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Executive Summary

Impact bonds, such as social impact bonds, 
development impact bonds, and health impact 
bonds, have become a major topic in social finance. 
At the same time, there exists some confusion in 
the true purpose of impact bonds and what they are 
best used for. This report contributes to the 
discussion by providing direction in approaching the 
implementation of impact bonds. There are three 
key insights: 

1. Impact bonds are to be classified under the 
impact investment asset class of “Results-based 
Financing (RBF)”. 
Under the asset class of RBF, there exist social 
impact bonds (SIB), health impact bonds (HIB), and 
development impact bonds (DIB). The terms Pay-
For-Success and Pay-For-Performance are different 
methods of outcome measurement, in which SIBs, 
HIBs, and DIBs can use. 

The market for impact bonds is small. There are 38 
existing impact bonds in the world, aggregating to 
over $160 million USD. All 38 impact bonds can be 
classified into the sectors of criminal justice, social 
welfare, employment, and education. If the 
outcomes are successfully achieved, the impact 
bonds on average provide a 9% IRR. 

2. To determine whether or not an impact bond is 
suitable for implementation, we must first 
understand the purpose of impact bonds. 
Impact bonds do not raise additional capital from 
the government’s point of view. In theory, there are 
three major purposes and benefits:

• Impact bonds have the ability to spur impact 
investment into a sector that is relatively less 
commercially viable and profitable. 

• Impact bonds encourage intervention methods 
that are preventative, innovative, and involve 
collaboration. 

• Impact bonds reduce the risk of adopting new 
policy or intervention methods for the 
government.
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Throughout the past five years of impact bond 
development, we find that SIBs have been successful in 
achieving the first goal of spurring impact investment 
into the social services sector. Additionally, 
preventative and collaborative approaches are largely 
encouraged. On the other hand, SIBs have not 
exhibited extremely innovative approaches, mainly 
because testing truly experimental approaches 
substantially increases the government and investors’ 
risks. The reduction of risk for government has also 
been questionable, due to additional financial and 
reputation risks that have not been accounted for in the 
traditional impact bond model. 

3. Several groups have approached SIBs from 
“top-down” manner, in which the question that is 
first asked is “how might we use a social impact 
bond?”
Instead, the suggested approach is to first identify 
whether or not there is a more effective method to 
provide social services, if there is a need for funding, 
and then determine if a SIB is suitable. The following 
actions items are proposed for British Columbia: 

• Complete a comprehensive survey of major 
social service sectors to determine the level of 
severity, new methods of intervention, and the 
need for funding.

• Explore variations of impact bonds in which the 
risk for the government is reduced. This might 
include involving foundations in the role as 
outcome funder. 

• Educate the impact investing community about 
the benefits and drawbacks of the impact bond. 

This report provides a detailed analysis on the 
nature of impact bonds, an overview of the existing 
market of SIBs, and the current status of impact 
bonds in British Columbia. 
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Introduction

There has been substantial momentum built up behind the 
development of financing tools for social and environmental 
outcomes. Innovative financial products, in which investors, 
social enterprises and non-profit organizations, and 
government interact with each other, have materialized in the 
form of bonds and bond-like instruments. For instance, green 
bonds, debt instruments created to fund projects with positive 
environmental impact, have gained considerable support since 
the green bond market began in 2007, through a triple-A 
investment grade issuance from the European Investment Bank 
and the World Bank. In 2014, the market for these green bonds 
amount to $36.6 billion. Since then, multiple variations on the 
social/environmental sector financing tool have been created, 
such as community bonds, development impact bonds, and 
social impact bonds. 

Since 2010, policy think tanks, financial institutes, 
intergovernmental groups and the Canadian government at 
both the provincial and federal levels have encouraged the 
development of social impact bonds.

Globally:
• The Social Impact Investment Taskforce, established under 

the UK’s presidency of the G8, issued a recommendation 
for G8 governments to support social sector organizations 
through capacity building grants, formation of regulations, 
and to implement SIBs to “broaden the use of outcomes-
based government commissioning.”1

• The OECD’s 2015 Social Impact Investment report 
identifies “a need for hybrid models using a combination of 
instruments”2 to spur social investment. The report 
describes the Social Impact Bond and its variation, a 
Development Impact Bond, as a potential solution.

In Canada: 
• The Canadian Task Force on Social Finance published a report 

in December 2010 that outlined a recommendation for tools 
to “channel private capital into effective social and 
environmental interventions” through the use of community 
bonds, green bonds, and social impact bonds.3

• The federal government’s Economic Action Plan 2012 
announced “that the Government will continue to explore 
social finance instruments as a way to further encourage the 
development of government-community partnerships.”4

• The BC Social Innovation Council formally recommended that 
the “private and non-profit sector should partner with the 
provincial government to create Social Impact Bonds”5. The 
Council outlined a potential suitable case in applying the social 
finance tool with the BC Association of Aboriginal Friendship 
Centres. 
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The purpose of this report is to provide direction in the effort to 
assess the suitability of a social impact bond in British 
Columbia. We will use the term “impact bonds” to describe all 
types of results-based financing tools, such as social impact 
bonds (SIBs), development impact bonds (DIBs) and health 
impact bonds (HIBs). For impact bonds to become a viable 
financing option, the concept must first be proven. Several core 
questions will be addressed. First, the purpose of an impact 
bond will be discussed. If an impact bond is developed for the 
wrong reasons, governments, investors, and service providers 
are susceptible to damage to both their finances and 
reputation. Second, the structure of three existing impact 
bonds in the United Kingdom and Australia will be 
documented. These impact bonds are chosen due to variations 
in their design. Their idiosyncrasies each serve to address and 
minimize risks to stakeholders. Finally, we discuss the 
landscape for impact bonds in British Columbia. We examine 
the developments and existing obstacles to date. 

This report has two major 
contributions. First, it provides an 
overview of the impact bond 
landscape in British Columbia. Key 
individuals were surveyed through 
structured and informal interviews. 
Second, we propose a “bottom-up” 
approach to engaging key sectors 
in British Columbia. The sectors 
will be identified in a report to be 
completed at a later date.

Photo credit: Stewart Butterfield
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An Overview of Impact Bonds

The general idea of the impact bond has been well 
documented. Variations on the structure have been designed 
each aimed to address certain risks and challenges that have 
emerged over the past five years. This section will address 
three questions: first, what is a social impact bond? The 
“traditional” design of the SIB, as exhibited by the oft-cited 
Peterborough SIB, will be presented. Second, why create a 
social impact bond? In the review of the literature on SIBs, we 
have found that this question has been overlooked in favour of 
how SIBs can be implemented. Third, what is the market for 
impact bonds? Using recent data published by Brookings 
Institute, we will analyze the size and characteristics of the 
sector. 

What is an impact bond?
Impact bonds in the context of impact investing

In the discussion of impact bonds, several terms have been used 
liberally. There are, however, important distinctions between the 
concepts. To understand SIBs fully, several terms must first be 
clarified.

CONCEPT – Impact investing: The term impact investing has 
emerged as the concept of “investments made into companies, 
organizations, and funds with the intention to generate 
measurable social and environmental impact alongside a financial 
return.”6 Social impact bonds complies as a tool for investors to 
engage in impact investing, just as investing in a social enterprise 
is a form of impact investing.

RELATED ASSET CLASS – Fixed Income/ Bonds: Despite the 
name of the social impact bond, it is not, in a traditional sense, a 
bond. Thus, the SIB should not be classified under the fixed 
income asset class. Compared to the green bond, which can be 
classified as a fixed income asset, the SIB does not guarantee the 
repayment of principal plus interest. The financial return largely 
depends on either success or performance metrics.

IMPACT INVESTING

CASH FIXED INCOME EQUITY REAL ESTATE RBF

GREEN 
BONDS

MICRO-
FINANCE

PRIVATE 
EQUITY

VENTURE 
CAPITAL

PFS/PFP SOCIAL 
IMPACT BONDS

DEVELOPMENT 
IMPACT BONDS

REAL ASSET CLASS – Results-Based Financing (RBF): 
Traditionally, SIBs have been defined as an “asset class” within 
impact investing. This is, however, an inappropriate classification. 
SIBs fall under an asset called Results-Based Financing. The 
general principle of RBF is for a certain program to be funded by 
the government only if certain results are attained. These results 
can be measured in a variety of ways. The Pay-For-Success and 
Pay-For-Performance models use two different metrics in 
measuring the results. 

TYPES OF IMPACT BONDS – Social Impact Bonds (SIB), 
Development Impact Bonds (DIB), Health Impact Bonds 
(HIB): The social impact bond and health impact bond raises 
capital from private investors to fund service providers 
(typically non-profits) that address a social issue (for SIBs) or 
a health-related issue for (HIBs). The government repays the 
investors if certain outcomes are achieved. The development 
impact bond operates under very similar mechanics. The 
biggest difference is in that a donor agency or a foundation 
takes the place of the government, and bares the responsibility 
for repaying the investors. 

MEASUREMENT METHODS – Pay-For-Success (PFS) and 
Pay-For-Performance (PFP): In the surrounding literature, the 
terms PFS and PFP contracts have been used interchangeably. 
It is, perhaps, important to first define the difference between 
the terms. These two terms have important distinctions when 
considering the measurement of impact. PFS contracts 
compare intervention participants to a control group. On the 
other hand, PFP contracts measure the “count or proportion of 
social change among participants.”7

Figure 1. Impact investing asset classes
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The mechanics of the impact bond

All types of impact bonds require the participation of five key 
players: a population in need, a service provider, the outcome 
funder, investors, and an intermediary. To illustrate the concept of 
an impact bond, we can use the example of recidivism that the 
world’s first SIB, the Peterborough SIB, addressed. The general 
concept of an impact bond is outlined in Figure 1. Since 2010, 
impact bond developers have innovatively designed variations to 
the “traditional” model. Several of these key variations are 
outlined in section 3. 

Outcome 
Funder

Service Provider

Population in Need

Intermediary Investors

Value: societal benefits 
from improved outcomes

Value: future cost 
savings

Value: principal 
plus added return 
(contingent)

Government funds

Societal benefits

The general concept of an impact bond is outlined in Figure 1. 
Since 2010, impact bond developers have innovatively designed 
variations to the “traditional” model. Several of these key 
variations are outlined in section 3. 

Investor funds

Figure 2. Impact bond concept
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Stage Peterborough SIB example

1. Attention is required from a 
specific population.

Upon release, the ex-prisoners of Her Majesty’s Prison Peterborough (HMP Peterborough) are
often involved in a “reconviction event” – an incident that essentially places them back into the
prison. This was identified as an area that incurred substantial cost to the Ministry of Justice
(MoJ).

2. A new, innovative method of 
treating the issue is developed.

Social workers who provided mental support, education services, and family services were
joined together under an organization called the One Service. This initiative fostered
collaboration and a common objective.

3. The financial and 
organizational terms of a SIB is 
agreed upon. 

a. Investors provide the capital to fund the service provider: Under a SIB, investors provide
capital to support the operations of the service provider.

b. Government (called the “outcome funder”) agrees to repay the investors: Over time, if the
service provider is able to achieve certain outcomes, then the outcome funder will repay the
investors for “principal” amount invested and a return that is contingent on the performance of
the service providers.

Under a development impact bond, a foundation or donor agency may take on the role of the
outcome funder.

4. Service provider operates and 
treats the population.

The Peterborough SIB’s terms stipulated a duration of 8 years. The average length of an Impact
Bond is 4.1 years.

5. Payment is triggered based on 
the outcomes. 

If reoffending rates are reduced by 7.5%, the MoJ would pay the investors a return of 2.5%. If
reoffending is reduced by more than 7.5%, MoJ will pay the investors more than 2.5%, with
returns capped at 13% annual IRR. If the reoffending rates do not meet the goal of 7.5%, the
MoJ does not repay the investors.

Table 1. The timeline of an impact bond

One must bear in mind that when considering the development 
of impact bonds, the ultimate goal is “to create social impact in 
a priority issue area”.8.It is important to take a “bottom-up” 
approach (Figure 2) when determining the suitability of an 
impact bond. In other words, one should start by surveying the 
needs of the target population and the service providers who 
interact with them. 

Rather than using a “top-down” approach (Figure 3) which starts 
with the question “can we use SIBs to tackle an issue?”, we should 
ask “what are the issues that need attention, and are SIBs an 
appropriate tool to deal with the problem at hand?”.  

Assuming there is an issue that requires attention, the questions 
in focus then becomes whether or not SIBs are an appropriate 
method of financing. This section will examine the purpose and 
value of an impact bond. 

Why create an impact bond?
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While there are as many as ten different claims on the main 
purpose of an impact bond9 , three major themes are observed. 
First, impact bonds create an avenue for players to test a market-
based approach to a social sector service. Traditional impact 
investment tools, such as private equity or investment through a 
fund, have not been applied to social sector services to the same 
extent as other areas such as clean energy. 

The second purpose theme is to craft more effective prevention 
methods through innovation and collaboration. The nature of 
impact bonds requires the involvement of multiple players in the 
sector, thus encouraging interdisciplinary interaction and fostering 
innovation.  Finally, the purpose of the impact bond is to de-risk 
the move towards less proven and experimental policy changes. 
Since the government has to pay only if the service is successful, 
any failures will not cost the taxpayers any money. Over the past 
five years of impact bond development, these three claims have 
been tested. In a recent Brookings Institute report, the authors 
evaluate the merits of the claims.

“Which issue 
area needs 
attention?”

“How can we 
address this 
issue?”

Grants Private 
Equity

Impact 
Bonds

Priority 
Issue

“Can we use 
Impact Bonds to 
tackle an issue?”

”Which issue 
should be 
addressed?”

Education Child
Welfare

Climate

Impact 
Bonds

To promote impact investment into the social services sector

It should first be clarified that impact bonds do not necessarily 
raise new capital from the government’s point of view. The 
upfront capital from private investors is, in theory, returned upon 
achieving certain outcomes. Impact bonds, despite not raising 
new capital, catalyze additional activity from traditional private 
investors and new activity from new investors. Impact investment 
institutions that operate program-related investment funds (PRI) 
and community development financial institutions (CDFIs) have 
traditionally struggled to fund social services due to few 
commercially viable models, which result in low profitability. With 
impact bonds, these investors are given an added avenue to 
become active in the social services sector. 

It can be argued that it results in cost savings over time, if the 
intervention method is proven to be effective in addressing the 
issue. To the government, the “new capital” would be equal to the 
net present value of the cost savings. 

To craft more effective intervention methods through prevention, 
innovation, and collaboration

Impact bonds promote specific service methods, namely 
preventative, innovative, and collaborative. Out of the 38 impact 
bonds studied, 37 of them are “structured around the prevention 
of some negative outcome such as returning to prison, remaining 
homeless, needing remedial education, or being unemployed.”10

On the other hand, the level of innovation integrated into SIBs is 
questioned. None of the 38 SIBs studied implement a intervention 
method that has never been used before. The reason for this is 
that it elevates the risk for investors substantially. As a result, few 
SIBs venture to experiment boldly with service methods. Finally, 
the collaborative feature of SIBs is strong. The structure of the 
impact bonds requires a comprehensive approach to an issue, and 
the majority of SIBs developed necessitate the involvement of 
multiple players.  

We find that successful intervention methods must exhibit a 
certain mix of characteristics. The first priority is for the 
intervention to be evidence-based and, to a moderate extent, have 
a proven track record. This will reduce risk for outcome funders 
and investors. The second priority is for the intervention to be 
innovative and require the flexibility to experiment. The nature of 
SIBs can be described as “a contained lab where adaptations to 
existing models could be tested and proven.”11

Figure 3. Bottom-up approach

Figure 4. Top-down approach
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Table 2. Claims of impact bonds – Theory versus Reality

Principle In theory, is this 
achievable? What is the current reality? 

Promote impact investment into social 
services sector Yes

Philanthropic capital is needed
The impact investment capital will likely come from foundations 
and philanthropic institutions. SIBs are too risky for private 
investors and outcome funders.

Craft preventative, innovative, and 
collaborative solutions Yes

Evidence-based first, innovation second
The service solutions must first be proven and grounded in 
evidence-based principles. Extremely innovative ideas that have 
yet to be proven will not work. 

De-risk the move towards experimental 
policy changes Yes

Many other financial and reputation risks have to be addressed
SIBs in New York and Australia have seen the government 
guarantee all or parts of the committed capital. This effectively 
removes the benefit of de-risking move towards policy changes. 

Impact bonds are often described as innovative tools that foster 
investment from private markets, at no risk to the public sector. 
This claim has been disputed, and rightfully so. Upon further 
analysis, we find that while impact bonds are, at the moment, 
among the best tools to increase investment in the social services 
sector. On the other hand, SIBs have yet to exhibit extremely 
innovative methods for addressing social issues. At the same 
time, financial and reputational risks exist, which may serve to 
deter impact bond development efforts. 
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As seen in Figure 1, with 28 SIBs, the United Kingdom has been a 
continuous advocate for social impact bonds and has led the 
movement towards using SIBs as a financing tool. A range of 
sectors has seen the SIB as an appropriate financing tool, namely 
the employment, homelessness, and family support. Interestingly, 
the analysis of $60.0 billion of impact investment capital by GIIN 
and J.P. Morgan found no investment in these specific sectors. 
This is, perhaps, due to the fact that these sectors are relatively 
less profitable than other sectors such as energy and housing. 
Thus, SIBs represent a promising method of financing for less 
traditional impact investment sectors. 

Figure 5. Impact bond market (2010-2014)

Figure 6. Breakdown of impact bonds by country

What is the market for impact bonds?

In the 2015 GIIN/J.P. Morgan report on impact investing, these 
instruments made up only 0.2%, or $120 million of the $60 billion 
impact investment capital studied.12 Though it makes up a very 
small amount of the capital in impact investing, the activity in this 
space has been increasing. As of March 1, 2015, there exists 38 
SIBs, totalling over $160 million USD.13
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Further analysis of the SIB investments yields several interesting 
findings:

• UNITED KINGDOM LEADERSHIP: The UK continues to lead 
the movement towards widespread use of SIBs in tackling 
social issues. At the moment, the UK is operating or has 
operated 24 SIBs. The United States has exhibited an 
acceptance towards SIBs, with seven in operation. Finally, 
continental Europe has, in the past two years, begun 
experimenting with SIBs. 

• SOCIAL WELFARE: Social welfare SIBs pertain to various 
areas, such as support for at-risk youth, mothers, families, and 
issues surrounding foster care. Of the 18 social welfare SIBs, 
12 were developed in 2014. This could suggest a trend 
towards applying SIBs towards broader use. Not surprisingly, 
with $55.21 million in total committed capital, these SIBs make 
up the most (41%) of the SIB assets under management. 
However, as seen in Figure 4, the average social welfare SIB is 
not very big ($3.68 million). 

• CRIMINAL JUSTICE: Despite having only four documented 
SIBs in the criminal justice sector, they represent $54.88 
million of invested capital. Only SIBs addressing employment 
issues have more capital invested. The average value of the 
four SIBs is $13.72 million, which is significantly higher when 
compared to the other sectors. This is perhaps due to the 
large amount of publicity gained from the Peterborough SIB 
(the first SIB in the world) and the Riker’s Island SIB (funded 
by Goldman Sachs and guaranteed by Bloomberg 
Philanthropies). 

• EXPECTED LOSSES AND RETURNS: 16 out of the 38 impact 
bonds studied provided financial details pertaining to the 
maximum potential losses (as a percentage of the principal) 
and the maximum potential returns. The largest return of 30% 
was found in the Benevolent Society Social Benefit Bond in 
Australia, while the smallest possible return is 2% of the 
Junior Code Academy impact bond in Portugal. On average, 
the maximum potential returns is 9% IRR and the maximum 
potential loss is 94% of the committed capital.
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FINANCIAL DETAILS: There are essentially ten different SIBs. 
They issued two rounds of funding in order for investors to have 
enough time to evaluate the opportunity, and for new partnerships 
to form. The structure involves two rounds of funding (Round 1 
funding – Summer 2011 to April 2012, Round 2 funding – Spring 
2012 to November 2012).

• REPAYMENT TO INVESTORS
Monthly payments will be made by DWP based on the 
successful attainment of one or more proxy outcome 
measures. There are various rates of return for different 
investors. 

• OUTCOME METRICS
The ‘big picture’ outcome is re-engagement in education and 
employment. These objectives are to be achieved by tackling 
subsets of outcomes. There is a cap of £8200 per participant 
in round one funding and £11,700 in round two. 

Case Studies: Impact Bonds

There are two main categories of impact bonds: impact bond 
funds and individual transaction impact bonds.14 Impact bond 
funds involve multiple outcome payment contracts (summarized 
by a “rate card”) that establish payments per outcome. In 
contrast, individual transaction impact bonds involve contracts for 
only one outcome. This section will cover one impact bond fund 
and two individual transaction impact bonds.

Impact Bond Fund Examples

“Innovation Fund” – United Kingdom

THE CAUSE: The Government aims to reduce youth 
unemployment with this social impact bond. The target 
population are 17,000 youth who are disadvantaged or are at risk 
of being disadvantaged. The goal is to improve educational 
outcomes, employment and training accessibility and quality, and 
personal and social wellbeing. 

PROCUREMENT PROCESS: The Department of Work and 
Pensions (DWP) created a ‘rate card’ for payment per individual 
outcome. They asked service providers to select which outcomes 
they would like to work on, agree on a price per outcome, and the 
intervention that would be provided to the target population. The 
SIB was not mandated – 7 out of 10 involved external investors. 

Proposals made by 
service and investor 

consortia

"Speed dating" session 
held for investors and 

service providers

DWP developed a range 
of proxy outcomes for 

future employment and 
launched procurement

Nature of Outcome Maximum Price of Outcome

Improved attitude towards 
school

£700

Improved behaviour £1300

Improved attendance £1400

Entry Level Qualification £900

NVQ level 1 or equivalent £1100

NVQ level 2 or equivalent £3300

NVQ level 3 or equivalent £5100

Entry into employment £3500

Sustained employment £2000

Figure 9. Innovation Fund – Procurement Process 15

Table 4. Benevolent Society SBB – Financial Structuring
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Innovation Fund – United Kingdom (cont’d)
KEY STAKEHOLDERS

Target population: 17,000 youth with barriers to 
employment 

Service providers: Tomorrow’s People, Greater Merseyside 
Connexions Partnership, Teens and Toddlers, Adviza, 
Dyslexia Action, CfBT Education Trust 

Outcome funder: The Department of Work and Pensions 
(UK)

Round 1 Investors: APM UK Ltd., Stratford Development 
Partnership, Indigo Project Solutions, Nottingham City 
Council, Private Equity Foundation, Triodos Bank

Round 2 Investors: Prevista, Social Finance (Adviza), Social 
Finance (COUI), Third Sector

Intermediary: Social Finance UK, Triodos Bank, 
ThinkForward, Stratford Development Partnership, 
Advanced Personnel Management, Nottingham City 
Council, Indigo Project Solutions, 3SC, Prevista

BENEFITS AND RISKS

✔

𝙓

A VARIETY OF OUTCOMES
The main benefit of this SIB exists in its ability to allow 
investors to fund a variety of outcomes. This encourages a 
comprehensive approach towards dealing with the issue, 
with six service providers receiving funding to address 
youth employment. 

✔ MARKET APPROACH TO SOCIAL SERVICE SECTOR
The innovation fund is structured to receive investor 
funding in rounds. The benefit of this structure is that it 
increases the effectiveness of services. If a service method 
is particularly effective, it will naturally attract more capital, 
and vice versa for ineffective services. Additionally, the 
nature of the contracts reduces the risk for the government 
to be stuck with an ineffective treatment method. 

TRANSACTION AND LEGAL COSTS
The complexity of this innovation fund can lead to 
substantial transaction and legal costs. Thus, the financial 
benefit of this SIB could be largely reduced.

FUNDER
Dep’t of 
Work & 
Pensions

SERVICE PROVIDERS
Tomorrow’s People, Grater 

Merseyside Connexions
Partnership, more 

TARGET POPULATION
17,000 youth with barriers 

to employment

INTERMEDIARY
Social Finance UK, Triodos

Bank, more

INVESTORS:
Two rounds 
of investors

Government funds

Societal benefits

Investor funds

Figure 10. Innovation Fund SIB Structure

INVESTORS:
Two rounds 
of investors
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FINANCIAL DETAILS: The Benevolent Society, with partners 
Westpac Banking Corporation and the Commonwealth Bank of 
Australia closed the SBB deal at $9.32 million over a five-year 
period. Investors receive seven yearly interest payments (amount 
is based on the type of share they hold).

• REPAYMENT TO INVESTORS
The SBB was structured using two tranches to account for the 
different risk and return profiles of different investor markets. 
Class P’s capital is protected, while Class E’s capital is subject 
to 100% loss if the program fails to trigger improvement of 
5% or more. 

• OUTCOME METRICS
The outcome is based on a weighted average of three 
measures: Number of entries into out-of-home care (66%), 
number of Child Protection Helpline reports (17%), number of 
safety and risk assessments (17%).

Individual Transaction Impact Bond Examples

”Benevolent Society Social Benefit Bond (SBB) - Australia

THE CAUSE: Over 61,000 children annually are at risk of harm in 
NSW, and more than 18,000 children are placed into out-of-
home care. Statistically, children in out-of-home care are less 
likely to continue their education beyond the minimum school 
leaving age.  The Benevolent Society SBB funds a program called 
Resilient Families to provide intensive family support and reduce 
the need for out-of-home care. 

PROCUREMENT PROCESS: There is no equivalent intermediary to 
Social Finance (in the UK) for this SBB. This had its disadvantages, 
as it took 6 months to run the RFP process and negotiate 
contracts. Furthermore, the government staff “could not agree on 
a maximum budget or referral mechanism until the joint 
development phase.” They asked the organizations during the RFP 
process to provide suggestions.16 This is an example of a top-
down approach to developing a SIB.

Joint development of SIB

RFP for a partner to 
come through with ideas 
including financial details

Preferred social issues, 
prices, structure decided 
by the government

2 out of 3 partners are 
contracted

Tranche Investment 
amount

Capital 
protection

Potential 
return

Class P “Low 
risk”

AU $7.5m Capital is 
100% 
protected/gua
ranteed by the 
NSW 
government

Up to 10% 
return 
dependent on 
outcomes

Class E “High 
risk”

AU $2.5m Capital is not 
protected, 
investors can 
lose principal 
investment. 
Repayment is 
completely 
dependent on 
outcomes.

Up to 30% 
return 
dependent on 
outcomes

Table 4. Benevolent Society SBB – Financial Structuring

Figure 11. Benevolent Society SBB – Procurement Process 17
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Benevolent Society SBB - Australia (cont’d)
KEY STAKEHOLDERS

Target population: Up to 400 families expecting a child or 
have at least one child under six years old and are at risk of 
harm (determined by the NSW Department of Family and 
Community Services (FACS)

Service providers: The Benevolent Society through their 
program “Resilient Families”

Outcome funder: Government (New South Wales, 
Australia)

Investors: Westpac Institutional Bank, Commonwealth Bank 
of Australia, The Benevolent Society, NRMA Motor & 
Services, Australian Ethical Investments

Intermediary: None

BENEFITS AND RISKS

DIFFERENT “CLASS” OF SHARES
The establishment of different share classes allows 
flexibility and risk management for investors. The 100% 
guarantee as an investment by the NSW government can 
be seen as a move to establish a market and track record 
for SIBs. 

GOVERNMENT BEARS RISK
Since the government gave a 100% guarantee on Class P 
shares, the major benefit of de-risking policy innovation is 
eliminated. For SIBs to be successful, this should not be a 
model to be replicated in the future.

WEAK PROCUREMENT PROCESS
The government first determined the financial details of 
the SIB and faced major obstacles in agreeing upon a 
structure. Personnel involved with the SIB say, “given the 
opportunity, [they] would all redesign it in different 
ways.”18

FUNDER
Government

SERVICE PROVIDERS
The Benevolent Society

TARGET POPULATION
400 families expecting a 

child or have a child

INTERMEDIARY
None

INVESTORS:
Class P 

shareholders

Government funds

Societal benefits

Investor funds

Figure 12. Benevolent Society SBB Structure

INVESTORS:
Class E 

shareholders

✔

𝙓

𝙓
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FINANCIAL DETAILS: The investment closed at approximately $5 
million with six institutional investors who were involved with the 
first SIB in UK, the Peterborough recidivism SIB. Payments are 
triggered quarterly, distributed to the service provider and 
investors, as described below.

REPAYMENT TO INVESTORS: 
If the program reaches its target, investors will receive a return 
between 8% to 12% per annum. If the program is unsuccessful, 
investors will make no money. A key difference between this SIB 
and the typical SIB is that the government has the ability to 
‘recycle’ early outcomes payments. To fund the operations of the 
main service provider – Multi-systemic Therapy or MST) –
external capital of £3.1 million is needed. By allowing early 
payments to be recycled for operation funds, this reduces the 
need for additional capital raising in the future. This also reduces 
cost of capital for Essex City Council.  

OUTCOME METRICS: 
There is a ‘basket’ of outcome metrics – care placement days 
saved, educational engagement, offending, and emotional 
wellbeing.21 These metrics are chosen specifically as non-binary 
metrics, but as frequency metrics.

“Essex Family Therapy” – United Kingdom

THE CAUSE: 380 vulnerable adolescents received intensive 
therapy programs through the financing made possible by the 
Essex County Council (ECC) SIB. The youth individuals who 
require treatment make up a disproportionately large amount of 
the prison population (25%, compared to 2% of the general 
population). 33% of these vulnerable youth are unemployed or 
not in school by age 19.

PROCUREMENT PROCESS: Social Finance engaged Essex County 
Council first and researched the needs of the target population. 
Then, the financial model and business case was made, and 
engaged relevant stakeholders. Finally, the procured service 
providers and finalized the contracts. 
Tomkinson, E. (2015, January 14). Key questions when procuring 
for a social impact bond (SIB). Emma Tomkinson: A stream of 
social consciousness.19

Financial model, business 
case, and stakeholder 
engagement

Research on needs of 
target population, 
desired outcomes, and 
measurement options

Social Finance engage 
Essex County Council

Procure for service 
provider

Figure 13. Benevolent Society SBB – Procurement Process 20

Finalize contracts
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Essex Family Therapy – United Kingdom (cont’d)
KEY STAKEHOLDERS

Target population: 380 vulnerable youth individuals due to 
family-related issues

Service providers: Multi-systemic Therapy (MST), Action for 
Children UK 

Outcome funder: Essex City Council

Investors: Big Society Capital, Bridge Ventures, Barrow 
Cadbury Trust, Tudor Trust, Esmee Fairbairn Foundation, King 
Baudouin Foundation, David Burnett, Charities Aid 
Foundation, Social Ventures Fund 

Intermediary: Social Finance UK

BENEFITS AND RISKS

✔
EARLY PAYMENTS RECYCLED TO PROVIDE WORKING 
CAPITAL
This feature acknowledges the additional administrative 
and operational costs that could accumulate over the 
course of the investment term. By shifting some of the 
capital to account for the additional costs, this SIB 
addresses financial risk.

TESTS AN EVIDENCE-BASED PROGRAMME IN FAMILY 
THERAPY
As discussed, the SIB is a good avenue for the testing of 
new intervention methods. Multi-Systemic Therapy is “the 
most promising intervention for the edge of care 
adolescent population.”22 By leveraging the potential of 
MST, this approach is a good example of a SIB designed for 
its purposes.

𝙓

FUNDER
Essex City 

Council

SERVICE PROVIDERS
Multi-systemic Therapy, 
Action for Children UK

TARGET POPULATION
380 vulnerable youth 

individuals

INTERMEDIARY
Social Finance UK

INVESTORS:
Big Society 

Capital, 
more

Government funds

Societal benefits

Investor funds

Figure 14. Essex Family Therapy SIB Structure
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The key insight that can be gained from Table 5 is that the SIBs 
studied have successfully promoted impact investment into the 
social services sector. Relatively less proven is the impact bonds’ 
ability to foster innovative service methods and to de-risk the 
move towards experimental policy changes. 

Purpose of Impact Bonds Innovation Fund Benevolent Society SBB Essex Family Therapy

To promote impact investment into 
the social services sector High High Moderate

To craft more effective intervention 
methods through prevention, 
innovation and collaboration Moderate Moderate High

To de-risk the move towards 
experimental policy changes for 
government Moderate Low High

Table 5. Degree of purpose achievement of the three SIBs studied
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Impact Bonds in British Columbia

It is accurate to say that British Columbia is, to a large extent, 
interested in impact bonds. In a June 2014 meeting by the 
Standing Committee on Public Safety and National Security, BC 
MLA Gordon Hogg confirmed that the social impact bond model 
is “considered a promising model across party lines… in British 
Columbia.”23 Despite being a leader in the thinking for impact 
bonds, BC has yet to see any significant progress. This section will 
outline the major developments throughout the past four years, 
and present some of the obstacles. 

To illustrate the progress made in British Columbia, this section 
will be separated into the various stakeholders of an impact bond. 
The proposed “bottom-up” approach (Figure 3) implies that in 
exploring SIBs, one must view stakeholders with varying levels of 
priority. In the exploration stage of SIBs, as seen in the situation in 
British Columbia, this approach will ensure that a SIB is developed 
in an area that truly needs it. In the following paragraphs, I 
propose the levels of priority of each stakeholder. In Appendix 1, a 
detailed timeline of SIBs development in BC is presented.

Priority 1: Target Population

The target population must be the starting point. Without a 
complete understanding of the dynamics surrounding the 
population of interest, an impact bond will be poorly constructed. 
In BC, two major feasibility studies have identified potential target 
populations. First, in late 2012 – early 2013, the BC Government 
and the BC Association for Aboriginal Friendship Centres 
completed a report that focuses on the issue of Aboriginal 
children welfare. British Columbia identified the issue of high rates 
of Aboriginal children entering state care, which is not only costly 
to the government, but can also adversely the children’s growth. 
This report, however, cannot be located on public domain. 

The second report is written by Ecotrust Canada and RADIUS 
SFU, by Geordan Hankinson and Colin Stansfield. The target 
population studied are individuals with severe addictions or 
mental illness (SAMI). The report states that SAMI was chosen 
due to political will, economic data, and evidence of an effective 
intervention. I believe further detail is needed in determining, first, 
the problems and needs of the sector.

Proposed Action Item

To truly embrace the “bottom-up” approach, one must first gain a 
comprehensive understanding of the social services sector. A list 
of players in the social services sector will be created, and key 
individuals will be contacted for interviews. Potential areas 
include social housing, children welfare, employment to 
individuals with barriers, and healthcare. 
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Priority 2: Intervention Methods & 
Service Providers

Gordon Hogg, in his testimony to the Standing Committee on 
Public Safety and National Security, has said that British Columbia 
“is ahead [in the thinking on SIBs] not because of the elected 
representatives, but because of the service providers.”24 In areas 
such as homelessness and employment, the City of Vancouver 
has many high quality service providers. However, not every 
intervention is suitable for a SIB. To reiterate the points made in 
section 2 of this report, the most suitable interventions are:

Evidence-based, proven methods that…
have not been carried out on a large scale, and… 
requires “experimental capital”. 

As mentioned above, only two areas have been studied: 
Aboriginal youth and SAMI individuals. Little details could be 
found on the case for Aboriginal youth. For SAMI individuals, 
however, the “Housing First” approach represents promising 
approach towards the issue of homelessness. MaRS Discovery 
District has been making progress in developing a SIB in this area 
for a few years now. 

Proposed Action Item

During the interviews with social sector players, any interventions 
as described above will be identified. At the higher level, the 
government can proceed with a request for proposals, but all 
stakeholders involved with the RFP process must fully understand 
why and when a SIB is suitable.

Priority 3: Outcome Funder

Through the preliminary stages of research and information 
gathering, it appears that the provincial government has been 
reluctant to proceed with the development of a SIB:

“Our Treasury Board wants to make sure that we do something 
that is a success, that does happen. An innovation is not always 
about success. Some risks are inherent in that, that I think have to 
be followed through with.”25 – Gordon Hogg

Additionally, in the SAMI initiative, the progress seemed 
promising, with multiple government ministries showing signs of 
approval. However, the Ministry of Finance became an obstacle 
due to the lack of familiarity with impact bonds. However, there is 
a lack of information in the area of government as an outcome 
funder. Further fact-gathering is required. 

Recently, 100 Resilient Cities (100RC) – an initiative pioneered by 
The Rockefeller Foundation dedicated to developing cities to 
become more resilient the growing challenges of the 21st century 
– created a partnership with Social Finance, multinational 
organizations like Amec Foster Wheeler, Microsoft, and the 
World Bank to explore the development of social impact bonds at 
the municipal level. In British Columbia, the municipal 
governments have said little on the topic of impact bonds. It is 
worth exploring their stance on these tools. 

Finally, variations of impact bonds, like the Development Impact 
Bond and the Health Impact Bond in Fresno, California, have 
experimented with non-government outcome funders. 
Foundations, donor agencies, and philanthropic organizations 
have agreed to repay investors if certain outcomes are achieved. 
If the SIB model is attractive to service providers, but government 
remains an obstacle, these alternative models can be explored. 

Proposed Action Item

The first item is to further understand the dynamics of provincial 
government in relation to impact bonds. It is important to 
consider multiple government ministries. Second, the municipal 
levels of government can be consulted to determine their interest 
in SIBs. Lastly, alternative models in which non-government 
institutions become the outcome funder can be further explored. 
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Proposed Action Item

Educate the impact investing network on the concept of impact 
bonds. There appears to be some confusion about the nature of 
SIBs, and what it can be used for.

Priority 4: Investors

There is a strong impact investing community in Vancouver.  The 
movement towards social finance is well supported by 
investment-focused groups (Pacific Impact Investor Network, 
Pique Ventures) and enterprise development hubs (Coast Capital 
Savings iHub, Spring Activator, and RADIUS SFU). In BC, the idea 
of investing in socially and financially beneficial products is not 
foreign. 

It is important to note that because SIBs are new, the likely 
scenario is that the capital provided will be, to some extent, 
philanthropic, funded by donors or foundations. The reasons are 
well summarized by Dr. James Tansey (Executive Director, UBC 
Sauder Centre for Social Innovation & Impact Investing): 

“My comments about the likely sources of capital really 
focus on a reality check about what private investors in 
particular might look for from this kind of program. In 
the early stages, I don't believe the private sector would 
mobilize quickly in response as an intermediary to 
providing capital to scale this up. My view is that if 
there is a desire to test this and prototype and pilot 
these kinds of projects, it will require government 
funding to underwrite it, with stakeholders from the 
philanthropic sector and potentially from local 
governments for it to work.

The reason the private sector, I think, will hold back is 
that typically for institutional capital investments, they 
would require investments of $25 million or more to 
address the transaction costs involved. I don't see an 
intervention on the scale of $25 million being realistic 
initially for a prototype or for a pilot study. In contrast, 
public sector and philanthropic capital is likely to be 
more appropriate in the early stages. Community 
organizations and philanthropic institutions having a 
stake in the investment I think is important because it 
ensures a level of accountability and engagement with 
the success of the program.”26

Once a potential sector is identified, related investors can be 
contacted. Until then, Further explanation of impact bonds is 
required to increase investor understanding.

Priority 5: Intermediary

The intermediary, despite its ranking in priority, plays an 
important role. It should be the main source of information and 
collaboration for all related stakeholders. Finance For Good (FFG), 
a social impact bond intermediary that has consulted for several 
SIB projects, has expressed interest in providing support in 
developing a SIB in BC. The role of the intermediary would be to 
convene all the players, provide the due diligence and research 
behind service providers and intervention methods, and raise 
capital. 

Player Interest 
in SIBs Potential BC player (Example)

Target population n/a

Aboriginal children welfare, 
Homelessness, Employment 
for individuals with barriers, 
Healthcare

Intervention 
methods and 
service provider 

High
Housing First, BC Housing, BC 
Association of Aboriginal 
Friendship Centres

Outcome funder Moderate
BC Provincial Government, 
municipal governments, 
foundations 

Investors Moderate PIIN members

Intermediary High S3i, Finance For Good

Table 6. Summary of BC players
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Conclusion

The impact bond is one tool within a whole box of social finance 
instruments. One must not lose sight of the fact that the ultimate goal of 
these instruments is to address a pressing social issue. Thus, the first 
questions that need to be asked are: how might we address a certain 
social issue and what are the most effective methods?

This report has evaluated the theoretical benefits of impact bonds 
and its ability to achieve those benefits throughout the past 5 
years. These instruments have effectively enabled private impact 
investment into traditionally less profitable ventures. However, 
stakeholders still approach impact bonds with a “cautious 
optimism.” Additional financial and reputational risks have proven 
to be obstacles for investors and outcome funders. Furthermore, 
the claim that impact bonds encourage truly innovative methods 
is not strong. The trade-off between innovation and risk has seen 
SIBs prefer more “proven” methods. However, this could be used 
as an argument for the use of market-based approaches, which 
“filter out” the less effective solutions.

In BC, multiple organizations have expressed an interest in 
exploring the implementation of social impact bonds. Instead of 
asking the question “where do social impact bonds work best?”, 
we should ask the question “which sectors have a promising 
solution but need financing, and are SIBs the best tool to solve the 
issue?” So far, the work has adhered to the first question. 
Aboriginal issues and homelessness have been identified as 
sectors where impact bonds work. However, this report suggests 
that we should first complete a comprehensive overview of the 
social services sector, in order to discover underfunded but 
effective solutions. 

The social finance sector has created many innovative tools for 
financing traditionally impact-only, philanthropic institutions. 
Other methods of financing, such as community bonds, have also 
gained traction. For social sector players to make good decisions, 
the purpose, benefits, and drawbacks of each of these tools must 
be outlined clearly. This merits further research in demystifying 
these nascent financial instruments. 

Impact bonds represent a truly innovative approach to impact 
investing. It fosters an unprecedented level of collaboration 
between non-profit organizations, social enterprises, government, 
and investors. At the same time, other financial instruments are 
being developed to encourage the movement towards investing 
for social and financial returns. Each has its own benefits and 
drawbacks, and it is of crucial importance for stakeholders to 
understand each instrument’s purpose. 
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