can be used to focus on 
delivery of the services 
required to achieve the 
outcome. 

 

■ Representative of more 
traditional forms of 
contracting, not 
outcomes based 
contracting.   

■ Limits the risk that is 
transferred to the 
Contracting Entity. 

■ Reduces the risk 
transferred to the 
Provider(s).  While this 
benefits the 
Contracting Entity it 
does not support the 
key principle of 
outcome based 
contracting for the 
Purchasing Agency.   

■ While it reduces the 
risk transferred to the 
Providers, it also 
reduces the risk 
transferred to the 
Contracting Entity 
therefore limiting the 
risk associated with 
achieving the Social 
Outcome.  

■ Regular payments prompted 
by timing will not be used in 
Social Bonds. 

■ This provides a level of 
underwrite from the 
Purchasing Agency to the 
Contracting Entity however 
does not support the 
outcome based payment 
principle.   

Interim payments 
based on 
achievement of 
leading indicators 

For example, 
leading indicators 
are agreed during 
the procurement 
phase.  These are 
leading indicators 
working towards 
achievement of the 
social outcome.  
Performance 
against these are 
measured during 
the service delivery 
period. If the 
leading indicator is 
achieved the 
agreed proportional 
payment is made 

■ Provides the Purchasing 
Agency with a level of 
certainty that the service 
delivery is achieving the 
required leading 
indicators which support 
the delivery of the final 
outcome.  This reduces 
the risk of failure to 
achieve the final 
outcome.  Should a 
leading indicator not be 
achieved it will provide 
focus and trigger 
rectification so that the 
issues are resolved, 
providing greater 
certainty that the final 
outcome will be 
achieved.   

■ Provides an element of 
underwrite to the 
Contracting Entity, 
reducing the risk 
associated with service 

■ The Purchasing Agency 
will have to plan for the 
payments during the 
delivery period.  Actual 
payment will only be 
made if the leading 
indicators are achieved.   

■ The timing of payments 
may vary from planned 
depending on when a 
leading indicator is 
achieved.  

■ The Purchasing Agency 
should be open to an element 
of the cost of the project 
being underwritten, based on 
the achievement of the 
Contracting Entity against 
agreed measures during the 
service delivery period.   

■ Interim payments based on 
achieving leading indicators 
will be considered if proposed 
by a bidder during the 
procurement process.  The 
majority of the total payment 
for under the contract will, 
however, be based on 
achieving the Social 
Outcome.   

■ The proportion of the full 
payment payable on 
achieving leading indicators 
will be specific to the pilot 
project.   
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Payment 
mechanism area 

Pros Cons Proposed principle for the pilot 
project 

to the Contracting 
Entity.  

delivery of the final 
outcome.  These 
payments follow the 
outcomes based 
payment concept as the 
Contracting Entity will 
have to show 
achievement of leading 
indicators before the 
interim payment is made.   

■ This form of interim 
payment reflects 
concerns raised by the 
market during market 
consultation process 
relating to the amount of 
risk to be transferred for 
Social Bonds projects if 
based fully on achieving 
the final outcome.   

■ Reduces the working 
capital, and therefore 
financing requirements of 
the Contracting 
Entity/subcontractors 
meaning that the finance 
can be used to focus on 
delivery of the services 
required to achieve the 
outcome.   

Payments based 
on achievement of 
interim 
milestone(s) 

For example, 
interim 
milestone(s) are 
agreed during the 
procurement 
phase.  
Performance 
against the 
milestone(s) is 
measured during 
the service delivery 
period. If the 
milestone is 
achieved the 
agreed proportional 
payment is made 
to the Contracting 
Entity. 

■ Provides the Purchasing 
Agency with a level of 
certainty that the service 
delivery is achieving the 
required leading 
indicators which support 
the delivery of the final 
outcome.  This reduces 
the risk of failure to 
achieve the final 
outcome.  Should a 
leading indicator not be 
achieved it will provide 
focus and trigger 
rectification so that the 
issues are resolved, 
providing greater 
certainty that the final 
outcome will be 
achieved.   

■ Provides an element of 
underwrite to the 
Contracting Entity, 
reducing the risk 
associated with service 
delivery of the final 
outcome.  These 
payments follow the 
outcomes based 

■ The Purchasing Agency 
will have to plan for the 
payments during the 
delivery period.  Actual 
payment will only be 
made if the interim 
milestone(s) are 
achieved.   

■ The timing of payments 
may vary from planned 
depending on when a 
milestone is achieved. 

■ The Purchasing Agency 
should be open to an element 
of the cost of the project 
being underwritten, based on 
the achievement of the 
Contracting Entity against 
agreed measures during the 
service delivery period.   

■ Payments based on achieving 
agreed interim milestones 
will be considered if proposed 
by a bidder during the 
procurement process.  The 
majority of the total payment 
for under the contract will, 
however, be based on 
achieving the Social 
Outcome.   

■ The proportion of the full 
payment payable on 
achieving the interim 
milestone will be specific to 
the pilot project.   
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Payment 
mechanism area 

Pros Cons Proposed principle for the pilot 
project 

payment concept as the 
Contracting Entity will 
have to show 
achievement of leading 
indicators before the 
interim payment is made.   

■ This form of interim 
payment reflects 
concerns raised by the 
market during market 
consultation process 
relating to the amount of 
risk to be transferred for 
Social Bonds projects.   

■ Reduces the working 
capital, and therefore 
financing requirements of 
the Contracting 
Entity/subcontractors 
meaning that the finance 
can be used to focus on 
delivery of the services 
required to achieve the 
outcome. 

Payment on 
successful 
outcome 
achievement  

For example, 
achievement of the 
social outcome, 
against the agreed 
measures 
(including the 
agreed 
sustainability 
period) will lead to 
payment being 
made from the 
Purchasing Agency 
to the Contracting 
Entity 

■ This is the fundamental 
principle of the Social 
Bonds concept.  It 
incentivises delivery of 
the sustained, agreed, 
social outcome.   

■ The risk associated 
with delivery of the 
outcome is passed to 
the Contracting Entity 
(and their 
subcontractors).  If this 
is the only payment 
method used then the 
market has identified 
that this level of risk 
transfer would 
significantly impact the 
number of bidders 
responding to the EoI 
and could lead to failure 
of some of the smaller 
providers.  

■ This is the core principle of 
the Social Bonds concept and 
will therefore represent the 
majority of the payment 
made to the Contracting 
Entity. 

■ Where other principles are 
incorporated into the 
Payment Mechanism  the 
majority of payment to the 
Contracting Entity will be 
based on achievement of the 
social outcome.   

■ The focus will be on 
achievement of a sustainable 
social outcome, which will be 
incorporated into the 
measurement process.     

Payment 
proportional to 
level of success in 
achieving the 
outcome. 

For example the 
outcome can be 
partionally  
achieved, or has 
increasing target 
levels for 

■ Provides an incentive to 
the Contracting Entity to 
achieve the highest 
measure of outcome so 
that they receive full 
payment. 

■ Reduces the level of risk 
retained by the 
Purchasing Agency as 
payment is based on the 
level that the outcome is 
achieved.   

■ Allows varying levels of 
achievement of the 
outcome. 

■ The inclusion of this concept 
will be dependent on the pilot 
project proposed by the 
bidders. 
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Payment 
mechanism area 

Pros Cons Proposed principle for the pilot 
project 

achievement with 
payment attached.  

Total payment made from the Purchasing Agency to the Contracting Entity 

Total amount 
available for 
payment from the 
Purchasing Agency 
to the Contracting 
Entity is fixed 
during the 
procurement 
stage. 

For example the 
value of the 
outcome will be 
assessed and 
known.  The total 
payment will not 
increase due to 
inflation.  

■ This provides cost 
certainty to the 
Purchasing Agency. 

■ The apportionment of the 
total cost (for interim 
payments and against 
achievement of the 
Social Outcome) will also 
be known, and therefore 
timing of payment can be 
planned for.   

■ The risk associated with 
inflation is transferred to 
the Contracting Entity. 

 

■ The Purchasing Agency 
will be contractually 
committed to the total 
funding for the project.  
The timing of the 
funding may vary 
depending on how 
payment is apportioned 
between achievement 
of the social outcome, 
interim milestones, or 
achievement of leading 
indicators and when 
these payments will be 
made may vary from 
planned.   

■ The total value of the Social 
Outcome will be agreed 
during the procurement 
process. 

■ The apportionment of this 
total will be agreed during the 
procurement phase.   

Government investment into the project 

Government 
(through the 
Purchasing 
Agency) invests 
into the 
Contracting Entity 

■ Enables the Government 
to have representation on 
the Governing Body for 
the Contracting Entity 

■ Investing reduces the 
level of risk transferred 
to the Contracting 
Entity which goes 
against the principle of 
Outcomes based 
payment.   

■ Investment increases 
the level of involvement 
the Purchasing Agency 
has in the day to day 
activity of the 
Contracting Entity.  This 
would not form part of 
the Purchasing 
Agency’s normal 
activities. 

■ The Purchasing Agency will 
not be an investor in the 
Contracting Entity. 

■ If required on a project, 
governance representation 
can be achieved through the 
contract without capital 
investment being required. 

■ The Framework T&Cs include 
consent processes to ensure 
that the Contracting Entity 
can undertake day to day 
business and governance 
decisions however key 
governance decisions will 
require Purchasing Agency 
approval or consent.   
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Appendix 10 Implementation plan  
This plan has been developed based on information available at the time. It will need to be reviewed and updated by the Project Director. 

 

Implementation Plan for Social Bonds pilot Monthly Key Milestone
Quarterly Active work

Year
Month Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul/Sep Oct/Dec Jan/Mar Apr/Jun Jul/Sep Oct/Dec Jan/Mar Apr/Jun
Approval of Business Case
Establish Project Team and Governance
Business case decision
Market briefing 
Procurement
Market Consultation
Draft EOI
EOI released
Request EOI responses
EOI Submission
Shortlist
Draft RFP
Finalise RFP
RFP released to shortlist
Request RFP responses
RFP Submission
RFP Evaluation
Shortlist
Contract drafting
Joint development
Finalise Contract
Contract negotiations
Up skilling preferred bidder
Pilot planning
Pilot design
Financing
Governance structures
Pilot Scheduling
Collecting baseline data 
Establish measurement data bench mark
Operational commencement
Pilot measurement points
Pilot measurement reports 
Pilot close
Contractor dis-establishment
Post-pilot evaluation
Lessons learnt
Benefits realisation
Post-pilot evaluation

2013 2014 2014 2018 20192015
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Appendix 11 Risk register as at May 2013 
 

 

 

 

 

 

 

 

Ref Risk Risk description Likelihood Consequence if 
risk occurs

Risk Rating Mitigation Risk Owner

1 Cabinet does not agree to pilot Social 
Bonds the Business Case

If Cabinet does not agree to pilot Social Bonds the pilot will  not occur. Possible Major Medium A robust Business Case has been developed which identifies the  benefits of Social 
Bonds when compared to more traditional methods for public service provision. 
Other Government agencies have been included during the Business Case 

Project Sponsor

2 Change in Government policy If there is a change to Government policy or personnel, it could negatively impact the 
Social Bonds pilot.  If this occurs before contract signing, it could stop the Social 
Bonds pilot commencing.

Possible Substantial Medium Exit and pause points will  be built into procurement. Project Director

3 Funding levels decrease before contract 
signing

If the funding levels decrease before contract signing it could stop the Social Bonds 
pilot commencing.

Very Unlikely Major Low Funding levels will  be confirmed before the EOI is released to the market. Project Sponsor

4 Funding is directed away from existing 
projects into the pilot

If funding is directed away from existing projects  it could have a negative impact on 
the social services provided, in exchange for the Social Bonds pilot.

Likely Moderate Low As part of the process to confirm funding, consideration will  be given to the effect on 
other social services. 

Project Director

5 Ministry of Health loses key resources If the Ministry loses key resources during the business case, procurement and 
operation of the Social Bonds pilot knowledge may be lost, potentially affecting the 
timeline and creating information gaps in the project.

Possible Substantial Medium A resource replacement plan will  be put in place. Project Sponsor

6 Negative media attention If the Social Bonds pilot receives negative media attention, public confidence in 
Social Bonds may reduce, creating barriers for the pilot and similar pilots in the 
future. 

Possible Substantial Medium The Business Case outlines the need to develop a stakeholder engagement strategy 
and communications plan to manage media communications. Concerns will  be 
addressed and managed as they arise; guided by the stakeholder engagement 
strategy.

Project Director

7 Social Bonds pilot framework fit to the 
New Zealand economy

If the New Zealand Social Bonds pilot framework is built on from other international 
schemes, of a similar nature, without the appropriate tailoring, there may be a risk 
the framework does not fulfi l  its purpose and achieve the desired outcomes.

Possible Moderate Low The Social Bonds pilot framework will  be adequately tailored to suit the needs of 
New Zealand, including the Ministry, wider Government, investors, arrangers, service 
providers, the target and control populations and wider stakeholders.

Project Sponsor

8 The Social Bonds pilot contract is not fit 
for purpose

If the Social Bonds pilot uses a contract different to the MBIE NGO contract, there is 
a risk it wil l  not be fit purpose.

Possible Moderate Low The contract will  be based off existing Government framework contracts and will  be 
tailored for Social Bonds and in particular a pilot project. The contract used will  fit 
the Social Bonds pilot initiative specifically. In addition to the standard clauses, the 
alternative clauses will  contain the detailed schedules and exhibits pertaining to the 
Social Bonds pilot, each of which will  be made part of the overall  contractual 
agreement. 

Project Director

9 Social Bonds pilot measurement 
framework is not familiar to providers

If the Social Bonds pilot does not use the Results Based Accounting framework for 
performance measurement, providers may not be familiar with the framework used 
and may loose confidence in the measurement.

Possible Moderate Low The Social Bonds pilot measurement framework will  be finalised during joint 
development with the preferred consortium. The measurement framework will  form 
an integral part of the service provider up skil l ing phase.

Project Director

10 Finance cannot be raised If funding cannot be raised for the Social Bond pilot the pilot will  not move to the 
operation phase

Unlikely Major Medium A market consultation has been undertaken to gauge the interest from potential 
investors. From this, the drivers affecting investors appetite for social bonds were 
noted which were taken into consideration when selecting the social issue for the 
Social Bonds pilot and developing measurement frameworks. An investor advisory 
panel during procurement is being considered. 

Project Sponsor

11 Arranger with the appropriate skil ls 
cannot be found

If an arranger with the appropriate expertise cannot be found then Government may 
need to commit additional resources to the Social Bonds pilot adding additional 
administrative expense to the Social Bonds pilot.

Possible Substantial Medium A market consultation has been undertaken to gauge the skil ls of arrangers. Project Director

Social Bonds Project Risks

Pre-procurement
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Ref Risk Risk description Likelihood Consequence if 
risk occurs

Risk Rating Mitigation Risk responsibility

12 Change in Government policy If there is a change to Government policy or personnel, it could negatively impact the 
Social Bonds pilot.    If this occurred before contract signing, it could stop the Social 
Bonds pilot commencing.

Possible Major Medium Exit and pause points will  be built into procurement. Project Sponsor

13 Funding levels decrease before contract 
signing

If the funding levels decrease before contract signing it could stop the Social Bonds 
pilot commencing.

Very Unlikely Major Low Funding will  be confirmed before the EOI is released to the market. The Ministry 
finance team will  be updated regularly during procurement as the funding 
requirements become more certain.

Project Director

14 Ministry of Health and the consortium 
cannot agree on the contract

If there is no agreement on the contract the Social Bonds pilot will  not commence. Possible Major Medium Expectations and requirements will  be set out in EOI and RFP documents so 
consortia understand Government terms and conditions early in the process. 
Government recognises that as this is a pilot, it wil l  need significant involvement in 
joint development to ensure the contract terms are agreeable to both Government 
and consortia.  

Project Sponsor

15 An appropriate consortium is not formed. If the appropriate consortium is not formed this could stop the Social Bonds pilot 
from commencing operation.

Very Unlikely Major Low The market consultation exercise has provided confidence that there are sufficient 
arrangers, investors and providers in the market to form a consortium.  If required 
Government will  facil itate match making of the consortia organisations.

Project Director

16 Financial arranger does not sufficiently 
know the financial market

If the financial arranger does not know the investor market enough the arranger may 
not be able to manage the funds appropriately, and introduce additional 
unnecessary risks. 

Possible Moderate Low During the evaluation of EOI and RFP responses, the capabil ity of the financial 
arranger will  be assessed.

Project Sponsor

17 Procurement phase takes longer than 
planned (including contract signing)

If the procurement phase (which includes contracting, bringing the consortia 
together and training the service providers) takes longer than planned it wil l  delay 
the commencement of the Social Bonds pilot.

Likely Substantial Medium An implementation plan has been prepared and will  be monitored on a regular 
basis.

Project Director

18 Procurement costs are greater than 
expected

If the procurement costs are greater than expected it wil l  add to the Government's 
administrative costs for the Social Bonds pilot.

Possible Moderate Low A procurement budget will  be prepared and monitored on a regular basis. Project Sponsor

19 Arranger loses key resources If the arranger loses key resources there may be a loss of project knowledge. Possible Moderate Low Resource management and contingency plans will  be requested, and evaluated, as 
part of the EOI and RFP evaluation.

Project Director

20 Investor loses key resources If the investor loses key resources there may be a loss of project knowledge. Possible Moderate Low Resource management and contingency plans will  be requested, and evaluated, as 
part of the EOI and RFP evaluation.

Project Director

21 Service provider loses key resources (e.g. 
Subject Matter Expert [SME])

If the service provider loses key resources there may be a loss of project knowledge 
(e.g. a SME leaves the service provider who has been instrumental in the delivery of 
the innovative approach to service provision).

Possible Moderate Low Resource management and contingency plans will  be requested, and evaluated, as 
part of the EOI and RFP evaluation.

Project Director

22 Interface issues between organisations 
that make up the consortia

If the interface between the organisations which make up the consortia are not 
clearly defined a gap between responsibil ities may develop.

Unlikely Major Medium During procurement, consortia will  be required to provide information on how its 
organisations will  work together and resolve any issues.

Project Sponsor

23 Timeframes for the Social Bonds pilot are 
accelerated

If key stakeholders wish to accelerate the Social Bonds pilot it may impact the 
quality of the process itself and not allow the necessary time to adequately develop 
the consortia and gain stakeholder buy-in. 

Very Unlikely Substantial Low The Ministry will  manage communications with key stakeholders and highlight any 
risks associated with accelerating the timescale.

Project Director

24 Procurement processes are not fair and 
transparent

If the procurement processes are not fair and transparent some bidders may receive 
additional information where others won't, this wil l  reduce the credibil ity of the 
process resulting in a lack of confidence in the pilot possibly leading to l imited buy-
in.

Very Unlikely Substantial Low Ministry procurement team along with MBIE will  develop the procurement processs 
to ensure it is fair and transparent. Existing policies and processes will  be 
leveraged.

Project Sponsor

Social Bonds Project Risks.

During procurement
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Ref Risk Risk description Likelihood Consequence if 
risk occurs

Risk Rating Mitigation Risk responsibility

25 No bids received If no bids are received there will  be no organisations available to execute the Social 
Bonds pilot and hence the pilot will  not commence.

Unlikely Major Medium A market consultation exercise was carried out and demonstrated a high level of 
interest in the Social Bonds pilot from potential investors, providers and arrangers.  
The stakeholder engagement strategy will  be used to continue to build market 
interest during procurement.

Project Sponsor

26 Low level of competition for EOI If there is a low level of competition during the EOI phase then the Social Bonds pilot 
may not receive competitive proposals at the RFP phase possibly reducing the 
quality of responses and potentially leading to increased costs.

Unlikely Moderate Minimal A market consultation exercise was carried out and demonstrated a high level of 
interest in the Social Bonds pilot from potential investors, providers and arrangers.

Project Sponsor

27 Government is unable to make the 
necessary decisions for procurement 
within the timeframes required

If Government  is unable to make the necessary decisions in the necessary 
timeframes the Social Bonds pilot will  be delayed.

Possible Moderate Low The roles and responsibil ities of the decision makers have been documented as part 
of the business case. Government decision making timeframes will  be measured on a 
regular basis.

Project Director

28 Appropriate resources and capabil ity for 
complex contracting is not available 
within Government

If the resources and capabil ity for contracting is not available within Government, 
Government may need to acquire additional resources or external advisors at 
additional cost.

Likely Substantial Medium Resources and capabil ity within Government will  be regularly assessed.  Additional 
resources will  be secured as required.

Project Sponsor

29 Ministry of Health loses key resources If the Ministry of Health loses key resources during the business case, procurement 
and operation of the Social Bonds pilot knowledge may be lost, potentially affecting 
the timeline and creating information gaps in the project.

Possible Substantial Medium Resource management and contingency plans will  be put in place. Project Sponsor

30 Delays from project enablers,  e.g. other 
Government agencies, not being aligned 
to the project timeline

If there are delays from key project enablers this may delay the commencement of, 
and milestones during, the Social Bonds pilot.

Unlikely Substantial Low A dependency register will  be developed and managed.  The SBPB will  have 
responsibil ity for facil itating access to project enablers.

SBPB

31 Joint development period is longer than 
planned

If the joint development period takes longer than planned it could delay the 
commencement of the Social Bonds pilot.

Possible Substantial Medium An implementation plan has been prepared and will  be regularly monitored. Project Sponsor

32 Outcomes are not clearly defined at the 
start of the pilot

If the outcomes the Social Bonds pilot aims to achieve are not clearly defined at the 
outset of the pilot, measurement will  be impaired and planned outcomes may not be 
achieved.

Unlikely Substantial Low The outcomes will  be clearly defined and articulated during the procurement phase 
to ensure they are clearly understood by all  stakeholders and aligned with the Social 
Bonds pilot.

Project Director

33 Negative media attention If the Social Bonds pilot receives negative media attention it is possible public 
confidence will  reduce for the pilot, potentially creating barriers for the Social 
Bonds pilot and similar schemes in the future.

Possible Substantial Medium The communication plan will  manage all  communications to the media, it wil l  also 
outline the method and responsibil ity for responding to negative media attention.

Project Sponsor

34 Control group, or clear baseline 
comparator is not available

If there is not an easily identifiable control group, or clear baseline comparator, 
there may be additional challenges measuring the target groups performance and 
determining the degree to which external factors affect the control and target groups.

Possible Substantial Medium Prior to the procurement phase, analysis wil l  be carried out to test the availabil ity of 
a control or baseline group.  The abil ity to measure will  be part of the evaluation 
criteria.

Project Director

35 Robust relevant objective data is not 
available

If there is a lack of robust relevant objective data the accuracy of the performance 
measurement may be diminished, negatively affecting the reliabil ity of performance 
payments.

Possible Substantial Medium Prior to the procurement phase, analysis wil l  be carried out to test the availabil ity of 
robust relevant objective data. The abil ity to measure will  be part of the evaluation 
criteria.

Project Sponsor

36 The target population is not well  defined 
or of sufficient scale

If the target population is not clearly defined an unplanned cohort may be targeted 
by providers or providers may target an unnecessarily wide cohort impacting the 
accuracy of performance measurement. Similarly, if the target population is not of 
sufficient scale it wil l  create challenges measuring the degree to which the social 
outcome is achieved.

Possible Substantial Medium Prior to the procurement phase, analysis wil l  be carried out to ensure the target 
population is clearly defined. The abil ity to measure will  be part of the evaluation 
criteria.

Project Director

39 Change in Government policy If there is a change to Government policy or personnel, it could negatively impact the 
Social Bonds pilot.   If this occurred during operation, i .e. after contract signing, the 
contract would override policy changes.

Possible Minor Minimal Contingency plan with exit or pause points as appropriate. Project Sponsor

40 Funding levels decrease during operation If the funding levels decrease as the project progresses it could impede performance 
payments to providers.

Very Unlikely Substantial Low Commitments within Government will  be agreed before contract signing.  Funding 
levels will  be regularly monitored against required levels.

Project Director

During procurement

Social Bonds Project Risks
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Ref Risk Risk description Likelihood Consequence if 
risk occurs

Risk Rating Mitigation Risk responsibility

41 Interface issues between the consortium 
and stakeholders

If the interface between the consortium and stakeholders is not clearly defined, 
managed or l ines of communications are not clear, it may lead to a breakdown of 
trust between the consortia and stakeholders, negatively impacting the Social Bonds 
pilot, associated outcomes, and the wider community.

Unlikely Major Medium A stakeholder and communications plan will  be developed to manage all  
communications between stakeholders including the consortia to ensure 
transparency and maintain the integrity of the consortia.

Project Sponsor

42 The measurement framework and 
payment level does not create a coherent 
and functional incentive structure

If the measurement framework and associated payment level does not create enough 
incentive for the provider to perform the social outcome may not be achieved.

Possible Moderate Low The measurement framework will  be developed in conjunction with the provider to 
ensure incentives are aligned.

Project Director

43 Control group, or clear baseline 
comparator, not available

If there is not an easily identifiable control group, or clear baseline comparator, 
there may be additional challenges measuring the target groups performance and 
identifying the influence of external factors which would otherwise affect a control 
group and the target group.

Possible Substantial Medium During the procurement phase, analysis wil l  be carried out to test the availabil ity of 
a control or baseline group.

Project Director

44 The target population is not well  defined 
or of sufficient scale

If the target population is not clearly defined an unplanned cohort may be targeted 
by providers or providers may target an unnecessarily wide cohort impacting the 
accuracy of performance measurement. Similarly, if the target population is not of 
sufficient scale it wil l  create challenges measuring the degree to which the social 
outcome is achieved.

Possible Substantial Medium During the procurement phase, analysis wil l  be carried out to ensure the target 
population is clearly defined.

Project Sponsor

45 Robust relevant objective data is not 
available

If there is a lack of robust relevant objective data the accuracy of the performance 
measurement may be diminished, negatively affecting the reliabil ity of performance 
payments.

Possible Substantial Medium During the procurement phase, analysis wil l  be carried out to test the availabil ity of 
robust relevant objective data.

Project Sponsor

46 Evaluation of performance is not robust If the evaluation of performance metrics measuring the social outcome are not 
robust  the Government, arranger, provider and investors and external stakeholders 
will  not have comfort the social outcome is being achieved for the target population.

Possible Moderate Low As part of the procurement phase the performance metrics will  be worked up to 
ensure they are aligned with the social outcome, investors, arrangers and service 
providers and the evaluation method is sound and easily understandably by all  
stakeholders. 

Project Director

47 Service users are not able or will ing to 
engage with the new services delivered 
under the Social Bonds pilot

If the service users are not able or will ing to engage with the innovative approaches 
the service provider takes, to deliver on the social outcomes, there may be a risk the 
provider is not successful and the Social Bond pilot does not achieve the desired 
outcomes.

Possible Moderate Low Service design will  be reviewed during joint development.  In the initial phases of 
pilot operation, regular monitoring will  be carried out to help to understand the 
approaches the service provider takes to gain service user buy-in for the approach to 
service provision.

Project Sponsor

48 Service users left without service when 
the transition is made from the old 
service to the new Social Bonds pilot 
service. 

There is a risk the transition from the old service to the new service leaves some 
people without services as the target population for the new services will  need to be 
ring fenced. 

Possible Moderate Low Transition planning will  be undertaken during joint development.  The stakeholder 
engagement strategy will  include engagement with service users.

Project Director

49 Implementation phase may take longer 
than planned, delaying operational 
commencement of the Social Bonds pilot

If the implementation phase takes longer than planned it wil l  delay the 
commencement of the Social Bonds pilot.

Possible Moderate Low An implementation plan has been prepared and will  be monitored on a regular 
basis.

Project Sponsor

50 Dispute arises between the consortium 
and the Ministry

If the consortium (the investor, arranger and service provider) and the Ministry  had 
a breakdown of their relationship during the operation of  the Social Bonds pilot 
there may be a requirement for Government to step in to resolve any disputes. 

Possible Moderate Low Social Bonds pilot roles, responsibil ities and scope of each participant of the 
consortium and the Ministry will  be clearly defined to help reduce the l ikelihood of 
disputes. Should a dispute occur, the disputes resolution process will  be followed. 

Project Director

51 Disputes between service providers and 
the Ministry

If there are disputes between the service provider and the Ministry of Health over the 
social outcome targets to be achieved, either the service provider or the Ministry 
may loose confidence in one another negatively impacting the social outcome 
measurement process. 

Possible Moderate Low Social Bonds pilot roles, responsibil ities and scope of each the service provider will  
be clearly defined to help reduce the l ikelihood of disputes between the provider and 
the Ministry. Should a dispute occur the disputes resolution process will  be 
followed. 

Project Sponsor

52 Service provider fails to meet targets at 
measurement points

If there is no sign of progress towards the first milestone or after the first 
measurement point toward the second measurement point it could show the provider 
is not tracking toward delivering on the social outcome. If the provider continues to 
not achieve  the targets at the measurement points the Ministry may need to step in. 

Possible Moderate Low Regular reporting will  monitor the service providers performance throughout the 
duration of the Social Bonds pilot. If progress is not being achieved towards 
milestones, Government will  request the consortium to provide a turn around plan.

Project Sponsor

Social Bonds Project Risks

During operation
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Ref Risk Risk description Likelihood Consequence if 
risk occurs

Risk Rating Mitigation Risk responsibility

53 Ministry wishes to stop the Social Bonds 
pilot due to outcomes not being achieved

If the pilot is fail ing to meet targets and the Ministry wishes to  stop the Social Bonds 
pilot it could result in negative media attention and cause a number of issues for the 
consortium.

Possible Moderate Low A comprehensive evaluation process will  be completed to ensure the provider has 
the capabil ity to deliver on the social outcome. Monitoring reports and forecasts 
will  provide early indications of potential issues so the provider can act proactively. 

Project Sponsor

54 Interface issues between organisations 
that make up the consortium

If the interfaces between the organisations which make up the consortia are not 
clearly defined a gap between responsibil ities may develop.

Unlikely Major Medium As part of the contracting phase and the further refinement of the governance 
structures, the interfaces between the consortium organisations will  be made clear 
and roles and responsibil ities will  be clearly defined. 

Project Director

55 Provider failure If the arranger or investors place a level or risk which is too high for the provider to 
clearly understand and manage the provider may become insolvent as a result.

Possible Major Medium Information regarding the consortium structure and risk sharing profile will  be 
evaluated as part of the EOI and RFP processes.

Project Sponsor

56 Negative media attention If the Social Bonds pilot receives negative media attention it is possible the public 
will  loose confidence in the pilot, potentially creating barriers for the Social Bonds 
pilot and similar schemes in the future.

Possible Substantial Medium The Business Case outlines the need to develop a stakeholder engagement strategy 
and communications plan to manage media communications. Concerns will  be 
addressed and managed as they arise; guided by the stakeholder engagement 
strategy.

Project Director

57 Major event which adversely affects the 
Social Bonds pilot

If another event outside the control of any organisation (e.g. a major earthquake) 
occurs there is the risk the target population will  not be able to be measured 
accurately and the Social Bonds pilot may nned to cease.

Very Unlikely Substantial Low The contract which will  be developed during the procurement phase will  contain a 
clause which will  outline the policy should a major event severely impact the Social 
Bonds pilot and who the key decision maker will  be. 

Project Sponsor

58 Societal shifts in thinking away from the 
social issue

If there is a shift in thinking away from the social issue selected by the community, 
or the social issue selected become undesirable, there may be a risk the community 
and external stakeholders loose confidence in the Social Bonds pilot leading to a 
decline in the pilots success. 

Very Unlikely Substantial Low The Business Case outlines the need to develop a stakeholder engagement strategy 
and communications plan, which will  incorporate engagement with society 
regarding the social issue.

Project Director

59 The consortium loses key resources If any of the consortium participants lose key resources it  may negatively affect the 
outcome of the Social Bonds pilot if those resources cannot replaced timely. 

Possible Moderate Low Resource management and contingency plans will  be requested, and evaluated, as 
part of the EOI and RFP evaluation.

Project Sponsor

60 Ministry wishes to stop the Social Bonds 
pilot for a variety of reasons

If the Ministry wishes to stop the Social Bonds pilot for political or any other 
reasons, there is a risk it wil l  negatively affect the social finance market, target 
population reintegration to traditional service provision and media attention.

Possible Moderate Low Contracting with the Ministry and consortia will  have contract break clauses within 
the detailed schedules any party wishes to terminate the contract. This will  note the 
responsibil ity of each stakeholder upon termination. The stakeholder engagement 
strategy will  be used to engage with key stakeholders.

Project Director

61 Community expectations are not met on 
completion of the pilot

If the community expectations are not met at the completion of the pilot there is a 
risk the community will  have a lack of confidence in the Social Bonds concept as a 
viable means of service provision.

Possible Substantial Medium The community expectations will  be managed through the communications plan pre 
and post pilot completion to ensure the community has an accurate reflection of the 
success of the Social Bonds pilot.

Project Sponsor

62 The outcome achieved is not clearly 
attributed to the pilot

If the social outcome is achieved through external factors, not attributed to the 
Social Bonds pilot, payments will  be made based on the external factors which 
would have eventuated without intervention.

Possible Moderate Low The Social Bonds pilot measurement framework will   be take into consideration the 
impact of external factors, the management of the measurement framework will  
continually consider external factors which may impact the outcome of 
measurement points.

Project Sponsor

63 The Social Bonds pilot does not 
adequately prove the concept of social 
bonds

If the Social Bonds pilot does not adequately prove the concept of Social Bonds in 
New Zealand, Government, community and media confidence will  reduce and this 
would impact transfer of the concept to other social issues.

Possible Substantial Medium The lessons learnt register will  document all  lessons learnt throughout the pilot for 
the post pilot evaluation to consider the concept feasibil ity. Detailed analysis and 
reporting of the pilots success will  help to prove or disprove the Social Bonds 
concept and ultimately be used to communicate this to wider stakeholder groups. 

Project Director

64 Negative media attention If the Social Bonds pilot receives negative media attention it is possible public 
confidence will  reduce for the pilot, potentially creating barriers for the Social 
Bonds pilot and similar schemes in the future.

Possible Substantial Medium The Business Case outlines the need to develop a stakeholder engagement strategy 
and communications plan to manage media communications. Concerns will  be 
addressed and managed as they arise; guided by the stakeholder engagement 
strategy.

Project Director

65 Target population transition from Social 
Bonds service back to more traditional 
forms of service provision 

If the  target population could not easily transition to the old services if the 
innovative service provision they had become accustomed to discontinued the social 
outcome benefits achieved may begin to diminish. 

Very Unlikely Substantial Low Planning for pilot transition back to more traditional methods for service provision 
will  take place during operation as the pilot nears completion.

Project Sponsor

66 Funding ceases post pilot for the social 
outcome area

If the funding were to cease post pilot there may be a drop in service provision 
within that health sector the social issue is a part of, leading to a negative social 
impact on the target and surrounding populations.

Very Unlikely Substantial Low Planning for pilot transition back to more traditional methods for service provision 
will  take place during operation as the pilot nears completion, should this be the 
decision made. 

Project Director

Social Bonds Project Risks

During operation

Post completion
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