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WHAT'S DRIVING THE PFS MODEL?

As of September 2014, the

Currently active PFS In Australia, the PFS following cities/counties
contracts around the model is known as a have either launched,

‘ world total an estimated SOCIAL BENEHT devienlic;c:;itnegd,aoPrFk;eg?or}ect'

$200 million BOND (SBB)

$60 million

nationalservice SSIR
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In 2014, the Social innovation Fund (SIF) PFS
Competition awarded grants through “an open
& transparent competition” for a period of up

to three years to the following organizations:

Corporation Green & Harvard Institute

for Healthy Kennedy For Child

Supportive Homes School Social Success,
Housing Initiative ImpaLcathond Inc.
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National . Third University of

Council on Nqnproﬁt T . Utah David
: Finance : Eccles School
Crime and Capital ,
Delinguency und o —— =
S PFS Lab

HOW THE MODEL WORKS

An assessment of Identification Development Determination
Justice system cost of service of evidence of the suitability
and population gaps -based of PFS funding
drivers for a well solutions

-defined problem

According to a 2014 report published
by The Corporation for National and

Community Service and the Social %>
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Investors

Innovation Fund, developing a PFS
project for the justice system would

require a five-step process:
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EXAMPLE OF A PFS CONTRACT | ROCA

TYPES OF INVESTORS

Senior
lenders
SSIR

AND THE STATE OF MASSACHUSETTS

Venture
philanthropists

Junior
lenders

ii In January the nonprofit organization Roca and

the state of Massachusetts finalized a
2014 PFS contract to help young, high-risk
men stay out of prison, hold down

DRIVERS OF THE PFS MODEL jobs, and maintain stability in their lives

Massachusetts has a break-even
Diminishing government funding rate of 40% recidivism reduction

for social welfare services 40% At this level, both the program savings
and the payouts to the service
providers and investors will both equal

PES will be driven by nonprofits

seeking to increase their impact on $22 mllllon

society, as opposed to only seeking
0
710%

return on capital SSIR

If the PFS contract is successful, Roca
will help the state of Massachusetts
achieve a 70% reduction in recidivism

The government will pay $27 million and the state’s
savings will be $18 million for the duration of the contract.
Goldman Sachs (the profit-seeking senior lender) would
receive an additional payment of up to $1 million and
both Living Cities and the Kresge Foundation (the junior

lenders) will receive an additional $300,000. Roca will
“ receive $1 million. SSIR

I'HE PROS AND CONS OF PKS
BENEFITS OF PFS MODEL

The PFS Model Lawmakers can
will encourage a ling PES it turn their focus to

more effective Iaa/hr?wlalaiggsetso the outcomes of
partnership between RV —— a program, rather
the government o than only focusing
and nonprofit role In program on the activities or
sectors SSIR development compliance of a
program

The lack of
government funding Successful programs
IS an opportunity will be rewarded
for private investors with stable funding
to innovate in the NCSL
nonprofit sector

PFS solves :
the wrong pockets The risk

program, which is when “the Ofa PFS contract Th,,e i mOde.l .
entity that bears the cost of is transferred offers “greater flexibility
implementing a practice or to the private for state, local and tribal

program does not receive the sector, resulting governments” to fund

primary benefit” The entity, - -
o e oo o <ol serices in more efficient programs that can

would be the nonprofit public spending provide measurable
organization PFS nationalservice results

DANGERS & DRAWBACKS
OF THE PFS MODEL

Because most
The financing The strong focus on of the risk associated in
aspect of the PFS measuring results and investing in a PFS model lies
model is complex achieving goals could with the junior lenders, and not
in both legality lead to the compromise with the profit-seeking senior
and operations of the well-being of the lenders, private market capital may

i SN . individuals being served not be in a rush fo fund PFS deals
if the impact investors and

philanthropists are not
involved SSIR

by the program

Governments will have
to track the success of
each program and
eliminate programs
that aren't achieving
expected outcomes
NCSL

TRADITIONAL PAYMENT MODELS
IN THE HUMAN SERVICES SECTOR

The PFS Model is ideal for the nonprofits that can
deliver and measure their results and translate the
benefits of their services into financial savings

The government agencies involved must also be
able to measure their aggregated cost savings as a
result of nonprofit involvement

A randomized control trial (RCT) should be
conducted to assess the potential impact of a
nonprofit's services SSIR

THE EVOLUTION OF PFS MODELS

The Community ‘

Reinvestment Act (CRA)

l PFS projects

will be adopted as

“requires banks to meet i banks are vvilhling © ff iRy e e an opportunity to
all the credit needs of quality PFS projects as OEMECE it cor)lsider continuously learn
the communities they part thh?w CRA. 02 Pl meeel "as & from past results and
serve, including low ob||g.at|ons there is a tool and a process that encourage nonprofit
and moderate income poiiaral i open up vast coule proguEs many organizations to innovate
communities.” vplumes of non-impact types of outcomes, their processes and
investment capital to some good, some less increase efficiency PFS
PFS-financed projects! desirable” fastcoexist

nationalservice

CONCLUSION:
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