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An Approach to Outcome Based Commissioning and Contracting
1 Introduction

Outcome based commissioning and contracting is about developing a new approach to planning and purchasing service provision. The key themes of the approach are equally applicable to internal and externally provided services and to block as well as individual contracts. Overall, an outcomes based approach aims to shift the emphasis from what services a provider will offer to what outcomes they will achieve. 
For many years the focus of public care contracts was either 'charitable'; the giving of grants to worthy causes, with little measurement of effect, or 'service focused' which concentrated on what services, were to be delivered, at what price. In awarding funding a variety of mechanisms have been used in the past to measure performance:

· Case studies and recording - Voluntary agencies, in particular in the 19th and early 20th Century, tended to show their results by anecdotal uncorroborated 'success' stories. 

· Financial Auditing - Measures of financial probity. 'Has our money been spent appropriately and for the purpose intended?’
· Outputs – Measuring, for example, the number of sessions held, operations undertaken, visits made, beds occupied or people served.

· Performance to standards or procedures/processes - Staff qualifications, whether particular procedures are followed, accreditation of certain practices.

· Funding by demography - Giving money based on certain prevalence rates or characteristics of a population.

· Client satisfaction - Did people like what they got?

Whilst all the above approaches have some merit they say little about whether the service given has achieved the desired impact on the service recipient in a measurable way. Outcome based contracting is designed to: 

"...shift the focus from activities to results, from how a programme operates to the good it accomplishes."


Plantz, Greenway and Hendricks 1999

The need is to define the funding to be given not in terms of outputs achieved or processes to be followed but what outcomes might be expected. For example, current contracts may be written in terms of; "We giving this funding to run training courses on social skills for young people who have committed offences". The problem is it would easily be possible to run such a course, it could be for young offenders, and it may be seen as beneficial, but it might not have any effect on the likelihood of those young people committing further offences, which was the outcome the funding was aiming to achieve. In this instance an outcome based approach might suggest "by how much will offending behaviour be reduced in the target population if this activity is funded and what evidence is there that the processes put forward will achieve this?" This kind of approach has attracted increasing attention in the USA over the last decade potentially encouraged by the greater distance between federal contracts and the agencies, primarily in the voluntary or faith based sectors, that deliver services. The example below outlines a typical model.  
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2 A Framework for implementing outcome based commissioning and contracting
This section outlines some of the steps needed to achieve an outcome based approach. These steps may vary depending on whether this is a repeat contract with an existing agency or a contract for an entirely new service. However, where there are a number of competing service providers or the provision of service goes out to tender, then determining the outcomes needs to be purchaser led. Where there are existing suppliers or a sole provider then the initial setting of outcomes may be more of a combined task. The process may require a number of break points. For example after defining methods or approaches to be used the provider may wish to consult or negotiate with the commissioning body and gain agreement at that stage before suggesting approaches to measuring and monitoring 
Applying outcome based principles is at its easiest when contracting for a new service, from a new service provider. Changing the nature of the contracting relationship with an existing service provider may prove much more difficult. In some situations there may not be a lot of choice as to whom the service is purchased from. Such monopolies may lead to a resistance to change. In these circumstances there may be considerable benefit in having an independent 'third party' to conduct some of the negotiations over outcomes.

2.1 Agree project parameters


At the initial stage 
· It will be important to identify one or more providers who may be willing to embrace a changed approach to contracting. 
· Where there is an existing service provider it may be advantageous to start with a joint meeting to discuss the implications of the new approach. A starting point may be to think through current achievements and look at how they could have been expressed as outcomes before beginning to discuss current outcomes and their measurement.

· There may need to be seminars for providers discussing the approach and its implications. 
· There should be an indicative value or range of values for the contract on offer. 

· There will need to be a description of what limitations or boundaries may be put around the service area.
· Decide at what point the commissioners move from an open or preferred providers route to a single provider with whom negotiations are concluded. The most likely point is after the initial response to outcomes in the form of the baseline data and the proposed methods or approaches.
Define outcomes


Outcomes can be derived from a variety of sources:

· National government requirements regarding performance.

· Local government requirements.

· Research.

· Past practice.

· Evidence of need.


Whatever outcomes are defined the commissioning body needs to 

· Describe what the rationale for the outcomes are and from where these rationales are derived.
· Allow sufficient time for providers to think through the outcomes to be achieved and for those outcomes to be rigorously tested in debate. It is important that all stakeholders in the service area, including perhaps other agencies, are involved in this process. 
· Ensure that the draft outcomes fit their business plan, the strategic goals of the agency and/or the inter-agency strategy for this area.
· Be clear about the relationship between funding and the tendering process. If this is a new service the process may start from defining outcomes, receiving bids on the lines outlined below and then reviewing which outcomes can be afforded. For an existing service that is being re-defined by outcomes, then the amount of funding may be fixed in supply. In this instance it is important to make sure that the outcomes proposed are still feasible within the funding to be provided, regardless of what methodologies may be used.
· Remember that some providers may have previously defined their success in terms of the quality of the service they have offered and have received widespread support. A change of approach and the need to provide additional justifications for their work may not always be welcome to an organisation and its supporters. Does this change have wider support across the agency?

2.2 Responding to the tender/proposal
For new and existing providers responding to tender they will need to:

· Establish a baseline - What experience do they have in this field and/or what has been their past record in achieving the outcomes desired. It may also be helpful to be able to describe their market position vis a vis other likely suppliers/other services provided.

· Respond to outcomes 
· 
Are there outcomes described in the tender that are inappropriate or better outcomes that should be achieved (where the outcome is joint there should be a description of what contribution the provider can make towards achieving that outcome)?

· What methods/approaches to achieving the outcome would the provider propose and what outputs will be achieved? 

· What evidence is there that the methods of work suggested would be effective? 

· Measuring and monitoring

· What measures or indicators would be used to demonstrate whether the provider is achieving each outcome and how would that monitoring be conducted (by whom, how, frequency, etc.)? 

· How would accuracy and impartiality be guaranteed in the monitoring process? 

· Identify resource requirements (including costs and staffing) - Based on the proposed methods to be used: 

· What staff would be required to deliver the outcomes?

· What additional resources may be required and at what cost, eg, management time, buildings, materials etc?

· Develop an action plan This should clearly describe the programme over the year to achieve the above outcomes, including timescales and who will be responsible for delivering the proposed actions. It should also describe the relationship between outcomes and outputs and when particular milestones may be achieved. For example in the case of a community based project, the work may start from the provider being able to identify a population in need, eg, number of those who use a particular type of drug or with a particular disability. From the overall numbers identified by the provider they may then describe the number with whom they will establish firm contact, the number who receive an intervention, the number for whom that intervention will be successful in terms of the commissioners outcomes.
2.3 Purchaser testing the proposal 

· Is there evidence that the provider has the knowledge of the area of work required? Have they clearly understood and phrased their response to tender in terms of outcomes rather than services. Is there a reasonable assessment of the degree of difficulty the provider may have in achieving the desired results?

· Has evidence been provided that the methods of work the provider is proposing are appropriate and can be substantiated? Where new methods are to be used is there appropriate time and resource allowances for staff training? Are there other approaches that may be more beneficial?

· It will be particularly important to look at what measures can be used to test if the outcomes are being achieved, what methods will be used to collect the measures and how they can be reliably audited. The Australian Government
 advocates three criteria to assess the quality of indicators:

· Is the selected outcome important and significant to the programme?

· Is the potential indicator a meaningful measure of outcome? Is it free from undesired side effects?

· Is the instrument; valid, reliable, feasible and amenable to audit?

· Measures also need to relate to the funding cycle. There is not much point in having an annual funding round if the results of the measurement are only available after ten years work. Commissioners need to work with providers to ensure that, methods to be used to achieve objectives and measurement systems, are sound. 

· Is the proposal within the funding limit? Has it been costed accurately? Have the right number of staff been costed to adopt the methods that will achieve the objectives?

· Is the action plan achievable? Does it match the approaches to be adopted to achieving the outcomes? Does it match the funding cycle, ie, are money and people synchronised?

· At what points would the contract need to be re-considered, ie, not only time span but when may it be reasonable to draw a conclusion that the desired outcomes could not be reached?

3 Issues to be tackled in developing an outcome based approach
Shifting to an outcome based contracting approach requires a number of factors to be taken into consideration:

3.1 Time and thought
As is clear from the above process adopting an outcome based contracting approach to service commissioning can be a time consuming process particularly when developing outcomes and measures for the first time. Perhaps the biggest obstacle to overcome is making the change from defining contracts and discussions in terms of services to be provided to outcomes to be achieved. Managers will need training, support and time if the approach is to be uniformly and successfully adopted across commissioning. The process may also involve considerable changes to tendering and contracting process across a local authority or health commissioning body. If both outcomes and approaches are to be sound both commissioner and provider will requires greater knowledge of the research literature
3.2 Defining outcomes
All the 'outcomes' literature stresses that setting outcomes and the means of measuring and monitoring their achievement needs to be a collaborative process between commissioner and provider. After all there is little point in the purchaser setting ambitious outcomes that are impossible to achieve, if the end result is only that the contracting process has not met its desired goals. 

In future, defining outcomes is less likely to be the sole province of a single agency and more a task for several. If each of these agencies brings a different agenda to the table then the task of agreeing joint outcomes and their priority may be much harder. It will be important to reach unanimity before presenting outcomes to potential providers. Cross agency working may also make the negotiating process more complicated unless authority to do so is delegated to a single agency.

There is also a need to build into a contract the potential for flexibility by both parties. A concentration on a few outcomes to the exclusion of all other factors can make services very blinkered. It can mean that new factors that require other outcomes are ignored in pursuit of the agreed set of requirements or that services become dominated by only delivering within the measuring framework. For example, central government wants the train companies to ensure more rail passengers arrive at their destination on time and makes this a condition of funding. Train companies meet this requirement by slowing down their timetabled service to ensure that a greater proportion of trains arrive on time. The outcome is more predictability about when a train will arrive but a slower service for the majority of users.

3.3 Measuring, monitoring and the use of indicators

Getting sound measures can be difficult. For example, in the earlier example concerning outcomes and youth crime, then reducing offending behaviour across a whole local authority area may be hard to attribute to the activities of any one project. In such a situation it is easy to fall back on measures of process or activity, for example, how many people have been seen and for what offence. There is clearly a continuum from outputs (measuring if a service has been delivered), through to initial and specific outcomes into longer term more generalisable effects. The aim is to produce outcomes that are desired, achievable and measurable (DAM outcomes!) but at the same time are sufficiently testing to offer real incentives and achievements to the service providers.

Agreeing 'hard' measures where there is already existing data may be easy, what may prove more difficult is developing good measures of 'soft' or more subjective data. This can be not only much more difficult but also more expensive if accuracy and reliability are to be achieved.

3.4 Defining boundaries
There may be issues in purchasing a whole service as compared to purchasing just service provision, where the assessment and gatekeeping functions may remain with one or more commissioning agencies. For the purchaser these concerns may centre on the implications for costs of surrendering the assessment and gatekeeping function. However, the key perhaps is not so much in who conducts the assessment but who sets the eligibility criteria and how is their implementation monitored. In addition, if the assessor is also the service provider, and they incorporate a wider population than that for which you wish to achieve outcomes, then in effect they must do so at their own expense. 

Benefits of an outcome based approach

· A focus on outcomes should mean a better service for the end user. At he moment it is possible to deliver the volumes of service required in the manner agreed and at the right time to high quality standards but still not achieve the desired outcomes.

· It makes the commissioning partnership focus on exactly what they want the provider to achieve and why. This may particularly help where services are to be jointly commissioned.

· For both commissioner and provider it encourages a knowledge driven approach to practice. Both sides need to know and understand the rationale behind each outcome and to identify methods of practice that can achieve demonstrable results.

· It can help to focus agencies on the purpose of the task, both at a general level and at that of individual workers. Overall outcomes can link into personal targets and appraisal systems e.g. what are you doing to achieve the outcomes the agency is required to meet?
· Achieving outcomes can be both collectively and individually motivating, particularly where the absence of clear achievements, goals and targets in the past has tended to produce an approach which spurns the concept of success.

· Commissioners and providers working together to arrive at good quality measures can be a beneficial approach to both raising the quality of the service and for enhancing working relationships.
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What makes a contract “Performance-Based?”


Soliciting bids on the basis of what RESULTS you want achieved rather than what ACTIVITIES you want conducted


Defining clear performance expectations and measures (baseline vs. expected results)


Clearly defines due dates and milestones


Providing incentives for performance


Granting flexibility in exchange for accountability for results 


Monitored to ensure performance is being achieved 





Critical Success Factors for Designing a Performance-Based Contract


Strategic and Program Logic for the Agency is clear (Strategic Plan -> Performance Plan)


Clearly determine the scope of work and what performance measures will be used


Canvass providers/contractors


What measures would they propose?


What incentives would they want? How?


How would they want to report performance data?


Define your baseline and what level of performance is expected


Include provisions for flexibility and incentives and make sure you can afford the incentives!


THEN: Craft a performance-based statement of work and begin contractor selection


Include mechanisms for measurement, reporting, monitoring and contractor feedback


Define a system for revisions and reconciling deviations in expected performance


Consider a transition period “hold harmless” clause





Critical Success Factors for Managing a Performance-Based Contract


Monitor Performance with regular reporting


Adjust! Adjust! Adjust!


Identify changes in external factors that will impact performance


Devise corrective action plans for deviations


Benchmark and compare!  Analyze for next steps!


Revise performance targets to continue the push for gains


Provide comparative performance data to contractors: create a “race to the top” culture


Communicate and reward success!


Carl DeMaio, Reason Public Policy Institute
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