
  

 
 
 
 
 
 
 
 
 
 
 
 

Contract Options for 
Value-Based Purchasing Innovation 
Financing the Transition from Volume to Value-
Based Payments with Pay for Success  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
June 2017  



ii Contract Options for Innovation- June 2017 

 
 
 
 
 

The Green & Healthy Homes Initiative (GHHI), founded in 1986, 
is a national 501(c)3 nonprofit, nonpartisan organization that provides evidence-based direct 
services and technical assistance to create healthy, safe and energy efficient homes to improve 

health, economic and social outcomes for low-income families  
while reducing public and private healthcare costs.  

 
 
 
 
 
 
 
 
 
 
 

Authors 
 

Andrew E Olson 
Social Innovation Specialist 

The Green & Healthy Homes Initiative 
 

Michael T. McKnight 
VP Policy and Innovation 

The Green & Healthy Homes Initiative 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

@2017 - All materials are copyrighted and the sole property of the Green & Healthy Homes Ini-
tiative.  For copies of material or if you have any questions, comments, or concerns,  

please contact communications@ghhi.org.

mailto:communications@ghhi.org


  

 

Executive Summary  
States and managed care entities have multiple options to move into value-based purchasing 
using shared-savings or shared-risk methods of paying for outcomes that enable Pay for Success 
financing arrangements.   

 

Setting up value-based purchasing arrangements can be complicated and is inherently a 

risky endeavor for publicly-financed healthcare systems.  The additional complications of 

financing them with Pay for Success mechanisms adds layers of opacity that can obfuscate 

the purposes of the agreements: 

1. To create a scalable state-wide framework that enables managed care entities to 

advance their own small-scale demonstrations of service-delivery innovations, so 

the state can assess their effectiveness and scale successful approaches; 

2. To raise innovation funds for the expansion of local health-related social service 

and other providers to meet the local needs of communities; and,   

3. To transfer the program’s risk away from the publicly-financed healthcare system 

and to other interested parties.  

 

The current system is suboptimal for incenting small-scale, rapid-cycle innovation pro-

grams, allowing the state to observe what programs are most effective and scale them to 

state-wide efforts, or beyond: 

- Federal regulations guide and limit the state’s relationship with managed care pro-

viders regarding value-based purchasing arrangements;  

- State level contractual and regulatory limitations govern the contractual relation-

ships between the managed care provider and the Pay for Success project; and, 

- The managed care entity cannot easily go beyond these mandates without financial 

or regulatory disincentives or penalties.   

 

A scalable state-wide framework for managed care entities can be implemented that al-

lows for managed care entities to develop value-based purchasing arrangements that 

align with Pay for Success financing arrangements.  In so doing, the system will develop 

new tools and benefits to their projects allowing advances in payment mechanisms.  
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To enable these contracts to work, state managed care contracts can allow their managed 

care entities to develop value-based purchasing arrangements where they can pay for: 

1. Share savings (or risk) for reductions in total cost of care for a population;  

2. Impacts on specific outcome measures at set prices; or  

3. A combination of both. 
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Document Overview  
An overview of contracting options at two critical junctions in setting up Pay for Success projects 
as well as key considerations of how to best align them.  

 

We intend this document to provide an overview and practical recommendations for de-

veloping outcomes-pricing for value-based purchasing arrangements financed by Pay for 

Success mechanisms.  While it focuses on Pay for Success financing, the vast majority of 

work is really about improving the quality of care to improve health at lower cost – ad-

vancing the triple aim – through value-based purchasing methods.   

 

This way forward enables states, managed care entities, and other partners to develop 

approaches for addressing public health issues that were previously inaccessible so long 

as they improve health, healthcare quality, or reduce the total cost of care for a population.   

 

The document covers the types of contracts that enable Pay for Success projects, contract-

ing between parties, and how to best align those contracts to accomplish the purpose of 

the projects.  It has multiple sections: 

 

- Types of Contracts: Contract mechanisms for working between partners to cre-

ate value-based purchasing arrangements that pay for outcomes in two fashions: 

(1) By establishing shared savings arrangements, (2) By establishing rate-cards for 

value-based purchases; and mechanisms can include both.  

 

- Contracts Between Parties: Overview of key junction points: (1) The state 

agreement with their managed care entity, and (2) Managed care entities’ agree-

ment with their partners that may comprise a Pay for Success project.   

 

- Aligning Contract Types: How using different types of contracts at different 

junctions in the system can align economic incentives, allow intragovernmental 

cooperation, or potentially complicate establishing such arrangements.  
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- Appendices: Additional materials cover other topics and useful information: 

a. Current Rate-Setting Mechanics in general as they relate to adverse fi-

nancial impacts on managed care entities undertaking investments in the 

health of their populations beyond the immediate rate-setting cycle.  

b. Contracting options for transferring risk between parties that may be 

useful for inclusion between managed care entities and their Pay for Success 

partners.    

 

A final note is that this document is specific to how contracts can allow a Medicaid pro-

gram to use medical expenditures for value of services provided.  There are additional 

elements of Pay for Success projects that can proceed as is.  This document focuses on 

specific areas where there was no existing mechanism to enable payment into a Pay for 

Success mechanism – those where managed care entity investments in the health of their 

enrollees would adversely impact their future economic outlook.  Our intent is to ensure 

the alignment of taxpayers, Medicaid programs, investors, managed care entities, and the 

populations they serve. 
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Types of Contracts 
An overview of value-based purchasing contracts that enable Pay for Success arrangements, fo-
cusing on outcomes-based payments for shared savings or measured improvements in health 
metrics.   

 

The type of contract used to create a value-based purchasing arrangement (that can an-

chor a Pay for Success financing mechanism) has implications for the development of the 

projects.  We will discuss three types of contracts: (1) Shared savings arrangements, (2) 

rate-card approaches, and (3) hybrid approaches.  For each type, we will establish what 

the contract is, provide an example of how it can function, and demonstrate the im-

portance given differing arrangements.   

 

Securing Payment to Base the Contract 

Each of these contracting types requires a source of payment.  The sources of payments 

discussed in this document are: 

• Payments from managed care entities’ medical benefits using advanced value-

based purchasing strategies such as shared savings or risk with subcontracted ser-

vice-providers; 

• Payments from managed care entity(s) medical benefits as a result of other meas-

ured value to the Medicaid program as stated in a rate-card permissible under 

value-based purchasing; or  

• Payments from managed care entity(s) on behalf of other government collabora-

tive efforts among agencies where they establish a joint rate-card for value. 

 

There are other existing sources of payment into Pay for Success transactions that this 

paper does not address because they are already possible.  These other sources of pay-

ments into the Pay for Success project include: 

• Payments from managed care entity(s) administrative funds: 

o For example, using incentive payment earned for improved quality of care 

to repay investors in a Pay for Success project. 
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• Payments from other Medicaid programs including Delivery System Reform In-

centive Program (DSRIP) funds, State Innovation Model (SIM) grants, a variety of 

waivers that include wide payment options including the flexible use of funds that 

include the option to set fee-for-service rates for health-related social-service pro-

viders.  

o For example, the State of South Carolina is currently funding its Nurse Fam-

ily Partnership (NFP) program with section 1915(b) waiver that set fee-for-

service rates for the program’s services; and  

o The state of Oregon recently received approval for their demonstration 1115 

wavier that allows the state broad purview to deliver flexible spending, 

which includes setting appropriate compensation for health-related social-

service providers.  The state uses the example of providing air conditioners 

for patients with congestive heart failure.1  

   

• Payments from other governmental agencies: 

o For example, the U.S. Department of Education, can start their own or join 

any Pay for Success transaction and pay for successfully improving target 

metrics under other program authorities, such as grade-level reading profi-

ciency or reducing special-education needs among vulnerable communities.   

o The U.S. Department of Veterans Affairs could initiate or participate in a 

supportive-housing project targeting veterans to prevent medical needs and 

improve the health and well-being of veterans.   

 

Shared Savings  

Outcomes-based payments that use shared savings models are remarkably simple.  They 

seek to establish a determined rate of savings for a managed care entity in providing ser-

vices to a specific population.  The managed care entity then uses their savings to make a 

value-based payment, irrespective of the cost of providing those services.   

                                                                                                                                       

1  “Flexible services are often illustrated by the example of providing an air conditioner for a patient with 
congestive heart failure. They are a non-medical service that results in better health for the patient at a 
lower cost. For example, if a senior was repeatedly hospitalized during the summer months due to ex-
tremely hot conditions, it would be much more affordable for her health plan to pay for a $200 air con-
ditioner than for a $20,000 hospital stay.”  (Oregon Health Authority, 2013) 
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There are a number options available in the development of these contracting options, 

each with advantages and disadvantages.  For example, contracts can allow for out-

comes-based payment for savings for the general total cost of care or specific to a condi-

tion area. Over time, an arrangement targeting only a condition-specific cost reduction 

(or volume reduction) may have unintended adverse impacts such as incentivizing par-

ties to prioritize their resources in a way that does not reduce the total cost of care to the 

same extent, which only shifts cost from one category to another.   
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A few examples of these arrangements include (a) total cost-of-care savings, 

(b) hybrid savings programs, and (c) broad value-capture.

Value-based payment examples

Source(s): GHHI

Label Title Description

A Asthma 

shared 

savings 

agreement

A program that shares cost-savings generated by a comprehensive 

intervention program with the health-related social-service providers.  

An actuarial service provider evaluates the savings, making an 

outcomes-based shared-savings payment to service providers. 

B Lead-

poisoning 

prevention

A program where Medicaid pays for the savings from medical care 

associated with recurring elevated blood-lead levels and sets a fixed 

rate for preventing elevated blood-lead levels in the broader population, 

creating this hybrid compensation mechanism. 

C Family-

savings 

program

For this program, Medicaid has already arranged for a home-visiting 

bundle for prenatal and early-maternal care, but it does not cover the 

total cost of administering the program so they have made an 

agreement to  include a value-based payment for the savings 

associated with other family-members cost savings for non maternal 

care.  

 

 

Hybrid arrangements, those containing both cost-savings and outcomes-improvement 

payments develop another type of risk for parties related to overpayment from double-

counting.  For example, by paying for reductions in the total cost of care as well as re-

ducing the hospitalization rate, a key driver of the total cost, the payer would be paying 

twice for the reduction in hospitalizations.  Paying for reducing the hospitalization rate 

for a specific condition and also including the net change in other non-condition-specific 

costs of care would alleviate this issue somewhat.  
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The total cost of care is part price and part volume, meaning states and 

managed care entities can target their initiatives to address specific needs.

Total-cost decomposition

Source(s): GHHI

Total Cost of Care

Volume of care    
(number of units)

Price of Care        
(Average $ per unit)

Cost of care disaggregation Disaggregation

Initiatives can target the total cost of 

care, but risk unintended shifts 

between volume and price, which 

may or may not be of concern. 

Initiatives can be targeted at 

volume, but risk changes in average 

prices as prices rise or more 

expensive services are rendered.

Initiatives can target the average 

price per unit of care, but risk 

incenting lower quality care at 

higher volumes.  

 

 

The total cost of care is composed of both volume of care and the average price per unit 

volume, so including or mixing and matching measures can become not only complicated, 

but also create liabilities for a project’s intended purpose, especially by providing ques-

tionable economic incentives.  The more complicated an arrangement, the more oppor-

tunities for exploitation and abuse.  Simple arrangements such as paying for reductions 

in the total cost of care or reducing the volume of key cost drivers can be the most effective, 

with simplicity being a virtue in design.  

 

How It Works 

The mechanics of calculating shared savings and ensuring the payment was as follows: 

1. The state includes in its contract with a managed care entity the ability of the man-

aged care entity to develop value-based purchasing arrangements; 

2. The managed care entity enters into value-based purchasing arrangement with an 

outside party (or group) that can arrange to provide services that improve the 

health or reduce the cost of care for the managed care enrollees; and  

3. The program delivers services to the target population;  
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4. An evaluation of outcomes is performed by an actuary, in compliance industry 

rules regulations and principles of actuarial soundness; 

5. The calculated value of outcomes and savings is passed from the managed care 

entity through the value-based purchasing arrangement; and 

6. The value-based purchase, specifically the payment for shared-savings outcome, is 

that included in the cat leash and the future rates for the managed care entity. 

 

The state then has the ability to monitor multiple programs, picking and choosing which 

to scale as statewide programs in future cycles.   

 

The outcomes-based payments are then based on the net savings a program generates.  

For example, a set expectation of spending can be established and funds transferred in to 

a specific account.  This account can be used to pay for the target population's medical 

expenses, leaving a residual savings value.  At the end of an appropriate time-frame, the 

residual savings can be paid out in a budget-neutral fashion in the form of an outcomes-

based payment.   

 

© www.ghhi.org

Paying for the outcome of savings can be accomplished under value-based 

purchasing arrangements by aggregating payments against expected costs.

Outcomes-based payment – savings example

Source(s): GHHI analysis of publicly available information

Note(s): * Expectations could be based on historical projections or comparisons against a selected target population.  

100 
75 

50 
25 

100 

25 25 

100 100 100 100 

50 

25 
50 

75 75 75 
50 

50 50 50 
20 

250 

180 

1 2 3 4 5 6 7 8 9 10 11 12

Overrun

Cost savings

Cost

Expected costs

Cumulative savings

Outcomes based payments mechanism, 12 month period
$ thousands

Final payment: $ 180 thousand

Key insight

Despite variability, outcomes-based payments allow repaying 

investments over their useful life up to the cost-savings value. 
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Importance of Shared-Savings and Risk-Sharing Approaches 

Using value-based purchasing arrangements such risk-sharing or shared-savings models 

to establish an outcomes-based payment can allow managed care entities to invest in pub-

lic health.  The outcomes payments are economically efficient means to change the fun-

damental economic motives in the publicly-financed healthcare system to incentivize in-

novation in service-delivery.   

 

Additionally, there have been few mechanisms that allow managed care entities to invest 

in population health or their state partners to guide these efforts.  This is especially true 

regarding the social determinants of health, due to restrictions placed on the current 

spending arrangements.  Previously neither states nor health plans were able to provide 

for nonmedical benefits without adverse financial impact in comparison to more standard 

spending.2  This new type of arrangements allows publicly-financed healthcare systems 

to become a key player for investing in public health more broadly.   

 

Rate Card  

Rate cards are simple mechanisms by which publicly-financed healthcare agencies can 

establish market prices for social goods.  For example, the state might establish that pre-

venting a pre-term birth was worth a certain amount of money, say for the purposes of 

this example USD 3,000.00 in prevented future medical costs.  Managed care entities 

would then be enabled to provide value-based payments for up to $3,000.00 per preterm 

birth prevented by any program, where prevention was an actuarially-assessed reduction 

in preterm births based on claims analysis.   

 

This mechanism could be established by a program determining what the incremental 

expected future costs of a pre-term birth was and then providing a percentage of that, to 

accommodate for future risk, as a current rate payment.  The managed care entity would 

                                                                                                                                       

2  Analysis should always measure adverse financial impacts in opportunity cost not in absolute nominal dol-
lars.  A state going-it alone investing in preventing medical expenses that receives 80 percent matching 
dollars needs to secure a return of better than 5:1 to nominally break-even because the federal government 
captures 80 percent of the savings.  Similarly, managed care entities would be adversely impacted by mak-
ing investments in long-term care.  For more, please see (Olson & McKnight, Pay for Success: Managed-
Care Rate Setting Implications, 2016). 
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need to enter into an agreement with a service-provider having a program targeted to the 

specific measure but not necessarily one with designated and specific services.   

 

© www.ghhi.org

Rate-cards can be simple and establish a market price for providing 

improvements in health.  

Setting a rate card

Source(s): GHHI 

Note(s): All numbers used are for example purposes only.  

Outcome

Pre-term births, 

per thousand enrolled

Asthma hospitalizations, 

per thousand enrolled

Elevated blood-lead level, 

per thousand enrolled

Measure in population, 2016 3.00 5 28

Target measure, 2017 2.00 1 15

Rate per improvement from current, $ 2,000.00 7,000 2,500

Rate per improvement beyond target 

(additional bonus), $

1,000.00 2,500 2,000

* Measures in population and target are measured in claims events per thousand enrolled member-years.

** Measures of dollars paid are measured per avoided event, please see rate setting math in next exhibit.

Rate-card example, 2017 
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The math behind rate-cards can be simple or include tiers of reward with 

additional incentives provided for exceeding thresholds. 

Rate card math

Source(s): GHHI

Prevalence of population Target prevalence rate

Set prevalence from card 0.30% 0.20%

Rate at MCE - 0.10% 0.10%

Delta 0.20% 0.10%

Members enrolled with MCE x 100,000.00 100,000.00 

Rate set by state on card x 2,000.00 1,000.00 

Payment 400,000.00 + 100,000.00 

Grand total $ 500,000.00 

Math behind rate-card, 12 month period

$, unless otherwise noted
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Similar mechanisms are in place; for example, the use of HEDIS measures as quality-

based payments – the difference being, that states pay for HEDIS measures, while the 

proposed mechanism allows managed care providers to pay their sub-contractors for out-

come measures and have that counted as medical spending for determining their capita-

tion rate.   

 

Additional mechanisms could include setting rates for those things outside the medical 

claims record, especially those other government entities may have access to the two ad-

ministrative data sets.  This could be particularly useful in establishing intra-governmen-

tal coordination or collaboration on projects that impact public health.  Consider pro-

grams such a lead poisoning abatement work, which does have a substantial medical com-

ponent, but also includes elements of juvenile justice, economic development, and future 

earnings potential linked to abated costs and other programs such as unemployment in-

surance.  A government agency may set a specific rate for primary prevention of lead poi-

soning, which includes funds from other government agencies for prevented judicial, le-

gal, or police costs; as well as costs associated with providing medical, unemployment, or 

other social insurance programs.   

 

How It Works 

Governments can implement rate-cards with the following process: 

1. Coordinate between or within government agencies to establish a list of priorities 

and associated fair market price for measuring outcomes; 

2. Appropriate state entities include in their managed care contracts the ability to 

pursue value-based purchasing arrangements for outcome measures specifically in 

the rate-card over a given number years; 

3. Managed care entities can enter into value-based purchasing arrangements with 

service-providers with programs believed to have measurable impacts on the spec-

ified outcomes; 

4. Program evaluation then implemented through the use of an assessment of admin-

istrative data, which could be performed in the medical space with actuarial service 
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providers, or outside that space, by an equally qualified or potential party familiar 

with the specific issue area when provided access to underlying data; 

5. Managed care entities would provide outcomes-based payments to value-based 

purchasing arrangement partners for the assessed value of impact on those out-

come measures; and,  

6. The states would include the outcomes-based payments from managed care pro-

viders to value-based purchasing partners in the calculation of future capitation 

arrangements. 

 

Importance of Rate-Card Approaches 

Especially in light of the complexity of public health issues, the ability to establish open 

market prices for outcome measures associated with those issues can be transformative.  

These rate-card approaches enable governments to prompt private partners to undertake 

programs and have meaningful public health impacts, aligning with public priorities, and 

doing so through economically efficient means.  The United Kingdom and others are cur-

rently using this approach to scale health-related social service delivery among evidence-

based models. 

 

Not only will the individual public health agencies be able to advance their priorities, but 

they can leverage funds from beyond their walls to ensure collaboration with other enti-

ties and turn the publicly-financed healthcare systems into investment vehicles for the 

public good, while reducing their overall cost-burden.  The collective uses the funds will 

be more effective than each individual agency pursuing programs.  The additional level of 

scrutiny the programs will face in the form of evaluations will also benefit the public as 

well as the government that serves them. Such evaluation will ensure that those govern-

ment programs continue to be effective, leveraging open-market mechanisms as opposed 

to regulating requirements.  

 

The other opportunity for these rate cards is to expand the interests of managed care en-

tities from medical to non-medical outcomes under the public health umbrella, or any 

other outcomes the governments want to financially tie to the rate-card. This puts man-

aged care entities on the front-lines of private-sector implementation of public health 



12 Contract Options for Innovation - June 2017  

concerns.  Governments benefit because they are able to set the priorities while delegating 

the implementation responsibility and economic incentives to their partners, using eco-

nomics to sort-out which service models are truly cost-effective in light of the govern-

ment-determined value.    

 

Note on Rate Cards in Light of Managed Care Regulations 

The Centers for Medicare and Medicaid Services have barred states from setting the 

amount or frequency of most payments under value-based purchasing arrangements.  De-

pending on how strictly this is interpreted in any particular case, rate-cards could be pre-

cluded.  We do not currently believe this to be the case because states can implement rate-

cards as optional types of value-based payments, stating only an allowable amount, but 

not a required reimbursement.  This approach should allow the state to set a fair price for 

the social impact of such programs, while not requiring managed care entities to partici-

pate in the specific endeavor.  

 

Hybrid Approaches  

Possibly the most promising approach to value-based purchasing arrangements is to cre-

ate hybrid contracts that include both a shared savings for medical programs, such as 

Medicaid value-based purchasing arrangement, but also include elements of rate-cards 

established cooperation between Medicaid programs and their other intragovernmental 

partners.  This hybrid approaches will allow for the expected medical cost savings cap-

tured by the Medicaid program to fund health-related social-services while also providing 

incentives for programs to address issues beyond the immediate medical issues at hand.  

Providing a mechanism to monetize future outcomes that may be disproportionately im-

pactful, but not readily available for measuring during the term of medical intervention 

will also encourage long-term thinking by managed care entities and government part-

ners.  The combination of direct measures are shared savings with prospective proximity 

measures for public health outcomes can be highly advantageous.   
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How It Works 

States can implement hybrid approaches in similar fashion to either shared-savings rate-

care approaches, including elements where appropriate, and ensuring the collaboration 

of the different agencies.   

 

Importance of Hybrid Approaches 

Transformative potential of such programs cannot be understated.  This provides a real-

world mechanism for managed care entities to stand at the forefront of public health con-

cerns, providing government entities a new tool to effectively collaborate between gov-

ernment agencies, and aligning funding flows to collectively combat problems of public 

health.  The combined fiscal resources of these programs can be far superior to addressing 

any of the particular issues than any one program could append in isolation. 

 

To use the example of lead poisoning, research has indicated that there are many benefits 

to preventing lead poisoning, especially for children.  Those benefits far-outweigh the 

costs of lead-hazard remediation efforts,3 but the benefits are spread across a variety of 

federal, state, and local agencies. The benefits range from medical cost-savings, reduced 

rates of attention-deficit disorder, reduced need for special education, increases in life-

time earning potential associated with preventing diminished intelligence, decreased 

rates of impulse-control related juvenile-justice costs, and decreased likelihood of need-

ing public assistance. These benefits accrue in part to so many groups that it can seem 

impossible to develop the needed collaboration.  

 

To address this type of issue, multiple agencies could participate in creating a rate-card 

they agreed to pay collectively.  Those agencies could use administrative claims data as 

well as other administrative-data sources to ensure the programs evaluated appropriately.  

The state Medicaid program could contribute the medical savings attributed to the pro-

gram.  The local school district could contribute USD 1,000.00 per year for every school 

attendee who had prevented special education needs and USD 250.00 per year for every 

                                                                                                                                       

3  Gould (2009) Childhood Lead Poisoning: Conservative Estimates of the Social and Economic Benefits of 
Lead Hazard Control.  
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attendee that required treatment for attention deficit disorder, each respective of an es-

tablished target level.  Meanwhile, the local department of economic development could 

contribute USD 150.00 per unit due to the economic development impact the additional 

housing remediation has for the local community.  The federal and state revenue author-

ities could agree to make blanket payments for future savings of USD 5,000 per family for 

the future reductions in likelihood of future costs associated with welfare, Medicaid, and 

future earnings.  Other parties at the federal, state, and local levels can similarly contrib-

ute to the project, creating a comprehensive payment of USD 15,000 per case of lead poi-

soning that the program prevented. 

 

 
  



 Contracts Between Parties  15 

Contracts Between Parties4 
An overview of contractual relationships between parties in value-based purchasing and Pay for 
Success arrangements. 

 

Establishing value-based purchasing arrangements that effectively drive down the net 

cost of publicly-financed healthcare while improving the health of the underlying popu-

lations requires ensuring alignment between contracting mechanisms.  Each of those con-

tracts has unique considerations. They provide specific requirements of the remainder of 

the arrangement that have meaningful impacts and implications for the project design.  

The key issues addressed in this section are: 

1. State contracts with managed care entities that establish value-based pur-

chasing arrangements for managed care entities;  

2. Managed care entity contracts with their value-based purchasing part-

ners that can take different forms: 

a. Managed care entity contracts with fiscal intermediaries; 

b. Managed care entity contracts with service providers; and,  

c. Managed care entity contracts with intermediaries designed to coordinate 

between multiple service providers and persist at the conclusion of the pro-

ject. 

 

Parties can design each of these arrangements to facilitate the creation of value-based 

purchasing arrangements that address specific public health concerns.  Each type of ar-

rangement does have differences and program designers need to understand the implica-

tions to effectively develop a framework for projects or any individual project.   

 

                                                                                                                                       

4  This section assumes that the reader has an understanding of rate-setting practices that determine govern-
ment payments to managed care entities.  For a brief recount of the topic, please see the appendix.  For 
substantive treatment please refer to 
- (Olson & McKnight, Pay for Success: Managed-Care Rate Setting Implications, 2016), 
- (Olson & McKnight, An Equitable Value-Sharing Framework for Managed Care, 2016), and 
- (Olson & McKnight, Policy Analysis: 2016 CMS Medicaid Managed-Care Value-Based Purchasing 

Authority, 2016) 
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State to Managed Care Entity (MCE) 

The state contract with a managed care entity determines what the managed care entity 

can do and limits state reimbursements by types of managed care services.  Both of these 

elements are important. Additionally, if the managed care entity provides compensation 

to an outside party that is not aligned with the value-based purchasing arrangement, the 

spending will not be included in their compensation during future rate-setting cycles.  

Therefore, if the managed care contract with the state is not permissive of the specific 

mechanism by which the managed care entity will enter into their value-based purchasing 

arrangement, which may be financed by Pay for Success mechanisms, they can potentially 

be penalized through economic or regulatory mechanisms.   

 

We have noted in our interaction with multiple state agencies as well as academic experts 

that there is a desire as well as a need to ensure for a degree of standardization, discussed 

in two forms (1) equal opportunity in treatment of health plans and (2) standardization 

of programs.  States have the ability to allow all of their managed care entities to enter 

into value-based purchasing arrangements without requiring which ones they enter.  This 

approach creates an equality of opportunity rather than forced equality that could be both 

inefficient and inequitable.  States can also require sharing of program designs and effec-

tiveness measures, allowing for knowledge sharing and a market-led adoption of the most 

effective programs.  There are both advantages and disadvantages of standardization.  For 

programs that have demonstrated success, adopting a successful standard is certainly ad-

vantageous, while less so for untested programs.  Standardizing specific undemonstrated 

programs may have detrimental effects and limit innovation.    

 

For further reading, please see the state playbook for Pay for Success financing using 

value-based purchasing arrangements.  

 

MCE to Pay for Success 

If a managed care entity enters into value-based purchasing relationship and seeks to 

mitigate their risk, raise capital, or generally finance projects through Pay for Success 

mechanisms, then their relationship with a Pay for Success project is important as well.  
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It determines what their terms of repayment are for a program that targets health out-

comes. The relationships between the managed care entity and the Pay for Success project 

can take several forms including a contract with: 

- A purely fiscal intermediary between managed care entity and service provider;  

- An existing service provider directly; or,  

- A service coordination entity established for the purpose of the transaction that 

plays the role of intermediary while ensuring that an organization with the capa-

bility to continue to coordinate services after the completion of project is in place.    

 

MCE To Intermediary 

The majority of launched Pay for Success transactions have featured the creation of a spe-

cial purpose vehicle to intermediate between parties’ fiscal interests.  For example, this 

entity legally exists only for the term and purpose of the Pay for Success project.  It holds 

contracts with all parties, rather than those parties inter-contracting.  The special purpose 

vehicle may not always have any assets or employees in acting as a contracting entity, but 

typically carries an insurance policy along with legal agreements.  It may even contract 

back to another organization for accounting, management, and other services until it dis-

solves at the conclusion of the Pay for Success project.   

www.ghhi.org | 2www.ghhi.org | 2© www.ghhi.org | 2
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There are multiple options to arrange for value-based purchases that enable 

innovations in contracting, including Pay for Success arrangements. 
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1. Service provider direct contracting leaves the subcontracting arrangements to the lead 

service provider, who may arrange for whatever financing or services are necessary.

2. Service coordinators can contract with multiple service providers across multiple 

simultaneous contracts, arranging for financing as necessary.

3. Fiscal intermediaries, often special purpose vehicles limit financial risks and are typically 

designed to dissolve after the completion of a project successful or otherwise.  
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These entities are very well designed to limit project risk, provide liability coverage, and 

ensure that the funding flows occur as expected.  They do have issues including (a) addi-

tional costs, (b) functional limitations associated with being a purely fiscal intermediation 

organization, and (c) political or other perception-related risk factors associated with pay-

ments going to a purely-fiscal agent, often representative of a for-profit entity, for health-

related social services.   

 

MCE to Service Provider 

Managed care entities may also contract directly with the service provider(s) that, in turn, 

enter into Pay for Success agreement with other parties.  This can happen because: 

- The service provider undertakes the project directly to raise capital;  

- The state’s contract with the managed care entity has requirements preventing 

other arrangements, for example by preventing pass-through payments associated 

with fiscal agents or requiring a certification as a health-related social service pro-

vider;  

- It would be politically untenable to have a managed care entity paying a fiscal in-

termediary; or  

- Parties decide specifically to use the project to strengthen the local capacity for 

such projects by using an existing service provider for its base-level capacity to un-

dertake projects.  

 

In some cases, the service provider(s) may not need external capital to undertake a project 

and are willing to take the financial risk of project success.  In these cases, an external 

special-purpose vehicle is unnecessary as the added cost-burden would be hard to justify.  

 

State contracts vary widely.  In some cases, there may be requirements or limitations for 

the managed care entities contractual relationships.  For example, their payments may 

need to go to particular types of organizations such as provider-groups, non-profits, or 

even organizations on a list of certified health-related social-service intervention provid-

ers.  With this or any other type of restriction in place, the managed care entity may need 
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to route the Pay for Success project contract through a service provider.  It is possible to 

create the necessary assurances to allow this to be functional.  

 

Political concerns are also factor.  One criticism of Pay for Success and other market fi-

nancing mechanisms is that financers profit from the poor health of vulnerable commu-

nities.  Pay for Success financing, however, allows parties willing to finance projects that 

improve the health of vulnerable communities to benefit.  There are currently many foun-

dations that already invest heavily in these issue areas through grants that could be more 

effectively deployed as program-related investments, Pay for Success financing, or other 

types that accomplish the social mission.  These mechanisms would also be appealing to 

for investors with specific foci on generating social-impact investments which are de-

signed to yield a financial return for successful projects.   This aligns the public and private 

interests, while the risk of negative public perception may be a non-starter for some.  In 

which case, working directly with the service provider may be the best path forward.   

 

Alternatively, a natural course of the project may be to strengthen a local community-

based organization or other mission-driven nonprofit organization.  Financially, the pro-

ject may be designed around creating an exit-trajectory to a self-sustaining services pro-

vider.  In these cases, routing the Pay for Success project through the service provider may 

make the most sense.   

 

MCE To Service-Coordinator Serving as Intermediary  

Another option exists that blends the fiscal intermediary option with the direct service-

provider relationship, a hybrid option.  This system involves setting up a special-purpose 

vehicle that is viable service-provider.  There are multiple variations on this theme that 

include having an existing service-provider create a special-purpose subsidiary to act as 

an intermediary or creating wholly-independent new organization that coordinates ser-

vices among multiple service-providers to serve as the special purpose vehicle, which is 

especially effective when the aim is creating a service-provider coordination entity.   
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Having a service provider control the special purpose vehicle does not insulate the project 

in the same way as having a wholly-independent entity, but it does provide some assur-

ances and mitigate many of the issues associated with purely fiscal intermediation.  It may 

also be an ancillary goal of the project to develop the local capacity for meeting community 

needs.  In these cases, a hybrid entity may be most advantageous.   

 

Creating a new organization is especially interesting in cases where a comprehensive in-

tervention involves coordination between multiple sub-contractors.  Creating an entity 

with the sole purpose of coordinating these efforts that can persist after the conclusion of 

the project can accomplish many of the goals of the Pay for Success project design, but 

also provide a lasting entity to coordinate similar services among the local community.  

The new entity could be designed to dissolve if the project is not successful, but continue 

if the project works.  These projects may also include designs for an exit-trajectory, where 

the aim is a self-sustaining services coordinator capable of playing the role in the future 

for the local community.  In these cases, routing the Pay for Success projects through the 

service coordinator may make the most sense, especially given the ability to route future 

projects for the organization.    

 

Securing State Reimbursement 

A critical element of the managed care contract with Pay for Success project is ensuring 

state reimbursement, without which there will be conflicts in economic motives.  The 

managed care entity will be paying for outcomes while the state will not be paying the 

managed care entity for providing care to the population and the state will be capturing 

the project’s savings.  To ensure state reimbursement, there should be alignment between 

the managed care contract and the state’s allowance for the managed care entity.  The 

state’s contract with the managed care entity may allow the managed care entity to estab-

lish their own value-based purchasing arrangement, which should be a complete parallel 

to the Pay for Success payment arrangement.  States are not and should not be required 

to reimburse managed care entities for payments they make outside value-based purchas-

ing arrangements in their contracts.  This creates an opportunity for conflicts with Pay for 

Success financing arrangements as the Pay for Success arrangement may seek different 

terms than allowed in value-based purchasing.    
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Consider the following example: A value-based purchasing arrangement allows a man-

aged care entity to share savings in the total cost of care for a population with a service 

provider, but they opt to instead make payments to the service providers only for avoided 

asthma hospital admissions, a proxy-measure.  In this case, the managed care entity 

would receive no reimbursement for either the shared savings arrangement or the proxy-

measure outcomes payment.  In contrast, the managed care entity could have made a 

value-based payment for the entirety of savings and secured a state reimbursement as 

well, a substantial missed opportunity. 

 

Topic covered in more depth in the section on aligning contract types. 
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Aligning Contract Types 
An overview of key issues associated with ensuring federally matched funds, state reimbursement 
of managed care entities, and the ability to finance social innovation with Pay for Success financ-
ing mechanisms. 

 

The complexity of establishing value-based purchasing arrangements and financing them 

with Pay for Success mechanisms makes it advantageous to ensure the alignment between 

the two or more contracts for multiple reasons including simplicity, cost advantages, and 

limiting or intentionally transferring risk between parties. Contracts that are not appro-

priately aligned may be more expensive and unintentionally create financial issues for the 

involved parties, especially the managed care entity.  This section will address how to 

align those contract types, primarily by ensuring that they are of the same type or the 

differences between them are intentional. 

 

Alignment Issues  

There are a variety of issues associated with alignment of contracts.  The two primary 

issues are (1) restrictions placed from external entities on those party to the contract and 

(2) the economic impact of those agreements and their alignment. 

 

State Restriction of MCE Payment  

For example, a managed care entity paying the Pay for Success partners USD 5,000.00 

per avoided hospitalization, would only result in a reimbursement if the state contract 

sets that price through a value-based purchasing rate-card.5  As there is no current prec-

edent for these activities, it is unclear if or how state or federal authorities will approach, 

view, or handle these issues.  The above statement is only intended to raise an issue that 

requires consideration.   

 

                                                                                                                                       

5   Or if by coincidence that happened to be the actual savings amount.  The managed care provider could, in 
theory, make a shared-savings payment for the lesser of the stated rate or the saved amount and cover any 
outstanding balance from their administrative budget.  Though they would still, theoretically, be open to 
improper payments liability.   
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Economic Alignment 

Beyond possible complications due to regulatory issues, there are purely economic con-

siderations of alignment.  By using two different models of compensation there is an eco-

nomic risk being taken on by parties.  Those risks can be systematically investigated by 

referring to the table below.  The table intentionally omits hybrid options because of the 

large number of possible permutations, but the same insights to rise for investigating sim-

ple contracting arrangements would apply in more complex arrangements, though re-

quiring more investigation. 

 

Table of contracting options 

Status State contract with managed care entity Managed care to Pay for Success 

Aligned Rate card Rate card 

Risk “A” Rate card Shared savings 

Risk “B” Shared savings Rate card 

Aligned Shared savings Shared savings 

 

Risk Scenario A  

This scenario is when a state implementing a value-based purchasing approach where 

they set a fair compensation level that managed care entities can subcontract to pay par-

ties who provide services that deliver the desired impact on those measures and the man-

aged care entity then subcontracts with parties on a shared-savings basis.   

 

The risk junctions are: state oversight and pricing risk.  In this case, the state may not 

allow for a ‘shared-savings’ payment because it does not reflect the value-based purchas-

ing arrangement the state has with the managed care entity.  If not recognized, the man-

aged care entity would not be reimbursed for the payments and could be penalized for 

having made them.  If the state does allow the payments, actively or tacitly, the managed 

care entity is still susceptible to pricing risk – that the price of the value-based purchasing 

rate will differ from actual savings.   
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Pricing risk has both an upside and downside.  States may want to consider implementing 

this specific type of arrangement to provide an economic incentive for the managed care 

entity to control the cost of hospitalizations.  This approach may be most effective when 

working with integrated health systems that both (a) have managed care entities and (b) 

own a network of service providers, especially hospitals or other primary cost-drivers.  

 

Pricing risk can be utilized as a tool.  For example, states could incentivize projects by 

over-pricing the outcomes compared to the savings-value.  This would specifically incen-

tivize targeting outcomes they feel are of high-priority and allow the state to reflect the 

higher social-value and broader impact represented by the public health impact than the 

direct cost savings to the Medicaid program.   States can also underprice their payment 

rates for outcomes to increase the share of value retained by state governments, but only 

by lowering the incentive to undertake the projects.  

 

Risk Scenario B 

This scenario is where a state allows a value-based purchasing arrangement utilizing 

shared-savings or shared-risk payments from a managed care entity to its subcontractors 

for impacting the total cost of care and the managed care entity then contracts with their 

subcontractors (including Pay for Success partners) on the basis of payments for changes 

in proxy-measures for that cost of care reduction, similar to establishing their own man-

aged care entity rate-card.  For example, establishing a fixed price of USD 5,000.00 for 

an avoided hospitalization. 

 

This method has the same state-based risks as the first risk scenario, but could be partially 

mitigated by capping the payments made under the value-based purchasing agreement to 

the determined shared savings. The pricing risk associated is that the value set on the 

rates will not equal the shared savings amount.  In this case, the managed care entity may 

be committed to paying an excess of their shared savings value or retaining funds if the 

opposite were true.  Alternately, managed care entity may be required to cover any out-

standing differences with administrative funds.  The subcontracted parties would also risk 

that the prices did not reflect changes in healthcare cost reductions.    
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Appendix: Rate-Setting Mechanics  
The section is intended to provide an overview of the implications of rate-setting mechanics, for 
complete treatment please see “Pay for Success: Managed-Care Rate Setting Implications”.6 

 

Managed care entities receive compensation for members on a regular basis in the form 

of capitation payments.  The rate of payment is set based on the historical medical utili-

zation of the population, projected forward for a changing enrollment base.  This dynamic 

is incredibly important.  The intent of setting future payment on the basis of past utiliza-

tion rather than actual utilization in the current period was to create a natural incentive 

for improving the health of those populations.  By preventing medical needs now, the 

managed care entities reduce their future revenue by lowering expectations of cost. 

 

Section Notes 

The remainder of this section briefly details the technical mechanisms by which that hap-

pens and should be relevant only to readers interested in the issue.  For practical next-

steps and solutions, please refer to the three sections of this document labeled “Proposal” 

and covering incentive, value-based purchasing, and hybrid options.   

 

For a more detailed address of the material, please see “Pay for Success: Managed-Care 

Rate Setting Implications (Olson & McKnight, 2016). 

  

                                                                                                                                       

6  (Olson & McKnight, Pay for Success: Managed-Care Rate Setting Implications, 2016) 
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Rate-Setting Based on Historical Fee-For-Service Utilization 

A key issue in determining payment to managed care providers is that they are compen-

sated based on capitation rates, per-person per-unit of time.  States take different ap-

proaches to setting of those rates.  South Carolina has used a risk-adjustment methodol-

ogy for managed care rate-cells that use age, gender, and coverage-program specific rate-

cells for comparison.  Commendably, a 2015 evaluation of that system found nearly 10% 

reductions in the cost of care for managed populations.7  

 

In each of these cells, three years of historical data is used to determine the average cost 

of care and medical risk for the entire population.  A risk adjustment factor is determined 

for each rate-cell, which is then used to adjust the compensation for persons in that cell.  

The report we reviewed did not have specific rate cells for high-risk populations.8  

 

This system creates many of the dynamics that have been previously identified with man-

aged care rate-setting mechanisms in “Pay for Success: Managed-Care Rate-Setting Im-

plications”9; however, it does not incur some of the adverse impacts of specific high-risk 

rate cells.  In the South Carolina approach, the adverse impact of reductions in the cost of 

care come when an entire population’s rates are recalculated in subsequent years.  With 

a small minority of persons having a disproportionate impact on the cost-of-care for a 

rate-cell now being addressed, the overall population’s cost will decrease a proportionate 

amount as well.   

 

There are three factors commonly cited as mitigating any adverse impact and generating 

strong financial incentives for managed care entities to invest in population health: (1) 

the relative size of the population, (2) the average across years (smoothing over time), and 

(3) the delayed time-frame of changes.  First, small impact in a rate-cell risk-factor will 

then be multiplied across that larger population resulting in the exact same dollar figure.  

Second, the use of moving averages means that reductions in cost will be phased in over 

                                                                                                                                       

7  (Doucet, Silseth, & Meerschaert, 2015) 
88  For example, the report lists TANF and SSI programs, Male and Female genders, as well as five age groups, 

please see (Doucet, Silseth, & Meerschaert, 2015). 
9  (Olson & McKnight, Pay for Success: Managed-Care Rate Setting Implications, 2016) 
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three periods and will allow the managed care entity to retain the cost difference equiva-

lent of a single year’s savings, but over the course of three years.  The third comes from 

the delay in payment calculation because of the inherent delay in claims data, which al-

lows the managed care entity to retain any savings generated in the delay period with the 

State, typically averages roughly one year.  The conclusion is that managed care entities 

that invest in preventive programs will only receive limited benefits, beyond 

that, the entity will be creating savings for the state and federal entities.   

 

Some of the assumptions used to conduct this analysis are likely improper as well.  For 

example, interventions rarely have clear-cut costs of care before and after an intervention, 

or stable lifelong effects.  Some interventions require ongoing services or other required 

expenditures that will be offered during the subsequent periods of lower revenue. 

 

Medical-Loss Ratio Issues  

One regulatory issue is that funds are classified in different ways, with only some being 

included in the calculation of payments to managed care entities.  Many interventions are 

not considered medical benefits or expenses, so investments in them mean that the man-

aged care entity must trade administrative funds for medical benefits and then make a 

proportionate reduction in their overall administrative budgets.  This proportionality 

with the restriction of administrative funds for use in the preventive services programs 

can substantially reduce the administrative funds available to a managed care provider 

for general operations.    
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An Equitable Value-Sharing Framework10 

Ideally, states can implement frameworks to share the value created by public health in-

novations with their managed care entity partners.  Frameworks should both (a) bend the 

cost curve for vulnerable populations on behalf of taxpayers by improving the health of 

the underlying populations and (b) provide the necessary economic assurances and in-

centives for managed care providers to undertake innovative service delivery programs.  

To do so, to frameworks should: 

1. Ensure that programs reduce the total cost of care for their target populations by 

improving the underlying health of the population; 

2. Use this cost savings to fund service delivery innovations; and 

3. Distribute the net savings to incentivize investments in future innovation. 

 

Only by improving the underlying health of the population can any cost savings create a 

viable and long-term base for use in creating such frameworks.  By using the cost savings 

to fund service delivery innovations, there will be no additional capital requirements on 

publicly financed healthcare payers.   

  

                                                                                                                                       

10  For more information, please see: (Olson & McKnight, An Equitable Value-Sharing Framework for 
Managed Care, 2016) 
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Appendix: Contracting Options  
An overview of useful potential contract and options exchange projects risk profile. 

 

This appendix provides an overview of potential contract options that could change, aug-

ment, or otherwise impact the development of value-based purchasing a Pay for Success 

arrangement. 

 

Budget Overrun Options  

A critical component of planning Pay for Success projects to understand the service de-

livery budget, which is ultimately a projection susceptible to error.  How to handle vari-

ance in the budget, especially those of over-running the expected budget, are a critical 

determination for a key project risk factor.   

 

Mechanisms: 

• Hard cap on total budget: Limit the scope of the project to what the budget will 

cover, leaving the service provider responsible for any budgetary overruns.   

• Fund raising to cover shortfalls: Require raising additional capital to settle 

any shortfalls.  This may be a regular requirement prior to specific milestones for 

the project to continue.  Specific terms should be established for the new capital, 

ideally prior to initiating the overall project.  

• Limit spending per unit of delivered services: Rather than limiting the total 

budget, is possible to build contract mechanisms that would limit the total expense 

per unit of services delivered and prevent budgetary overruns from unexpected 

high-need cases.  Various mechanisms can be used to accomplish this.  For exam-

ple, in housing projects setting a threshold for services, at which outside funds 

must be used or alternative services be offered.   

 

Composition Options 

Many projects feature the composition of subpopulations.  Contract options can be devel-

oped to ensure that subsequent enrollments of individual subpopulations can be discon-
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tinued if problems arise or they are not performing is expected.  Rather than discontinu-

ing enrollments entirely, parties may create options to transfer them to different investing 

groups, such as an issue-oriented philanthropy that are more-willing to let the project’s 

longer-timeframe play out for study or other purposes.  These mechanisms limit the 

downside risk of a project, while providing an opportunity to continue even if specific 

subpopulations would have weighed on overall project performance making it untenable 

to continue. 

 

Mechanisms: 

• General population performance metrics: The projects enrollments may be 

tied to performance metrics in prior years.  For example, if the project fails to 

demonstrate measurable results in an appropriate time, subsequent enrollments 

may be limited or eliminated. 

• Specific subpopulation performance metrics: Enrollments for specific sub-

populations may also be tied to performance.  For example, if the overall project 

has demonstrated measurable results, while specific subpopulations have not, the 

underperforming subpopulation may have its future enrollments limited or elimi-

nated entirely. 

• Secondary funding source requirements: Tying enrollments to past perfor-

mance and alternate funding is also possible.  For example, if a subpopulation un-

derperforms there may be a requirement that future enrollments are tied to finding 

funding sources to subsidize the cost of service. 

• Limitation of available services: In programs with complex service delivery 

models, it is possible to tie which services are available to populations to their per-

formance over time.  For example, the high-risk medical population may be eligible 

for all services, while a low-risk population would also be eligible for all services 

until such time as they are determined to be underperforming.  If this happens, the 

underperforming group will no longer be eligible for the complete basket of ser-

vices.  It is important to specify that this is an option upon initiation of the contract 

to avoid conflicts later.  This both limits the downside risk of a project as well as 

giving the partners an opportunity to continue the program overall, despite the 
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underperformance of any one group that may have disproportionately waited per-

formance. 

 

Potential issues: 

• Limits the size of the deal you end with; 

• Public perception of limiting the scope for profitability sake; 

• Not providing services to people who need them; and  

• Implications for sustainability of post-PFS project. 

 
Early Termination  

Providing the option to terminate the project, liquidate all venture assets, and return cap-

ital to investors could be attractive to investors as it would limit down-side risk, especially 

for project mismanagement issues, regulatory changes affecting the partners, or other un-

foreseen issues.     

 

Early termination can be tied to various mechanisms: 

• Thresholds for budget overruns; 

• Thresholds for performance management issues, such as lacking minimum enroll-

ment rates or higher than expected program attrition;  

• Failure to deliver services at acceptable rates or within acceptable timeframes;  

• Early term project evaluation of outcomes identifying under performance for lead-

ing indicators; or  

• Specifying unforeseen issues in terms of specific measurable metrics.  

 

Potential risks 

• Possibly tying the project termination to a ‘false’ indicator, with later evaluation 

showing the program’s effectiveness; or  

• Public perception issues regarding canceling an early-term public-health project 

for financial reasons. 
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Investment Buy-Ins 

Creating the option for parties to provide additional capital to expand the program en-

rollments in number per year or future duration over which the project operates could be 

potentially advantageous by providing additional upside risk for potential investors.  In-

cluding the right of first refusal for any new capital raises could also be enticing.  

 
Investment Buy-Outs 

Creating the option to allow for a party to buy-out another’s investment stake in the pro-

ject would increase the value of the investment by providing liquidity without needing to 

provide a termination link.  Any investor could exit the project by finding another party 

to assume the terms they originally agreed to.  This may include an option for the out-

comes-payer to buy-out the entire investment stake for a pre-negotiated amount at any 

point. 

 
Rate Adjusting Options  

The option to periodically re-set the negotiated rates of outcome payments based on new 

analysis may be attractive for parties, though it would likely be problematic for others.  

The additional complexity associated with the projects terms could create a major barrier 

to negotiating the initial agreement, but may be a practical requirement of others. 

 
Size Options 

Setting options to increase or decrease the size of the project’s enrollments based on lead-

ing indicators or early results.  This may require additional capital to be structured as an 

“availability buy-in”.   

• An availability buy-in could potentially use the same or specify different terms if 

highly favorable conditions present.    

• Buy-in for new populations:  For example, the project may have segmented 

the population into three subpopulations according to the likelihood to generate 

economic returns.  The project could initiate working with only the population 

most likely to generate the highest return.  In a subsequent year, if that most-likely 

population has met targets, the second population could become available for a 
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buy-in.  The same would be true of the third population should the second also be 

successful. 

 

Service Tier Optimization Options 

Many projects may feature complex service delivery models or the available evidence sup-

porting the intervention model varies based on the level of medical need a person pre-

sents.  In these cases, it may be advantageous to do vary the services intentionally to study 

the comparative effects that elements have.  For short-cycle projects, it may be possible 

to use the subsequent analysis to optimize which services are delivered to which persons 

based on risk-factors identified to optimize the program’s outcomes.  These types of 

mechanisms can help limit the downside risk of providing services more broadly and to 

non-cost-effective groups in subsequent cycles and have the added benefits of developing 

data for program analysis. 

 

Time Extension Options 

In addition to increasing the size of project, the ability to expand the duration of for which 

services are offered main allow projects the scale and size and percent a valuable reinvest-

ment option and upside risk potential for investors.  Projects could be slated for an initial 

service delivery period of three years, with the option to expand to four, five, or beyond.  

The option to continue a project proven to be financially successful could be highly ad-

vantageous and appealing to investors, especially if they were given the right of first re-

fusal or exclusive rights to any such option. 

 
Other Performance Based Bonuses or Incentives 

The option to trigger bonus payments may be highly attractive to different participants.  

• Service provider: meeting budget and volume targets,  

• Recruiting partner: meeting recruitment targets as a percent or numerical volume, 

• Investor: providing bonuses based on meeting outcomes, 

• Impact investors: providing bonus payments for meeting impact estimates,  

• Project manager: operating under budget or ahead of schedule,  

• Evaluator: payments based on meeting timelines for evaluation reports, or 
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• Others.   
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