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Appendix E

Prospective

Ongoing

Testing
assumptions
along the way

Retrospective

Cost-Effectiveness Analysis X X X
Cost-Benefit Analysis X X X
REDF SROI X X
Robin Hood Foundation Benefit-Cost Ratio X X X
Acumen Fund BACO Ratio X X X
Hewlett Foundation Expected Return X

Center for High Impact Philanthropy Cost per Impact X X
Foundation Investment Bubble Chart X X
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Cost- .
Effectiveness CEEHEEET Other
. Analysis
Analysis
REDF SROI X
Robin Hood Foundation Benefit-Cost Ratio X
Acumen Fund BACO Ratio X
Hewlett Foundation Expected Return X
Center for High Impact Philanthropy Cost per Impact X

Foundation Investment Bubble Chart




Appendix G

Purpose ATo combine appropriate measures of impacts with costs so that program and policy
alternatives within the same domain can be ranked according to their effectiveness relative
to their results

ATo side-step the uncertainties about how to value different aspects of program benefits by
looking at the ratio of benefits to costs without reducing them to common units (e.g.
monetary units)

Method of Cost-effectiveness ratio: a ratio of cost to a non-monetary benefit or impact (e.g. cost per

Measurement QALY, cost per high school graduate, cost per child cured of malaria). The ratio of
effectiveness to cost is sometimes informdllIly

Methodology ABreak out all cost elements by stakeholder (identify who pays) and by time (specify when

the cost is incurred)

ABreak out all impact elements by stakeholder (identify who benefits) and by time (specify
when the benefit is realized)

AExpress benefits in finaturalo units (e.g.| I|if

ADiscount stream of costs and benefits by appropriate discount rate (4 percent is typical for
social program benefits)

ACalculate cost-effectiveness ratio
ACompare cost-effectiveness ratios when benefits are calculated in common units

Sources: Karol vy, Lynn A., M. Rebecca Kilburn, James H. Bi @fClosv, akan aOtutt acro ne. AsGemsinty ksii ks ,0
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Karol vy, L y 1BenefidStudiés Rfe : Co s
Soci al Programso to Melinda Tuan, 20 and 21 May 2008.




Appendix G

EXAMPLE: A one-year home visiting program for 100 children would reduce the expected
number of emergency room (ER) visits per child in each of the subsequent three
years by one visit.

A100 children

AOne fewer ER visit per child over three years
AEach ER visit costs an average of $200
AThe program costs $300 per child or $30,000

The cost-effectiveness ratio = 289 ER visits averted/$30,000 in program costs = 9.6 ER
visits averted per thousand dollars spent.

A289 ER visits averted = 100 participants x 1 visit per participant x 3 years, discounted
at 4%

ACosts are not discounted because they occur in the first period.

Note: these calculations can all be done on a per child basisd all 100 children do not need
to be included in the calculations.

Sources: Karoly, Lynn A., M. Rebecca Kilburn, James H. Bi @fClosvw, akhan atutlt acro mRe. ASGemsinty ksii res ,0

Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program.




Appendix G

Benefits ABased on scientifically sound impact study (randomized experimental design or quasi-experimental
design for impact information)

AAids in decision-making or priority setting by assessing the comparative costs of achieving the
same benefit within a domain

AEliminates need to monetize social impacts that are difficult to express in units of money

AAllows for integrated-cost analyses of programs for which it is difficult to measure the values of the
improvements in market terms

Limitations At can be difficult to distinguish which costs and benefits are part of a program and which are not;
requires a scientifically sound impact study

ALack of standards for calculating cost elements of programs
AlLack of standards for discount rates

ACostef fectiveness ratios per se are |imited tol] a
multiple benefits of a program

AThe cost-effectiveness ratio for a single program is often difficult to interpret (e.g. most people do
not have an intuitive sense of whether averting 9.6 ER visits per thousand dollars is a lot or a little)

ASince program impacts are measured in natural units (e.g. life year saved, child graduating from
high school), unless those units are common across all areas of impact, it is not possible to compare
CE ratios across domains (e.g. health and education) or within a domain (e.g. all education
practices)

Utilization CEA can be used to prioritize interventions if they have common units of impact: the one with the
highest ratio is the preferred place to invest the next dollars. CEA emerged in the 1960s as an
important method for choosing among costly weapons systems. CEA is widely used across various
sectors, including evaluating health services whereby benefits are calculated in common units of
guality-adjusted life years (QALYS) or disability-adjusted life years (DALYS).

Sources: Karoly, Lynn A., M. Rebecca Kil burn, James H. Bi gfeClosw, akhan &Otult aro nmR.
RAND: Assessing Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Karoly,
Lynn A. BReaefCdstStudies of Soci al Programso to Melinda Tuan, 20 and 21 May
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Purpose Cost-benefit analysis (CBA) monetizes the benefits and costs associated with an
intervention and then compares them to see which one is greater. Cost-benefit analysis
ideally all ows one t o c eospraio a nebvalee orpntema rate of §
return against another program across and within domains to make funding or allocation
decisions.
Methods of ABenefit-Cost Ratio
Measurement ANet Value or Net Present Value
Alnternal Rate of Return
EXAMPLE: A one-year home visiting program for 100 children would reduce the expected number of
emergency room (ER) visits per child in each of the subsequent three years by one visit.
AL00 children
AOne fewer ER visit per child over three years
AEach ER visit costs an average of $200
AThe program costs $300 per child or $30,000
Sources: Karoly, Lynn A., M. Rebecca Kilburn, James H. Bi gfClosw, akan adtuht acro mke. AsGesainty ksii n
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Karol vy, L y 1BenefidStudiés Rfe :

Social Programso

to Melinda Tuan, 20 and 21 May 2008.
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Appendix H

Methodology Aldentify program results from a scientifically sound impact study (randomized
Benefit-Cost Ratio

experimental design or quasi-experimental design for impact information)

ABreak out all cost elements by stakeholder (identify who pays) and by time (specify when
the cost is incurred)

ABreak out all outcome elements by stakeholder (identify who benefits) and by time
(specify when the benefit is realized)

AConvert all benefits and costs into common units, most often dollars (or euros or yuan,
etc.)

ADiscount stream of costs and benefits by appropriate discount rate (4 percent is typical for
social program benefits)

ACalculate present value costs and present value benefits

ACompare the present value benefits and costs by looking at their ratio (benefit-cost ratio)
Alf the calculated benefit-cost ratio is greater than one, the project is considered worthwhile
AThe greater the margin by which benefits exceed costs, the better the investment in the
program

EXAMPLE: The benefit-cost ratio for the program is $57,700/$30,000 = 1.9.

A$57,700 is calculated by multiplying 100 participants x 1 visit per participant x $200 per
visit x 3 years, discounted at 4%

ACosts are not discounted because they occur in the first period

Note: these calculations can all be done on a per child basisd all 100 children do not need
to be included in the calculations

Sources: Karoly, Lynn A., M. Rebecca Kilburn, James H. Bi gf€locw, ahan Otuh &0 me. Asgeasindy lsii 5s ,0
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Kar ol y, Lynn A. #fA-Val uj ng
Benefit Studies of Social Programs. o RAND, 2008. p. 8.
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Methodology Aldentify program results from a scientifically sound impact study (randomized
experimental design or quasi-experimental design for impact information)

ABreak out all cost elements by stakeholder (identify who pays) and by time (specify when
the cost is incurred)

ABreak out all outcome elements by stakeholder (identify who benefits) and by time
(specify when the benefit is realized)

AConvert all benefits and costs into common units, most often dollars

ADiscount stream of costs and benefits by appropriate discount rate (4 percent is typical for
social program benefits)

ACalculate present value costs and present value benefits

ASubtract present value costs from present value benefits to get the net present
value (NPV)

AThe higher the NPV the better the investment in the program

EXAMPLE: The NPV is $57,700 - $30,000 = $27,700.

A$57,700 is 100 participants x 1 visit per participant x $200 per visit x 3 years, discounted
at 4%

Net Value or
Net Present Value

Sources: Karol vy, Lynn A., M. Rebecca Kilburn, James H. Bi @fClosvw, akhan atutlt acro mRe. ASGemsinty ksii res ,0

Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program.
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Appendix H

Methodology Aldentify program results from a scientifically sound impact study (randomized experimental design or quasi-
experimental design for impact information)

Internal Rate of ABreak out all cost elements by stakeholder (identify who pays) and by time (specify when the cost is incurred)

Return (| RR) ABreak out all outcome elements by stakeholder (identify who benefits) and by time (specify when the benefit
is realized)

AConvert all benefits and costs into common units, most often dollars

ADiscount stream of costs and benefits by appropriate discount rate (4 percent is typical for social program
benefits)

ACalculate present value costs and present value benefits
ASubtract present value costs from present value benefits to get the net present value (NPV)

ACalculate the internal rate of return (I RR) wusing
is the projected net benefit (e.g. undiscounted cash flow = benefits - costs) in year 0, 1, 2, etc. (doing this
manually is very laborious whereas you can do this in Excel in less than a minute)

Il |2 In
NPV = I, + _n
1+r  (@+r)2 (L+n)n

EXAMPLE:

20,000 20,000 20,000

+ + 0
1+ L+ r)? (1+71)3 [ = 45%

The IRR for the program is 45%0 the value another program would need to generate in order to be equivalent
to the projected cash flows from the one-year home visiting program. Another program with an IRR higher than
45% would indicate a better investment, an IRR lower than 45% would indicate a less beneficial investment.
However, IRR does not indicate the comparative levels of investment required upfront or the overall dollar value
of returns for the program which are important considerations in decision-making.

NPV = (30,000) +

Sources: Karoly, Lynn A., M. Rebecca Kilburn, James H. Bi gfloscw, akhan a&uh am me. AsGesminkii res
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Kar ol y, Lynn A. @-Val u

Benefit Studies of Social Programs. o RAND, 2008. p. 8; Pi®Onmrdel o, Tom. #AWhatoés the
http://searchcrm.techtarget.com/expert/KnowledgebaseAnswer/0,289625,sid11_gci1281056,00.html.
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Appendix H

Applicationd
Benefit-Cost Ratio

The benefit-cost ratio is often used when comparing how large the benefits are compared
with the cost of a project. This is especially helpful when there is some uncertainty regarding
the actual value of costs and benefits.

A benefit-cost ratio of 1.2, for example, tells you that the estimated benefits of a project are
20 percent greater than the costs. This means costs could be as much as 20 percent larger
than estimated in the analysis and the project will still be worthwhile. In contrast, the NPV
will not offer this kind of information.

However, the benefit-cost ratio does not allow one to choose between mutually exclusive
projects when their costs are differentd the project with the higher benefit-cost ratio is not
necessarily the one with the higher NPV. Also, benefit-cost ratios can change depending
on whether some outcomes are viewed as benefits or reductions to cost, requiring great
consistency in categorizing costs and benefits in two programs that will be compared.

Applicationd
NPV

NPV is one way of determining whether a project is worthwhile. In choosing between
projects, the higher the NPV, the better the investment. Economists generally prefer using
the NPV in cost-benefit analyses.

However, the NPV may depend on the scale of the project. A mediocre, large-scale program
may have a larger NPV than an outstanding smaller program.

Applicationd
IRR

The IRR is often used to compare investing in a project with some target rate of return (e.g.
the opportunity cost of that capital). If the IRR for a project is greater than that target rate,
the project is desirable.

However, because the IRR is of no value in choosing between projects by itself (as the
important factor is the interest rate used for discounting), an IRR should always be

calculated accompanied by an NPV. i1 At best, Il RR i s a slight
for NPV, at worst it offersZabeci si ons that

Sources: Karol vy,

y

ar

Lynn A., M. Rebecca Kilburn, James H. Bi @fClosvw, akhan atutlt acro mRe. ASGemsinty ksii res ,0
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program; Zerbe, Richard O., Jr. and Allen S. Bellas. A
Primer for Benefit-Cost Analysis. Cheltenham: Edward Elgar Publishing Limited. 2006.
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Appendix H

Benefits

ABased on scientifically sound impact study (randomized experimental design or quasi-experimental design for
impact information)

AProvides the single bottom-line summary by reducing all impacts to a common currency

Aan demonstrate that a program can fApay for itself
AFramework is flexibled allows one to look at returns for particular stakeholders

Alincorporates primary and secondary, tangible and intangible, direct and indirect benefits when monetizable

Limitations

Alt can be difficult to distinguish between which costs and benefits are part of a program and which are not;
requires a scientifically sound impact study

ACan al ways measure all the impacts or the costs

0t
Aanoét al ways monetize all the measured i mpacts or
time)

AlLack of standards on how to monetize measured impactsd no standard use of shadow prices
ALack of standards for calculating cost elements of programs

AlLack of standards for evaluating impacts of programsd no common measures, N0 Common metrics, nNo
common timeframe for analyses

AlLack of standards in calculating benefit-cost ratiosd no standard discount rate, no standard use of sensitivity
analysis (e.g. changing discount rate to see how results differ)

Alf one rank orders potential projects or interventions according to 1) NPV, 2) benefit-cost ratio, and 3) IRR, one
will not necessarily get the same ranking (e.g. two programs with the same NPV can have different IRRs if the
flow of costs and benefits over time differ)

al |l

General

Utilizationd

In theory, CBA allows one to select the fAbesto pro
between health and education) or within a domain (e.g. best program among all education practices). In
practice, because of incomplete information on costs and outcomes, and lack of standards in CBA methodology
in evaluating soci al programs, a bigger number doe
As a result, CBA is less useful in making the argument that one should choose program x over program y and

CBA is more often used to look at a particular program and to justify continued spending on that program.

gr am

s not

Sources:

Karol vy,

Lynn A., M. Rebecca Kilburn, James H. Bi @fClosv, akan aOtutt acro ne. AsGemsinty ksii ks ,0
Costs and Benefits of Early Childhood Intervention Programs: Overview and Applications to the Starting Early, Starting Smart Program.
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Appendix |

Overview of
Organization

REDF is a nonprofit philanthropic social venture fund founded in 1997 in San Francisco, CA.
REDF supports employment for low-income and formerly homeless individuals by making
grants to a portfolio of nonprofit organizations in the San Francisco Bay Area that fully own
and operate various social enterprises.

Purpose

To answer a series of questions regarding

purpose enterprises to help move people out of poverty:
AHow can we measure the success of our efforts?

AHow do wed practitioners and philanthropist/investorsds k now whet her
what we set out to do?

AHow can wed practitioners and philanthropist/investorsd make informed decisions about the
ongoing use of our resources?
AHow can we test and convince others of what we believe to be true: that for each dollar

invested in our portfolio agencieso6 effort
to individuals and to society?

weor

RE

S ,

Method of
Measurement

Draws on
CBA concepts

Social Return on Investment: a set of metrics that quantify and monetize social returnd
these social returns are then viewed in a broader context of social outcomes and outputs that
are impossible to monetize, or difficult to even quantify

ir, Cynthia.

Juli a

SROI .
Gui de. 0

the Good
Overview

Ship
and

AA Report from

ASROI Reports: The Roberts

Jones.

0s .The &obBis Boanddtien 2000; Tuard at i on
Foundation 2

LILIL
O
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Appendix |

Methodology*

AStage 1: Calculate Enterprise Value. Using a discounted cash flow analysis of the projected
ten-year business performance of social purpose enterprises in the REDF Portfolio, calculate each
enterprisebs economic value: the total cash t
assuming that the business continues indefinitely, excluding social operating expenses and
subsidies (e.g. costs of providing extra supports and supervision to target employees).

AStage 2: Calculate Social Purpose Value. Using a discounted cash flow analysis of each

ent er pr dyearg®jsctet! a0-economic results based on historical and ongoing social
outcome data for target employees (baseline, 6, 12, 18, 24 month follow-ups), calculate its Social
Purpose Value. Identify socio-economic factors: direct, demonstrable cost savings and revenue
contributions that are associated with indiuvi
increased employee income taxes and tax dollars saved when REDF Portfolio enterprise employees
reduce their dependence on public assistance, homeless shelters, and other government-supported
services).

AStage 3: Calculate Blended Value. Blended Value = Enterprise Value + Social Purpose
Value i Debt.

AStage 4: Calculate Enterprise Index of Return. The Enterprise Index of Return summarizes a
soci al purpose ent er pradisEnberrisé Valued rcampadd tophe r f or m
investment made in it. Enterprise Index of Return = Enterprise Value/Total Investment to Date.

AStage 5: Calculate Social Purpose Index of Return. The Social Purpose Index of Return
summari zes a soci al purpose enterprisebs mone
required for this portion of the enterprise. Social Purpose Index of Return = Social Purpose
Value/Total Investment to Date.

AStage 6: Calculate Blended Index of Return. The Blended Index of Return compares the Blended
Value of the social purpose enterprise to the total investment to date. It shows the return on both
business and social mission activities. Blended Index of Return = Blended Value/Total Investment

to Date.

1 u a l

A N

1)
(9]

Sources: Gair, Cy
Mel i nda and Juli a
*A26-page detail ed

nthia. AA Report from the Good Ship SROI . 0s .The&obBis boandatien 2600; Tuam a t i
Jones. ASROI Report s: Overview and Guide.o The Roberts Foundat
met hodol ogy for calculating these si x s e tadsroigsfoi_methodr3ipdfs f or REDF®

on |20
ion 2
s S/ROI
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REDF SOCIAL RETURN
ON INVESTMENT (SROI) Appendix |

EXAMPLE: Rubicon Landscape Services is a social purpose enterprise fully owned and operated by
Rubicon Programs, Inc. a nonprofit community development corporation based in
Richmond, California. The enterprise provides grounds maintenance and landscape
installation services to large-scale residential, commercial and institutional properties
throughout the San Francisco Bay Area and employs disabled or economically challenged
individuals. In 1999-2000, Rubicon Landscape Services achieved gross sales of $3.9 million
and employed 52 target employees. Enterprise sales were expected to increase to $7.8
million by 2004 in order to employ a projected 78 to 140 target employees.

INDEX OF RETURN Enl T, —
10.72 mployment Risk Assessment ( )

8.21
18.89

Sources: Gair, Cynthia. AA Report from the Good Ship SROI . 0s .The&obBis boendatien 2000; Tuag at i on

Mel inda and Julia Jones. MASROI Report s: Overview and Guide.o The Roberts Foundation 2
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EXAMPLE:

Gair, Cynthia. AA Report from the Good Ship SROI . 0s .Thed&obBis Boenddtien 2600; Tuard at i on

and Juli a

Appendix |

AStage 1: Calculate Enterprise Value. Rubicon Landscape Services generates
$13,915,597 in Enterprise Value, excluding social operating expenses and subsidies.

AStage 2: Calculate Social Purpose Value. Based on social outcome data collected on
target employees, on average, Rubicon Landscape Services saves $12,277 in public
assistance and social service costs and generates $1,880 in new taxes per target
employee. This translates into $15,236,969 in total projected social savings and new taxes
for the enterprise. $15,236,969 total projected social savings and new taxes - $4,571,759
total projected social operating expenses and subsidies = $10,665,211 Social Purpose
Value.

AStage 3: Calculate Blended Value. ($13,915,597 Enterprise Value) + ($10,665,211 Social
Purpose Value) i ($56,841 accrued long-term debt) = $24,523,967 Blended Value.

AStage 4: Calculate Enterprise Index of Return. ($13,915,597 Enterprise
Value)/($1,298,360 Total Investment to Date) = 10.72 Enterprise Index of Return.

AStage 5: Calculate Social Purpose Index of Return. ($10,665,211 Social Purpose
Value)/($1,298,360 Total Investment to Date) = 8.21 Social Purpose Index of Return.

AStage 6: Calculate Blended Index of Return. ($24,523,967 Blended Value)/($1,298,360
Total Investment to Date) = 18.89 Blended Index of Return.

AThese indices of return mean that for each dollar invested in Rubicon Landscape Services,
$10.72 of enterprise value, $8.21 of social purpose value and $18.89 of blended value are
created for society as a whole.

Jones. ASROI Report s: Overview and Guide.o The Roberts Foundation 2
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Benefits ABased on actual historical and ongoing outcomes for individual employees of social
enterprises (changes in individualsbdé |ives

AGives funders clarity regarding their philanthropic grantmaking: investment timeframes,
capital requirements and projected returns. This forces funders to be extremely clear about
expectations for and the appropriateness of any given investment as well as future funding
opportunities and the types of enterprises and stages of business development in which one
should invest

ATotal investment to date represents the total investment by all funding sources

Limitations ABased on outcome data, not impact data (no comparison or control groups)

APractitioners must invest significant financial and human resources to conduct a SROI
analysis

AFunders must invest significant financial and human resources to design and implement a
SROI analysis, including funding to consultants at all stages of building the infrastructure
needed to capture the relevant social outcome data on an ongoing basis

ASROI metrics have limited application outside of the broader context of the business data,
social impact data, and qualitative information about the social purpose enterprise

AOnly primary, tangible, and direct benefits are included (not secondary, intangible, or
indirectd e.g. does not include benefits to children of employed parents)

ADoes not consider interdependencies

MREDFO6s SROI captures benefits accrued to tlh
and therefore has had limited appeal to individual funders, foundations, and even
governmental agencies since those individual stakeholder savings have not been separated
out in the SROI reports

Sources: Gair, Cy

nthia. AA Report from the Good Ship SROI . 0. Bhe Robdrks Hpendation 2080 TuandMetindao n
and Julia Jones. #ASROI

Reports: Overview and Guide.o The Roberts Foundation 2000.




Appendix |

Utilization AREDF published its SROI Reports in 2000 and has not issued new reports since then.
According to REDF, the SROI analyses were too time and resource intensive given that the
results did not help inform their portfolijo|m
In contrast, the social outcome data underlying the SROI analyses did inform practice and
have continued to be collected and used. Whereas the influence of a full SROI analysis on
fundraising has been unclear, the social outcome data underlying the SROI analyses has
helped their portfolio members fundraise for the enterprises.

AREDF6s SROI framework has been instrumenthl i
costs in measuring social wvalue creation ijn |p
widely cited and many other philanthropic, nonprofit, for-profit enterprises have referenced

or incorporated ASROI 0 analyses by improvilng

(e.g. Acumen Fund, Global Social Venture Competition, Hewlett Foundation).

Sources: Gair, Cynthia. AA Report from the Good Ship SROI . 0. dhk Robdk®Hoendation 20809 TuandMetindao n |2 0 |
and Julia Jones. AiSROI Report s: Overview and Guide. o0 The Roberts Foundation 2000.
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Utilization: A group of international practitioners ha
SROI framework to include:

-Applying SROI to any type of organization or company in any industry
-Accounting for social and environmental value created

-Including stakeholder analyses

-Using shorter timeframes over which to project outcomes (5 years)

-Adjusting results for the interdependencies of outcomes attributable to a set of
organizations

In the Social
Sector

Limitations: AUneven data quality collected through a variety of means including stakeholder interviews,
estimates, assumptions, some output and outcome data collection, anecdotal information

AMOutcomeo data are typically not based on
control groups given expense of doing randomized experimental design evaluations

AOnly primary, tangible, and direct benefits are included (not secondary, intangible, or
indirectd e.g. does not include benefits to children of employed parents)

ACalculations for interdependencies are based on estimates

ANonprofits typically have few resources to measure impacts, outcomes, or outputsd many
are using anectodal and estimated information and have little tangible data about the impact
on individuals

APractitioners must invest significant financial and human resources to conduct a SROI
analysis, including funding to consultants at all stages of building the infrastructure needed
to capture the relevant social impact, outcome and output data on an ongoing basis

Utilization in the
Social Sector

Sources: The New Economics Foundation. @AMeasuring Real Valwue: A DIY Guide to Social

http://www.neweconomics.org/gen/uploads/4qcbgz45bk3t5e552edflr2d04072007200455.pdf. May , 2007. *nef defines fAimpactso as
effects of what would have happened anyway) and 6di spl ac eofrotherbrganifationsg SchdltdnePeter xIéremy t
Nicholls, Sara Olsen and Brett Galimidi. Social Return on Investment: A Guide to SROI Analysis. Lenthe Publishers, 2006.

fiou
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Appendix J

Overview of
Organization

Robin Hood is a nonprofit founded in 1988 to target poverty in New York City (NYC).
Robin Hood provides ongoing grants to over 200 NYC-based nonprofit organizations that
fight poverty in four general areas: Jobs & Economic Security; Education; Early Childhood
& Youth; and Survival.

Purpose

ATo translate the projected and actual outputs and outcomes of diverse programs into a
single, monetized value that measures the poverty fighting benefits of any program: the
boost to incomed or, to take into account improvements in health and other factors of
general well-being, the boost to living standardsd of poor individuals due to the grant.

ATo provide a systematic, consistent, quantitative analysis as one part of the process for
evaluating existing and potential charitable investments at Robin Hood Foundation.

Note: the purpose is not to make allocation decisions among portfolios; decisions are made
about individual grants regardless of the portfolio of which they are a part. The distribution

of spending across portfolios follows as a passive consequence of decisions about individual
grants.

Method of
Measurement

Draws on
CBA concepts

Benefit-Cost Ratio

Sources: Weinstein,
Rati o and Integrated Cost Approaches to Meas umnaddfraund&ionowelsite; Weimspes,dVicliaelt o

Foundation Benefit-C o s t

email communications with Melinda Tuan, July, August, September 2008.

Mi chael . fAMeasuring Success: How Robin008¢odWeEsntsit matnes Mi ckdalempadRe

Me | i
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Appendix J

Methodology AEstimate aggregate earnings boost: use external and in-house research to
estimate the amount by which a program boosts the lifetime earnings (or, more
~—\ | generally, living standards) of each participant above what that participant would have
earned in the absence of the program. Then add these individual calculations together

¢ attributable to Robin Hoodo6s grant. Thilp |[fi
= B?:nefit- on the ratio of Robin Hooddés grant to the| ¢
ost B
:] Ratio ANote the cost of the program to Robin Hood: in other words, the dollar amount of
the Robin Hood grant. The number excludes the value of extensive pro bono technical
S assistance that Robin Hood provides its grantees.
ACalculate the Benefit-Cost Ratio: multiply [(Aggregate Earnings Boost) x (Robin
:] Hood Factor)] and divide the answer by the cost of the Robin Hood grant.
./
Sources: Weinstein, Michael. fAMeasuring Success: How Robin008¢odWeEsntsit matnes Mi cdalkempadRe

Foundation BenefittCost Rati o and I ntegrated Cost Approaches to Meas urlcomguni€toosJay, AugustSaptemider t o
2008; Robin Hood Foundation website.

to arrive at an estimate of the programs

AEstimate the fARobime Hoodp Fraci om oof a prlogr

Me | i
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Appendix J

EXAMPLE: Robin Hood Foundation provided $200,000 for a job training program for women.

Of the 150 trainees, 75 completed the training and were placed in construction jobs. Of
those 75 graduates, 3 dropped out before 3 months on their jobs, 41

kept their jobs for between 3 and 12 months, and 31 kept their jobs for more than one
year.

AEstimate the Robin Hood Factor: The Robin Hood grant was $200,000 out of a total
$350,000 program cost. Robin Hood % = $200,000/$350,000 = 0.6. However, Robin
Hood Factor set at 0.5 because staff estimates that cutting the grant would not reduce
successful outcomes in proportion to the share of the program budget because the
grantee could raise substitute funds.

23:1
Benefit-
Cost
Ratio

Sources: Weinstein, Michael. fAMeasuring Success: How Robin008¢oWeEsatsit matnes Mi kdalkempadRe
Foundation BenefittCost Rati o and I ntegrated Cost Approaches t o Meas urlcommguni€boosJayl, AujusiSaeptemider t o Me | |
2008; Robin Hood Foundation website.
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Appendix J

EXAMPLE: AEstimate earnings boost for enrollees:

Estimatepre-t r ai ni ng compensation for each enrjolll
actual work history (if possible) as a guide. Then estimate the difference between each
enr ol | etmidisg canpensation and her pre-training compensation. The
calculation yields an estimate of the earnings boost for each of the 150 trainees.

For enrollees who did not graduate and for the three graduates who dropped out of
work in under three months, we assume that their earnings remained unchanged and,
therefore, their earnings boost equaled $0.

For each of the 41 short-term employed graduates, earnings boost is assumed to

last for only the 3-12 months that they kept their jobs. The aggregate earnings boostd
adding together the earnings boost of each of these 41 enrolleesd comes

to $120,000.

For the 31 long-term employed graduates, earnings boost is calculated as the present
discounted value of the annual earnings boosts over a presumed (in this example)
30-year career. The earnings boost, at about $372,000, aggregated over the 31 long-
term employed graduates, comes to $8 million.

Total earnings boost of 150 trainees: $0 + $120,000 + $8 million = $8.1 million

Sources: Weinstein, Michael. iMeasuring Success: How Robi n20080 0o Wekatsitmamnes Mi cd aleimpadRe
Foundation BenefittCost Rati o and I ntegrated Cost Approaches t o Meas urlcommuni€boosJayl, AujusiSaeptemider t o Me | |
2008; Robin Hood Foundation website.
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Appendix J

EXAMPLE: AEstimate income boost of children of graduates:

1. From literature, for every $10,000 increase in parental income, future incomes of
children rise by 3.6 percent.

2. The average number of children per trainee is 1.8; 50 percent of the children drop out
of high school, earning an average of $16,000; 22 percent graduate high school and do
not proceed to college, earning an average of $22,500; 17 percent attend college but do
not graduate, earning an average of $27,]300
earning an average of $35,000; and 7 perjcen
average of $55,000.

Therefore, average projected income of children of trainees is:

(0.5 x $16,000) + (0.22 x $22,500) + (0.17 x $27,300) + (0.04 x $35,000) + (0.07 x
$55,000) = $23,000/year

3. The income boost of children of the 31 long-term employed graduates:

$372,000 average earnings boost of parent x 1.8 children/parent x (1/$10,000) x (.036
X $23,000) = $55,476, or $1 million at present value

Sources: Weinstein, Michael. iMeasuring Success: How Robi n20080 0o Wekatsitmamnes Mi cd aleimpadRe
Foundation BenefittCost Rati o and I ntegrated Cost Approaches t o Meas urlcommuni€boosJayl, AujusiSaeptemider t o Me | |
2008; Robin Hood Foundation website.
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Appendix J

EXAMPLE: Total income boost = earnings boost of graduates + income boost of children =
$8.1 million + $1 million = $9.1 million

ACalculate Robin Hood benefits = Total income boost x Robin Hood Factor (the
percentage of grantee-created benefits that would disappear if Robin Hood withdrew its
grant) = $9.1 million x 0.5 = $4.5 million

ANote the cost of the program to Robin Hood = Robin Hood grant:

ACalculate the Benefit-Cost ratio: Robin Hood benefits/Robin Hood cost = $4.5
million/$200,000 =

Thus, for every dollar spent by Robin Hood, the earnings of poor individuals rise by $23.
Note that 23:1 does not mean that the earnings of poor individuals rise by an average of
$23. This ratio captures the impact per dollar spent by Robin Hood, not the impact per
trainee or impact per graduate.

Sources: Weinstein, Michael. iMeasuring Success: How Robi n20080 0o Wekatsitmamnes Mi cd aleimpadRe
Foundation BenefittCost Rati o and Integrated Cost Approaches to Meas uammangatiGeduly, Algust, Septembdr 20086 o Me | |
Robin Hood Foundation website.
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Appendix J

Benefits

ASystematically identifies cost-effective investments and prompts further analysis of those
with uncharacteristically high or low benefit-cost ratios

AMakes comparisons of diverse programs within the Robin Hood Foundation possible by
capturing their best estimate of the aggregate benefit to poor people (measured in part by the
projected boost in future earnings) that each grant creates per dollar cost to Robin Hood

AQuantitative nature limits personal and personality grantmaking biases among portfolio
managers and makes explicit previously unidentified risks and unspoken assumptions,
forcing portfolio managers to be transparent to each other and the board about their
evaluations of programs

Limitations

ACombines results of variety of randomized experimental design evaluations, quasi-
experimental design evaluations, self-report data, expert research/projections on potential
outputs and outcomes

ANot designed to make funding decisions across program areas

AUses a range of timeframes up to 30 years for projecting calculated benefits

Alnvolves many layers of assumptions regarding benefits, outputs, outcomes, and impacts
ADoes not address interdependencies between outputs, outcomes, and impacts

AOnly looks at perspective of Robin Hood Foundation as philanthropic stakeholder
AMRobin Hood Factoro subjective measure

Utilization

AProgram staff look to make grants to programs that yield high benefit-cost ratios and these
metrics have influenced grantee selection and grant size but distribution of spending across
portfolios follows as a passive consequence of decisions about individual grants

APresented to the board of directors for every grant proposal for new or renewal funding,

board is very compelled by the idea of applying investment principles to philanthropy

Sources: Weinstein,

Foundation BenefittCost Rati o and I ntegrated Cost Approaches to Meas umnaddfaund&iononvelsite. | mpact o t o

Mi chael . fAMeasuring Success: How Robin008¢odWeEsatsit matnes Mi cdakempadRe

Me | i
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Appendix K

Overview of Acumen Fund is a $50 million nonprofit global venture fund founded in 2001 in New York
Organization City. Acumen provides capital investments ranging from $300,000 to $2,000,000 in primarily
debt or equity. It funds a variety of institutions including nonprofit organizations and small,
medium and large companies to support business models with a payback or exit in roughly
five to seven years that can be effect®ionthe |i 1
billions of poor. Acumen invests globally in four areas: Water; Health; Housing; and Energy.

Purpose ATo quantify an investmentos estimated soc]| a
existing charitable options for that explicit social issue

ATo inform investors where their philanthropic capital will be most effectived answering

AFor each dollar invested, how much sociall qu
investment relative to the best availabl e |Jcha
Method of Best Available Charitable Option (BACO) Ratio
Measurement
Draws on
CEA concepts
Sources: Acumen Fund Concept Paper: The Best Avail abl e Ch aeniFund BektAvai@ipetCharitable Optisn€ O) , (Dra
(BACO) and Portfolio Data Management System (PDMS)o0 to Melinda Tuan, 30 April 2008.
*Acumen Fundds BACO methodol ogy uses the term fisoci al i mp dmatlda rtioa dpersoctrei chtei ofins oacsi aad fojsud c
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Appendix

K

Methodology

Aldentify the BACO, based whenever possible on existing charities providing similar goods and

realistic hypothetical options based on ot he

ACalculate the net cost of the BACO and the Acumen Fund investment over 5-7 year
investment period

AProject total social outputs for BACO and Acumen Fund investment over 5-7 year investment
period (assumes social outputs are delivered at same rate over 5-7 years). Discount Acumen Fund
credited specifically to Acumends financing
capital invested as a percentage f the ente

pyramid (BOP) (e.g. what percentage of the customer base is in the BOP)

ACalculate the net cost per unit of social output for BACO and Acumen Fund investment by
dividing net cost by total social output for BACO and Acumen Fund investment. Divide BACO net
cost per unit of social output by Acumen Fund investment net cost per unit of social output to
calculate the BACO Ratio

AQualify the results by creating a Scenario Analysis: calculate the BACO Ratio against a range
of three financial scenarios using a 25% discount rate for the Acumen investment (full return on
investmenti principal plus interest, return of principal only, complete loss) and range of three social
output scenarios without discounting social outputs (initial projections from investment plan,
conservative projections based on moderate growth plans calculated by Acumen portfolio manager,
revised projections updated on a real time basis using actual social output* data)

as the most appropriate BACO Ratio estimate

services to Acumendés investment. Il n cases whelr

i nvest ment s total soci al out put based on wha

0
invest mentds total soci al out put based on how

r

(

r

T o
= Ww

Sources:

( BACO)

Acumen

Fund Concept Paper: The Best Avail abl e Ch aeniFund BebtAvaillpetChasitable Optibns O) ,
and Portfolio Data Management System (PDMS)0 to Melinda Tuan, 30 April

e
g

ATypically select the coofteresulting BAC@ RafiocSeemari@ Anadlysis ¢ | u

(

2008.

e 0

—h—('n-rﬂ
~un c O

Dr a

29



EXAMPLE:

Sources:

( BACO)

and

Appendix K

AAcumen Fund considered making a $325,000 loan to A to Z Textile Mills in Tanzania
in order to transfer an innovative technology for long-lasting insecticide treatment
bed nets (LLITNs) to the local manufacturer and expand their capacity to produce
these nets

Aldentify the BACO: Acumen Fund identified making a $325,000 grant to UNICEF to
distribute traditional insecticide-treated bed nets (ITNs) as the BACO to the $325,000 loan
to Ato Z Textile Mills

ACalculate net cost of BACO and Acumen Fund investment:

Table 1: Net Cost Analysis BACO Acumen Fund

(ITNs) investment
Committed funds $325,000 $325,000
Cost of disbursement & mgmt $65,000 $130,000
Expected return 0 6% annually for 5 years
Return [ principle + interest earned =] 0 $422,500
(financial leverage)

Net revenue (Cost)

[ return — disbursement — costs =] ($390,000) ($32,500)

Acumen Fund Concept Paper: The Best Avail abl e Ch aeniFund BektAvaillpetChanitable Optidn€ O) , (Dr

Portfolio Data Management System (PDMS)o6 to Melinda Tuan, 30 April 2008.
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EXAMPLE:

Appendix K

AProject total social outputs for BACO and Acumen Fund investment:

Sources: Acumen Fund

(BACO) and

Portfolio

Concept Paper:

Dat a

Management

The Best
System

Availabl e

(PDMS) o

to

C h a eniFund Bebt Availatpet Chavitable Option€ O) ,
Tuan,

Mel i nda

30 April 2008.
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