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PAY FOR PERFORMANCE PILOT PROGRAM
(SF 434/Rosen; HF681/Downey)
 

A CATALYST FOR A MAJOR REDESIGN OF STATE SERVICES
 

 WHAT DOES THIS BILL DO?
 

1) It establishes a pay for performance standard to measure the economic outcomes of and improve the productivity of state programs. 
 

The state is now spending money without knowing what it is getting in return.
 

The state now pays for inputs, but doesn't measure outcomes, it doesn't capture the value of its programs, and it doesn't reward high performance based on value being created.

 

2) It will provide new private sector investment to high performing organizations. 
 

It is expected that general fund spending for most programs will significantly decrease in the future. This pilot will bring in new private sector money-- without raising taxes--to meaningfully increase support for worthy programs that can demonstrate value. 

 

This program will bring private market investment standards and discipline to state programs, and shift the cost and the risk for the success of many programs from the state to providers and the private sector.  

 

The program will provide an incentive for organizations to improve results. The highest performers that are most effective and efficient will garner more investment and scale up their programs to service more clients. Those that are doing well but not meeting performance standards will have a target to aim for to get better results. 

 

Most importantly, there will be greater transparency of outcomes for state officials and taxpayers alike, and greater public confidence in government spending.
 

CAN IT WORK?
 

Yes! A "pay for performance" contract with TwinCitiesRise! was established by the Minnesota Legislature in 1997. TwinCitiesRise! is an organization that provides employers with skilled workers, primarily men from communities of color in the Twin Cities area, by training under-and unemployed adults for skilled jobs that pay a living wage and provide health benefits. 

 

State officials estimated cash flow to the state based on the economic value of higher tax receipts and lower government subsidies resulting from the increased incomes to individuals obtaining better jobs. TwinCitiesRise! is paid only when the individual is successfully placed in a job and stays in the job for at least one year. Most of the individuals are placed in jobs that pay an average of $25,000 annually plus benefits. TwinCitiesRise! takes all the risk; there is no payment for failure. Over the last 13 years, the state has received $7.24 for each $1 it has invested---or a 724% return on its investment. 

This pilot legislation will give us the opportunity to see if the TwinCitiesRise! model can work for other programs.  

 

  

HOW WILL THE PILOT PROGRAM WORK?
 

The state will sell annual appropriation bonds to external investors. 

 

Bond proceeds will go into a "performance pool" segregated from the state budget and overseen by an advisory board made up of individuals with demonstrated financial/economic expertise, appointed by the Commissioner of the Office of Management and Budget.

 

Any entity providing service to the state---nonprofits, unions, service programs--could apply to receive funding from the performance pool. 

 

The applicant would be required to meet performance standards based on outcomes. The advisory board would also periodically evaluate the participating organizations and assess whether they are increasing state revenues and avoiding state costs above the state's cost of borrowing the funds. 

 

No funds would be paid out of the performance pool until the applicant meets the performance standards.
 

If performance goals are met, the state's improved cash flow funds the bonds' principal and interest payments. If performance goals are not met, the state has use of the funds to retire the bond early. 

 

As investments pay off, the cost of government will come down.

 

Bonds are needed as a vehicle for the pilot because investors have no way of assessing its risk as a new investment. The legislation proposes using annual appropriation bonds since most of the benefits accrue to the state through reduced costs. It is expected that other financing methods could be put in place once the fidelity of the pay for performance standard is well established.

 

WILL INVESTORS BUY THESE BONDS?
Yes. As a market rate instrument, it will attract individuals, institutions and foundations. Banks who invest will receive Community Reinvestment Act credits.

 

SF 434/HF 681 IS A TRANSFORMATIONAL, "OUTSIDE THE BOX" PROPOSAL. 

It has the potential to stimulate government, philanthropists, investors, and providers to think differently about meaningful outcomes and how to generate value. 

 

More than 100 associations and organizations, foundations, former state officials, corporate leaders, economists and bond experts, and nonprofit leaders have endorsed this legislation.
(see attached list)
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