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Introduction

n recent years, the traditional
approach to foundation prac-
tice has undergone significant
changes. The response of the
philanthropic community to
“Virtuous Capital: What Foundations Can
Learn from Venture Capitalists,” a Harvard
Business Review article published in early
1997, reflects the extent of these changes. The
article contrasts venture capital investment
practice with that of mainstream foundations,
many of which refer to themselves as “the ven-
ture capitalists” of the nonprofit sector. In the
foundation community, there has been a
growing interest in applying some of the ven-
ture capital approaches described in the arti-
cle to the field of philanthropy. And indeed,
the term “venture philanthropy”is increasing-
ly used to describe the work of various foun-
dations across the country.

In 1998, based on the evolution of its
work since 1990, The Roberts Enterprise
Development Fund (REDF), a philanthropic
venture of The Roberts Foundation, released
a case study through the Stanford Graduate
School of Business. The case, “The Roberts
Enterprise Development Fund: Implementing a
Social Venture Capital Approach to

Philanthropy,” details the foundation’s experi-
ence of applying venture capital practices in
its philanthropic support of a portfolio of
nonprofit organizations running social pur-
pose enterprises in the San Francisco Bay
Area. In this case, the authors Emerson and
Tuan described the changing nonprofit and
philanthropic marketplaces, the evolution
and application of a social venture capital
approach to philanthropy at REDF, and the
limitations, challenges, and general applica-
bility of social venture capital practice in the
field of philanthropy.!

While many aspects of implementing a
social venture capital approach to philan-
thropy remain relevant since the case was
published, REDF’s approach to venture phil-
anthropy and understanding of the challenges
and lessons learned have continued to expand
and evolve.REDF is committed to an ongoing
process of evaluating and assessing its
approach and to sharing these learnings with
the broader community. This document
details these further reflections and references
recent REDF papers that discuss, in a more
comprehensive manner, aspects of REDF’s
lessons learned.2

Background on The Roberts Foundation

he Roberts Foundation is a private

family foundation located in San
Francisco, CA. George Roberts, a founding
partner of the leveraged buyout firm
Kohlberg Kravis Roberts & Company,
established the foundation in 1986. The
Roberts Foundation pursued its initial
philanthropic strategy from 1990 to 1996
through its first grantmaking vehicle—The
Homeless Economic Development Fund
(HEDF). The HEDF’s goal was to support
a variety of efforts by nonprofit organiza-
tions to expand economic opportunity for
homeless individuals. The strategy funded
programs in three areas: increased accessi-
bility of traditional job training programs
for homeless people, self-employment for
homeless women, and the practice of non-
profit-run enterprise. Foundation staff and
trustees, after evaluating the HEDF’s expe-

rience in these areas, decided the greatest
program impacts were in the area of social
purpose enterprise. Over the years, the
Foundation increasingly focused on the
strategy of social purpose enterprise while
it decreased and eventually eliminated its
funding of other approaches to homeless
economic development.

By the time the HEDF was dissolved at
the close of 1996, the Foundation had made
grants in excess of $6 million to over 40
nonprofit organizations in the greater San
Francisco Bay Area. In September of 1996,
the Foundation published a report on its
work entitled New Social Entrepreneurs:
The Success, Challenge and Lessons of Non-
profit Baterprise Creation, a 400-page docu-
ment which presented an open, compre-
hensive discussion of the Foundation’s
work and an assessment of its outcomes.?
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The Creation of The Roberts Enterprise Development Fund:

Rationale and Strategy

he first major finding of the HEDF ini-

tiative was that, contrary to mainstream
opinion,nonprofit organizations could suc-
cessfully plan, launch and manage prof-
itable, market-based enterprises while
simultaneously providing employment and
training opportunities for formerly unem-
ployed individuals. This was an important
finding in light of the history of failure
experienced by many practitioners in the
field of job creation and business develop-
ment over the past 30 years. While there
have been individual success stories of non-
profit-run enterprises across the country
(Pioneer Human Services in Seattle, New
Community Corporation in Newark, NJ
among several), there has been little evi-
dence that a group of nonprofits in a single
geographic area can achieve success. The
Roberts Foundation is committed to build-
ing the capacity of not one but a portfolio
of nonprofits within a limited geographic
region with the goal of producing success-
fully run social purpose enterprises.

The second major learning from HEDF
was that the success of these social purpose
enterprises rested largely on the provision
of extensive support in addition to financial
assistance in order to pursue both financial
profitability and a social mission.4
Foundations have traditionally shied away
from funding the organizational capacity of

nonprofit organizations and have operated
at arm’s length from the nonprofits. In con-
trast, The Roberts Foundation is committed
to providing a portfolio of nonprofits with
the necessary resources and building their
capabilities to successfully execute social
purpose enterprise business strategies.

Based on these two significant learnings
from HEDFE The Roberts Enterprise
Development Fund was launched in January
1997 as a social venture capital fund with a
small portfolio of nonprofit organizations,
each of which was running businesses to
employ individuals who exist at the margin of
society. A detailed description of The Roberts
Foundation’s evolution from a more tradi-
tional ap proach to philanthropy, in the early
years of HEDF from 1990-1993, to HEDF
from 1994-1996, to REDF in 1997 and beyond
can be found in REDF’s “The Challenge of
Change” paper released in February 1999 and
also included in this book.5

Whereas HEDF’s mission was more nar-
rowly defined to assisting social purpose
enterprises, the mission of REDF is to:

Raise the standards of excellence and
integrity in the nonprofit and philan-
thropic community nationwide
through the development and dissemi-
nation of innovative approaches to
address critical social issues.
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The Roberts Enterprise Development Fund: Implementing a
Social Venture Capital Approach to Philanthropy

he REDF approach to a social venture

capital practice involves investments in a
portfolio of seven San Francisco Bay Area
nonprofit organizations. These “investee”
organizations benefit from a number of core
financial investments by REDF in human cap-
ital as well as a number of additional compo-
nents. These components include:

9 Capital grants for the business,
€ Targeted business analysis and assistance,

9 Involvement and partnership with REDF
through Venture Committees,

9 Organizational capacity-building through
Farber Interns and Farber Fellows
Programs for MBA students and graduates,

9 Business networking through the

Partners-for-Profit, and

@ Access to and training in the use of tech-
nology and outcome measurement. 6

Core Investments

The core financial support received by each
organization in the portfolio comes in the
form of an annual capacity-building grant
ranging between $100,000 and $125,000.

This grant enables the nonprofit to hire an
enterprise manager and invest in the
human capital required to develop and
oversee the execution of a business strategy
as articulated in their 3-5 year business
plan.

Capital Investments

The Fund provides additional financing as
dictated by each enterprise’s business plan
and augments that financing with other
charitable investments provided by individu-
als, corporations and foundations interested
in supporting the enterprise development
goals of the Fund. The Fund also makes
available a range of other capital resources
through a mix of grants, recoverable grants
and networking opportunities to secure low-
interest loans from both commercial and
nonprofit lending institutions.

Business Analyst

REDF has partnered with Keystone
Community Ventures, a local technical assis-
tance organization specializing in nonprofit
business development, to assist the manager
and Venture Committee in running the

Core Investments

Capital Investments

Business Analyst

Venture Committees

The Roberts Enterprise Development Fund Portfolio of Investments?

CVE, Inc.

Juma Ventures

Youth Industry

Asian Neighborhood Design

Golden Gate Community, Inc.

Goodwill Industries

Rubicon Programs

‘l" | Farber Interns/Fellows
Partners-for-Profit

Access to Technology

Outcome Measurement

X [
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enterprise(s). Keystone Community Ventures
was launched in 1993 with planning grants
from The Roberts Foundation and has had
a long history of collaborative work in this
area. The business analyst is involved in
analyzing the strategic position of the busi-
ness, critiquing the venture’s business plan,
evaluating the business’ financial state-
ments (both actual and pro forma), and
providing an objective evaluation of the
business. The business analyst directly
assists management in conducting the
analysis and assists the managers in devel-
oping their own skill set in order to assure
that knowledge transfer occurs and the
future capacity of the organization to effec-
tively manage the venture is developed.

Venture Committees

The Venture Committee consists of repre-
sentatives from REDF, the nonprofit execu-
tive director, the enterprise manager, and, as
appropriate, a Board member from the
investee organization. This group is some-
times joined by an individual with direct
expertise in the industry sector of the enter-
prise.  Together, the committee meets
monthly to review financial and operational
performance, identify areas of concern, and
help ensure that these concerns are
addressed in accordance with the enterprise’s
business plan.

Farber Interns and
Farber Fellows

REDE, in partnership with The Phalarope
Foundation and Students for Responsible
Business, established the Farber Interns and
Farber Fellows programs to leverage the talent
of business school students in support of
investee organizations. The Farber Interns
and Fellows are named to honor Michael E.
Farber, who passed away in 1996. During his
tenure at Rubicon Programs from 1989 to
1996, Mike helped chart out the growth and
expansion of two of Rubicon’s enterprises,
Rubicon Buildings & Grounds and Rubicon
Bakery. The presence of a summer Farber
Intern or year long Farber Fellow rounds out
the Fund’s efforts to enhance the capacity of

its portfolio organizations in the effective
management of their ventures.

Partners-for-Profit

Partners-for-Profit (PFP) was created to
address the enterprises’ need for direct mar-
ket access. The initiative is a focused working
group of Bay Area business leaders repre-
senting a variety of industries. PFP provides
REDF investees with one more level of analy-
sis and assistance. In addition to providing
advice and guidance to investees, PFP mem-
bers assist in connecting enterprise managers
to professional networks within their indus-
tries and target markets. Finally, PFP pro-
vides opportunities for the hands-on
involvement of business people interested in
making a meaningful and direct contribu-
tion to the process of social purpose enter-
prise creation and expansion.

Access to Technology

REDF has equipped each enterprise, on a lim-
ited basis, with the basic hardware and software
necessary to gain access to the web and com-
municate via e-mail. REDF partnered with
CompuMentor, a San Francisco-based non-
profit computer consulting organization, to
build a private web site for the REDF Portfolio
and organizations and to train all the nonprof-
it managers in accessing the web and using e-
mail. Additionally, REDF has contracted with
Dayspring Technologies to develop custom
databases for each organization to track social
indicators and provide managers with training
on how to use and build upon them

Outcome Measurement

Rather than implementing traditional evalua-
tion methods, REDEF, in partnership with its
investees, developed and launched a web-
based information system called “WebTrack”
which was custom designed using standard
business MIS tools. REDF contracted with
BTW Consultants to work with the enterprise
managers in developing indices of operational
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and social outcome success against which
future p erformance can be measured. Over
time, BTW Consultants will be building each
organization’s capacity to conduct its own
social outcome studies. “WebTrack” will
enable enterprise managers and REDF to
track monthly performance on both econom-
ic and social terms® for the duration of the
five-year initiative. This work will result in a
system through which each organization can
assess and adjust its social impacts in a mean-
ingful and timely manner. It also creates the
framework for analyzing the Social Return on
Investment (SROI) on each enterprise and the
REDF portfolio as a whole.?

Each of these components of the REDF
venture philanthropy practice has evolved
over time—and REDF is continually seeking
to improve the support it provides to its
portfolio of nonprofit organizations. There
are many ways in which each of these com-
ponents relates to standard venture capital
practice.

The chart on the following page from the
Stanford case on REDF summarizes the dif-
ferences between venture capital and tradi-
tional foundation approaches across seven
relevant areas of practice.l® The fourth col-
umn provides examples of how REDF is
applying a venture capital approach in each of
these areas.!!

While there are clearly many similarities
between venture capital practice and REDF’s
venture philanthropy approach, there are also
significant differences that should be high-
lighted in several of the categories.

Risk Management

Most venture capitalists look to build a
portfolio to minimize their risk and maxi-
mize their total return on investment. While
venture capitalists certainly end up backing
many risky investments, they are clearly not
looking to fund businesses that have a high
likelihood of failure. By contrast, REDF’s
approach is risky by design and limits finan-
cial returns. The purpose of the REDF port-
folio enterprises is to employ individuals
that private sector companies have already
fired or would never hire. And often, busi-

nesses with jobs appropriate for people with
little or problematic work experience are in
industries with low profit margins. REDF
expects that at any given time, 70% of the
enterprises in the portfolio will be profitable
(or if losing money, doing so according to
plan), while 30% will be losing money at
greater rates than planned. REDF is willing
to tolerate more business performance risk
as a necessary tradeoff of employing its tar-
get populations.

REDF’s approach to social venture cap-
ital is also different in that REDF invests in
nonprofit organizations with the capacity
and capability to run social purpose enter-
prises that may be at different stages of
development across a variety of industry
sectors. By contrast, the typical venture cap-
ital firm invests in a portfolio of companies
at similar stages of development in a single
industry. For example, in 1999 the REDF
portfolio consists of 23 different businesses
in a range of industries from furniture
manufacturing to retail to food services.
These businesses are at various stages of
development, ranging from start-ups to
more mature businesses of 10 years plus.
This necessarily increases the complexity of
managing such a portfolio and requires a
different skill set on the part of REDF’s
management.

Amount of Funding

Many venture capital firms fund start-up
businesses in their entirety or have a major-
ity stake in the investment with other, lesser
investment partners. REDF does support a
majority of the social purpose enterprises’
financial needs for start-up and ongoing
operations; however, the social purpose
enterprise is usually just one program of an
entire agency whose funding needs far
exceed that of the enterprise. This makes for
an interesting tension in REDF’s work—
similar to what would happen if a venture
capitalist only funded one division of an
existing company, to the exclusion of the
other divisions. A further discussion of this
can be found in the “Lessons Learned” sec-
tion that follows.
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Relevant Practice

Risk Management

Amount of Funding

Duration/Length of Relationship

Terms of Engagement

Organizational Capacity Building

Performance Measures

Exit Strategy

Results

Venture Capital

High degree of shared
risk

Funds are lost when
projects fail

Substantial commitment
to provide significant
capital and to help raise
additional current and
follow-on capital

5-7 years
Linked to success

Joined at the hip
Small portfolios
Partnership

Funding to build
capacity to successfully
execute business plan

Clearly defined rewards
and risks for all

2 stars, 2 failures, 6
walking dead or
wounded

1% of capital for all
start-ups but 30% of
companies that reach
IPO stage

Foundations

Low risk for foundation
High risk for nonprofit
organization (NPO)
Funds themselves not at
risk (must be spent)

Partial commitment —
will provide small part
of total needed capital.
NPO management must
continue fundraising
independently.

1-3 years
Arbitrary

Arm’s length
Large portfolios
Oversight

Funding primarily for
programs not personnel,
infrastructure, overhead

Funder: reward is in
grant-making

NPO: reward is in out-
come

“Myth” of government
take-out.
Burden on nonprofits.

Harder to know.

Not quantified.

Same potential to sup-
port organizations to
scale?

REDF Approach

High Managerial risk man-
agement through Business
Analyst, Farber
Interns/Fellows.

Enterprise and
Organizational risk
management through
portfolio diversification

Significant Core and
Capital Investments
Support in fundraising
efforts through networking
on enterprises’ behalf

Minimum five-year
horizon for Initiative

Input into management of
enterprises through venture
committee structure

Small portfolio (7 organi-
zations)

Funding for organizational
capacity: human capital,
overhead, capital require-
ments, technology, etc.

Social Return on
Investment analysis (SROI)

Portfolio decreased from 10
to 7 between 1997 and 1999.
Philanthropic, market, and

commercial exits

Social Return on
Investment Reports,
Agency and Enterprise
Specific and Portfolio-
Wide (SROI)
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Exit Strategies

As described in the Stanford REDF case, the
investment philosophy of REDF identifies
several levels at which an exit strategy may
be executed. The first is within the organi-
zation itself. REDF funds may be initially
applied to a planning process and later
transferred to support the capitalization of a
venture. This transfer represents a gradu-
ation of funds to progressing stages of busi-
ness development. Second, as the venture is
increasingly successful, other foundations or
sources of funds may be brought into the
capital structure. This effectively decreases
the percentage of REDF funds present,
which in turn limits REDF’s exposure.
Third, as the enterprise continues to esta-
blish itself in the market, REDF funds may
be replaced by market-based capital in the
form of commercial lending and other
resources. And finally, some businesses are
now able to support all of their expenses
internally, through sales revenues. Each of
these levels represents a different exit strate-
gy as REDF’s funds are moved to increasing-
ly “higher” purposes and eventually out of
the capital structure all together.

A key issue in assessing exit strategies is
how to determine the return on investment in
the social purpose enterprise. A detailed dis-
cussion of REDF’s approach to quantifying a
social return on investment (SROI) can be
found in a companion chapter in this book.12
However, it should be acknowledged that for
the philanthropic investor, exit strategies will
most likely not look like more typical “take-
out” strategies in the for-profit sector. Rather,
exits may occur as a result of funding by other
investors or commercial lending institutions,
resulting from the achievement of operational
goals and social impacts.

As the nonprofit sector achieves greater
capacity to document these social impacts,
public and other types of funding may be put
in place to reward nonprofits for their social
outcomes. This shift to outcome funding may
lay the foundation for creating actual revenue
streams to support the work of the nonprofit
sector, providing further opportunities for
initial “investors” to exit their capital and
apply it in other areas of interest.

Other Differences Between
Typical Venture Capital Practice
and REDF’s Approach to
Venture Philanthropy

In addition to the areas listed above, there
is one other significant area in which
REDF’s practice differs from traditional
venture capital practice. REDF staff allo-
cate their time quite differently than the
typical venture capitalist. Many venture
capitalists spend much of their time look-
ing for “deal flow” and less of their time on
actual management of the businesses they
are invested in. In contrast, REDF staff
spends over 90% of their time managing
the portfolio enterprises and virtually no
time looking for new investments outside
the current portfolio. REDF focuses its
efforts on expanding the existing enterpris-
es and identifying and exploring business
development opportunities for the seven
nonprofit agencies in the existing portfolio.
The result has been that although the REDF
portfolio decreased from ten to seven non-
profit agencies from 1997 to 1999, the
number of social purpose enterprises in the
portfolio actually grew from 22 to 23 dur-
ing the same time period.
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REDF’s Lessons Learned as of 1999

EDF staff continues to learn from their
anistakes and successes. “The Challenge
of Change: Implementation of a Venture
Philanthropy Strategy,” a presentation of the
Fund’s lessons learned from 1997-1998,
included the following learnings:13

< The central importance of a donor’s com-
mitment to supporting an honest grant-
making process grounded in integrity

€ The challenge of building genuine trust in
philanthropic relationships is more diffi-
cult than many would like to believe

D It takes time to create a meaningful ven-
ture philanthropy practice

€ There is a fundamental power imbalance
present in funding relationships. Rather
than attempting to deny or gloss over that
fact, it is better to simply acknowledge it
up front and find ways to work more
effectively together with respect for the
power each player brings to the partner-
ship

€ Both investee and funder must be open to
learning new lessons and understanding
how they must transform themselves to
maximize the benefits of evolving rela-
tionships in a new market place. This
responsibility rests equally upon both par-
ties and is not simply the responsibility of
the grantmaker

Since the “Challenge of Change” paper
was written, REDF has reflected on several
other significant lessons and feels these are
important for the philanthropic community
to understand and consider applying in their
own explorations of venture philanthropy.
Key areas include issues such as:

Whether to Take a Seat on the
Nonprofit Organization’s Board
of Directors

Several newer foundation initiatives have pre-
sented a venture philanthropy strategy in
which the foundation officer would take a seat

on the nonprofit’s Board. Proponents of tak-
ing a Board seat have argued that doing so will
enable them to participate directly in the
organization’s decision-making process and
possibly exert authority over the nonprofit’s
activities specifically as it relates to oversight
of management. REDF has intentionally
decided against such a strategy for a number
of reasons.

First, REDF views all its work as a form of
investment in the capacity building of the
nonprofit sector. REDF believes nonprofit
organizations should be “owned” by the com-
munities of which they are a part. When
Foundation trustees originally began pursu-
ing a more engaged approach to grantmaking,
they discussed whether the foundation should
create a development corporation to pursue
its goals or, perhaps,create an operating foun-
dation to protect its vision over the years. The
conclusion was made that while those were
certainly viable options,the primary intent of
the Foundation was to enhance a communi-
ty’s own capacity to pursue its vision of social
purpose enterprise creation. If the
Foundation were to take a direct seat on the
board of its funded nonprofits, it was feared
the presence of the foundation might in some
ways threaten or distort the community
authority of the board of directors.

Second, while nonprofit boards play a
critical role in steering the course of an orga-
nization, most boards are significantly
removed from the key operational and day-
to-day decision making which makes for suc-
cess or failure in social purpose enterprise
development. As opposed to being in a board
role to receive reports from staff, REDF want-
ed to be directly engaged in the internal
debates and discussions of practitioners.
While an organization’s board and staff must
retain decision-making authority, REDF has
found that greater input and perspective are
leveraged at the operational as opposed to
policy level of an organization. Accordingly,
REDF has opted to play its role at that level.

Finally, while many foundations may feel
their authority is best exercised at the board
level,a board seat with its single vote does not
really provide the venture philanthropist with
the degree of control many might hope for. In
the REDF experience, it is not through the
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ability to vote that an investor really exerts
authority, but rather through guidance and
influence as options are discussed and deci-
sions made. In sum, REDF believes partner-
ing with the nonprofit and the managers of its
social purpose enterprises can best be accom-
plished through developing a relationship built
on mutual trust created over time. The exist-
ing power dynamic between foundations and
grantees is already largely distorted by virtue of
the investor/investee relationship. This power
dynamic could be further distorted by taking a
Board seat. Having influence over the direc-
tion of the enterprise as opposed to exerting
authority is where REDF believes a more sig-
nificant contribution may be made.

The Importance of Nurturing the
Communication Process By
Creating Different Levels of
Communication Between the
Investor and Investee

REDF’s management team is made up of
REDPF’s Executive Director, Associate Director,
the Business Analyst, Social Outcomes
Consultant, Technology Consultant and SROI
Analyst. The diversity of the personalities,
communication styles, and expertise of each
individual represents opportunities for com-
municating with portfolio members with even
greater diversity. In REDF’s monthly manage-
ment team meetings,sensitive issues regarding
relationships with portfolio members and
individual enterprise managers or nonprofit
executive directors are discussed. A diverse
management team allows REDF to communi-
cate with and engage investees in a coordinated
yet individualized manner.

Over time, REDF has learned that cer-
tain members of the management team are
more effective at communicating certain
types of decisions, asking tough questions,
or providing the necessary verbal support
and encouragement to the many different
individuals responsible for the evolving suc-
cess of the portfolio’s social enterprises.
Time and again, REDF has observed that
nurturing relationships through constant
and consistent communication is key to the
success of the Initiative. Managing REDF’s
overall communication with investees has
been and continues to be both more difficult

and more important than REDF staff had
initially appreciated.

The Value of Creating Flexible
Funding Instruments

REDF has increasingly found that flexible
funding instruments are necessary to engage
in this type of venture philanthropy. Over
time, the needs of the social purpose enter-
prises in the portfolio have pushed REDF to
engage in different types of funding and use
various financial instruments to provide the
necessary support for the enterprises. While
The Roberts Foundation began its funding
with traditional program grants, REDF now
provides an array of financial support,includ-
ing enterprise grants, capital grants, recover-
able grants, credit lines and loan guarantees.
REDF continues to investigate other means of
providing financial backing for portfolio
enterprises. A description of this progression
toward more varied financial instruments is
discussed in “The Challenge of Change” men-
tioned earlier.

The Incredible Complexity of
True Venture Philanthropy
Implementation

When The Roberts Foundation first launched
its Fund, staff and trustees were both aware
that the Foundation was embarking on a new,
largely untried path. Existing relations
between “classical” foundations and their
grantees have evolved over decades; on the
whole, most of the players understand and
fulfill their various roles. To a greater or less-
er degree, the traditional “system” works. At
the beginning, neither the foundation staff
nor the investees fully anticipated the com-
plexity involved in pursuing a venture philan-
thropy practice. An overarching learning has
been that this is complicated, difficult work.
Like the proverbial “pulling a thread on a
sweater,” the REDF experience has shown that
venture philanthropy is not to be undertaken
lightly. This new approach cannot be based
on the old, traditional relationships and
assumptions. Venture philanthropy rapidly
moves the foundation from simply funding
the work of others to being a participant
observer, advisor, advocate and investor. As
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the REDF experience has evolved, staff has

become involved in

@ recruiting candidates and helping retain
individuals for positions within the port-
folio,

@ negotiating conflicts and relationships
between agency and enterprise staff,

© brokering relations between portfolio
organizations and interested others,

@ engaging in discussions about and com-
plete re-design of organizations’ account-
ing systems,

@ developing management information sys-
tems with portfolio organizations in
order to more effectively track social and
financial information,

9 managing relations with other funders
interested in participating in investees’

work,

€ and countless other areas of support.

This has required REDF staff to develop
new skills, shift roles from meeting to meet-
ing (depending upon the needs of a particu-
lar organization), and continually be open
to a process of change not commonly expe-
rienced by those involved in classical foun-
dation practice. While this growth of skills
and flexibility is a value-added outcome of a
venture philanthropy practice, it has also

Conclusion

ike any good relationship, the relation-
Lship between REDF and its investee
organizations has evolved. The venture
philanthropy approach has made it possi-
ble for the organizations in the portfolio to
receive support and investments not previ-
ously available in the nonprofit sector. And

placed significant demands upon the
Foundation and its staff.

Are Smaller/Younger Nonprofit
Organizations in Better Posi-
tions to Benefit from a Venture
Philanthropy Partnership than
Larger/ Older Organizations?

From the beginning, REDF’s focus has been
on the creation and support of viable, mar-
ket-based social purpose enterprises. Over
the years, however, it has become clear that
beyond assisting in specific venture devel-
opment, REDF has also come to be involved
in areas of core organizational development
with the nonprofits in its portfolio. The
nature of REDF’s working relationship dif-
fers depending upon the size and age of any
given nonprofit organization.

An area of future exploration for the
Fund will be the question of whether small-
er, perhaps earlier stage organizations gain
greater benefit from a venture philanthropy
approach than those organizations that
enter the venture relationship with a more
established (or perhaps entrenched) cul-
ture, organizational structure and history.
The younger organizations’ flexibility and
openness to experimentation may hold the
key to a successful relationship, while the
established nonprofit may find greater ben-
efit from a philanthropic approach more
like that of an investment banker than a
venture capitalist.

the patience of REDF investees has allowed
the Foundation to grow in its understand-
ing of how best to support the work of the
practitioner community. We have learned a
great deal from this process and look for-
ward to expanding upon our learnings over
coming years.
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Footnotes

1 A comprehensive description and analysis of
REDF can be found in the Stanford Graduate
School of Business case study entitled “The
Roberts Enterprise Development Fund:
Implementing a Social Venture Capital Approach
to Philanthropy,” October, 1998. This case is
available through the REDF office or by contact-
ing the Stanford Graduate School of Business.

2 A complete listing of REDF publications may be

found on the publications page of REDF’s web-
site at www.redf.org.

3 Copies of the book can be downloaded from

our website and hard copies may be ordered
from the REDF office. Please visit our web site
at www.redf.org or email book@redf.org.

4 See the Stanford Graduate School of Business

case study entitled “The Roberts Enterprise
Development Fund: Implementing a Social
Venture Capital Approach to Philanthropy,”
October, 1998, pages 6 - 7 for a more in-depth
discussion of the lessons learned from HEDF.

5 “The Challenge of Change: Implementation of a

Venture Philanthropy Strategy,” can be found in
Chapter 2 of this book and is also available at
www.redf.org.

6 Please see the Stanford Graduate School of
Business case study entitled “The Roberts
Enterprise Development Fund: Implementing a
Social  Venture Capital Approach to
Philanthropy,” October, 1998.

7 REDF began in January 1997 with a portfolio of
ten nonprofit organizations. As of Fall 1999,
three organizations had been excused from the
portfolio. See “Enterprises Gone But Not
Forgotten,” Chapter 3 of this book for a more
detailed account of the lessons learned with these
organizations.

8 See “WebTrack and Beyond: Documenting the
Impact of Social Purpose Enterprises” in
Chapter 6 of this book.

9 For a more detailed discussion of SROI,please
see “Social Return on Investment: Exploring
Aspects of Value Creation in the Nonprofit
Sector” in Chapter 8 of this book.

10 Chart adapted from Stanford Graduate School of
Business case “The Roberts Enterprise
Development Fund: Implementing a Social
Venture Capital Approach to Philanthropy,”
October, 1998, p. 5.

11 Please see the Stanford Graduate School of
Business case on REDE pages 11 - 19 for a more
detailed discussion of REDF’s venture capital
approach in each of these practice areas.

12 Please see “Social Return on Investment:
Exploring Aspects of Value Creation in the
Nonprofit Sector” in Chapter 8 in this book.

13 Please see “The Challenge of Change:
Implementation of a Venture Philanthropy
Strategy,” in Chapter 2 of this book.
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The Roberts Enterprise Development Fund
and BTW Consultants—informing change

Introduction

he Roberts Enterprise Develop-
ment Fund (REDF) is a venture
philanthropy approach to sup-
porting social purpose enterprise
development. REDF maintains a
portfolio of seven nonprofit organizations,
which collectively operate 23 revenue-generat-
ing enterprises. The goal of social purpose
enterprises is to provide transitional and perma-

nent employment opportunities to those
deemed “unemployable” by the mainstream
labor market.

REDF is all about innovation and
change:

€ REDF funds new strategies for job creation
and the development of community assets.
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Navigating

< REDF provides an array of ancillary sup-
port to nonprofit organizations through
the innovative application of techniques
borrowed from the for-profit, venture
capital field.

€ REDF assists nonprofits in being as effec-
tive in the pursuit of their business mis-
sion as they seek to be in their social mis-
sion.

9 REDF seeks to overcome the limitations of
traditional, classical approaches to philan-
thropy through the creation of a meaning-
ful, significantly more engaged partner-
ship between funder and investee.

However, change is challenging—even
for those who seek it out and understand its
value. This chapter presents a discussion of
the challenges REDF experienced during the
initial months of launching its initiative and
the steps taken to date to respond to these
challenges.

The following pages begin with a pre-
sentation of a basic framework for under-
standing organizational change. This is fol-
lowed by a brief description of the transfor-
mation The Roberts Foundation has under-
gone over the past decade. During that peri-
od, the Foundation moved from implemen-
tation of a classical foundation strategy to
the creation of the Homeless Economic

Development Fund (1990), which then led to
The Roberts Enterprise Development Fund
(1997). Now REDEF, in 1999 and beyond,
pursues a continuation of its venture philan-
thropy strategy which has been greatly
informed by the feedback received over the
first 18 months of its operation.

After this background discussion, the
document presents the findings of a process
appraisal conducted in 1998 to assess how this
transformation from classical to venture phil-
anthropy was experienced by the Foundation
and its investee! organizations. The process
appraisal findings are followed by a discussion
of the steps taken by Foundation staff to
address the issues raised in the appraisal.

Presently the concept of venture philan-
thropy is receiving a great deal of attention.
This interest in a new approach to funding
has very real implications for the traditional
relationship between grantee and grantor.
Therefore, this chapter concludes with a dis-
cussion of lessons learned from The Roberts
Foundation’s experience that may be of inter-
est to foundations and nonprofit organiza-
tions in the early stages of formation, as well
as those considering a transformation of
existing funding strategies and relationships.

Before presenting the outcomes from this
process appraisal, it is first helpful to have
some understanding of how change is experi-
enced within organizations and what factors
may influence the change process.

the Stages of Change: A Theoretical Framework

here are a variety of ways to understand,

describe and analyze a process of organi-
zational change, particularly as reflected in
such a creative and complex collaboration as
The Roberts Enterprise Development Fund
(REDF). There are other frameworks that are
more specific to nonprofit organizations, such
as Drucker’s seven stages of effective and sus-
tainable innovation.2 And there are frame-
works that are psychologically based, such as
Lewin’s well known three-phase approach to
change—unfreezing, changing and refreez-
ing—or change cycles that reflect more of the
emotional aspects of organizational change.?

We chose a framework presented by
Michael Heifetz because it seemed the most

relevant and useful model for understanding
the stages of change experienced in The
Roberts Foundation’s initiatives, which in
many ways are a hybrid of for-profit and non-
profit philosophies. Regardless of which the-
oretical framework one chooses, the most
important point is that the REDF initiative,
and The Roberts Foundation generally,
engage in processes grounded in a commit-
ment to ongoing organizational reflection
and learning. REDF is creating innovative
systems for supporting social purpose enter-
prise development, reflecting on those sys-
tems, refining its approach based on evidence
gathered both informally and formally, and
disseminating its learnings in order to inform
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a growing field of interest in venture philan-
thropic practice.

Peter Drucker has observed that in order
to be a successful innovator it is first essential
to learn from the process of change. This
means having the courage to critically exam-
ine what needs to change and then managing
that change in a manner that reflects where
one wants to go. In commissioning its process
appraisal, REDF took an essential and coura-
geous step in asking questions of its nonprof-
it partners and itself as a foundation program
initiative. As it has been said, “You cannot get
to where you want to be by remaining where
you are.”

Michael Heifetz, a specialist in organiza-
tional development, has presented a seven-
stage process for effectively creating change in
organizations. His framework for change and
the seven stages he enunciates are derived
from extensive research and experience in
analyzing organizational development in both
business and government. Heifetz’s seven
stages include:

Stage One: Choosing the Target
Stage Two: Setting Goals
Stage Three: Initiating Action

Stage Four: Making Connections

Stage Five: Re-Balancing to Accommodate

the Change

Stage Six: Consolidating the Learning

Stage Seven: Moving to the Next Cycle

Associated with each stage is a desired set
of outcomes, actions initiated to accomplish
those outcomes, and common issues or barri-
ers to overcome. The Roberts Foundation
experienced each of these seven stages of
change during HEDF; when it reached Stage
Seven—Moving to the Next Cycdle—HEDF
transitioned to REDE In 1997, The Roberts
Foundation chose its next target (Stage
One)—REDF—by focusing on social purpose
enterprise development specifically and by

choosing to deliberately implement a venture
philanthropy approach to its funding.

In establishing its investee portfolio,
REDF set explicit goals for itself and worked
with each group to set its own business-sp e-
cific goals (Stage Two). During the first year
of REDF implementation, action was initiated
(Stage Three). This action reflected many of
the major components of a venture capital
practice—i.e., core financial investments were
made in each organization, regular venture
committee meetings were held, business assis-
tance was provided, additional capital and
business networking opportunities were
made available, and a management informa-
tion system was established.

The REDF process appraisal was under-
taken during the fourth stage of Heifetz’s
seven-stage process, “Making Connections.”
According to Heifetz, the fourth stage is when
“people wrestle with change as it plays out in
their daily work.” For the REDF portfolio this
was the time when conflicts over control and
direction emerged between organizations and
The Roberts Foundation and
within the organizations
themselves. The terrain was
shifting and the players were
trying to establish firm foot-
ing to manage both their
organizations and the new
funding relationship.

Examples of actions that
are typically part of the
fourth stage of change
include ensuring everyone
understands how the new
approach affects them and
scrutinizing the results of the
initial change process to
determine if the benefits of
the change are real. The
REDF process appraisal,
conducted 14 months into
the REDF initiative, was such an action. It
was intended to provide formal feedback to
all REDF stakeholders regarding the effective-
ness of a venture philanthropy ap proach and
offer possible guidance to make refinements
in any and all components of the initiative.
The process appraisal was also intended to
and, in fact, did lead to Heifetz’s Stages Five
and Six, “Re-Balancing to Accommodate
Change” and “Consolidating the Learning,”
which are happening currently.
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1990 through 1996: Evolving From a Classical to Venture
Philanthropy Strategy

he Roberts Foundation was founded in

1986 as the family foundation of George
and Leanne Roberts. Located in the San
Francisco Bay Area, from 1986 to 1989 the
Foundation funded a variety of youth, educa-
tion, animal welfare and arts organizations
through a classical approach which included:

€ publication of an annual report with giv-
ing guidelines,

@ submission of grant proposals by prospec-
tive grantees,

@ review of those proposals by staff* and

€ presentation of those proposals to The
Foundation’s board of directors in the
form of “dockets” consisting of a summa-
ry of the proposal and recommended giv-
ing levels.

In 1989, the Roberts decided they were
interested in funding a “strategic effort which
would not normally receive support were it not
without the assistance of The Roberts
Foundation”> Furthermore, George Roberts
began conversations with the Foundation’s
executive director regarding strategies by
which The Foundation could identify and fund
a “free enterprise approach to homelessness.”
To that end, a staff person was hired to investi-
gate the potential of such an approach and cre-
ate a strategy The Foundation could pursue.

In January of 1990, The Roberts
Foundation launched the Homeless
Economic Development Fund (HEDF).¢ The
goal of the Fund was to support efforts to
expand economic opportunity for homeless
individuals through three strategies:

@ expanding the accessibility of the main-
stream job training and placement system;

@ creating a self-employment program tai-
lored to meeting the needs of homeless
women; and

@ assisting nonprofit organizations in the

planning, launch and management of
nonprofit, social purpose enterprises.

The HEDPF’s experience in the first two
areas and the lessons learned regarding the
third are described at length in other docu-
ments. The reader is encouraged to review
that material for a full discussion of The
Foundation’s experience in social purpose
enterprise development.”? The focus of this
paper, however, is less upon what was being
funded between 1990 and 1998, and more
upon how that funding was provided.

The following chart illustrates how The
Foundation’s approach to investing in non-
profit organizations evolved from a classical
to a venture philanthropy strategy.
Accordingly, the fundamental elements of the
Foundation’s work shifted over time in the
following areas:

€ Amount of Initiative Budget and Average
Grant Size

@ Type/Form of Investment

© Number of Investees Supported by the
Foundation

€ Number of Social Purpose Enterprises
Operated by Investees

€9 Fundamentals of the Investment
Relationship

€ Target Population

£ Range of Supports Provided to Investee
Organizations

© Professional Development of
HEDF/REDF staff

€@ Form of Primary Donor Involvement

The specifics of this shift are presented in
the accompanying chart and other documents
provide detailed information concerning The
Foundation’s strategy. By the end of 1996 it
became clear that The Foundation’s goals
could be best achieved through shifting from
its prior structure to a new, focused initiative
that could take the lessons of the past and
apply them to future efforts. To that end, at
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the close of 1996, HEDF was dissolved and
The Roberts Enterprise Development Fund
launched.

The reader should keep in mind that the
following chart, while reflecting the general
stages The Foundation moved through over

time, should itself be viewed as an evolving
continuum. Within each stage lessons were
learned and internalized, while across the
decade described, the process moved forward
in a somewhat fluid motion not easily reflect-
ed in linear charts and diagrams.

Evolution of A Philanthropic Strategy

Category

Annual Budget

Average Grant

Type/Form of Investment

# of Funded Organizations

1990-1993

‘ $1 million per year
‘ (average: $25,000)

Grants

40-50

# of Social Purpose Enterprises

Investment Relationship

Targeted Population Served

8

High funder discretionary
authority

Some multi-year grants

Engaged funder

Shared learnings

Commitment to honesty
in relationship

Homeless individuals
(both youth and adults)

1994-1996

‘ $1.5 million per year
‘ (average: $60,000)

Grants
Cash Guarantees
Cash Flow Advances

20

12

High funder discretionary
authority

Some multi-year grants

Engaged funder

Shared learnings

Commitment to honesty
in relationship and gen-
eral steps to achievement

Homeless individuals
(both youth and adults)

1997-

‘ $3.5 million per year
‘ (average: $125,000)

Grants

Cash Guarantees

Cash Flow Advances
Recoverable Grants
Leveraging other resources
around investment

10 (7 as of 1999)

25+

High funder discretionary
authority

All multi-year grants

Engaged funder

Shared learnings

Commitment to honesty
in relationship and specif-
ic steps to achieving and
maintaining same

Individuals in recovery
from homelessness, drug
and alcohol addiction

Very low-income

Disabled physically and
psychiatrically

Continued...
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Evolution of A Philanthropic Strategy cContinued...

1990-1993

1994-1996

Range of Support

Professional Development of

Program grants

Isolated/individual grants

Process/qualitative evaluation

Evaluation by outside
consultant

Ad hoc business assistance
provided by individual
outside consultants

Foundation Staff

Individual Executive
Director with MSW

Form of Primary Donor Involvement

Traditional reporting
relationship

Met 2 times per year
for briefings

Periodic meetings
and input

Program grants

Individual grants/group
meetings

Greater outcome-focused
evaluation

Collaborative evaluation

Targeted business
assistance

Individual ED with MSW
and MBA earned while
working on HEDF

Interactive relationship

Met 6 times per year

Regular meetings and
communication

Program grants, capital

grants, based on business

plans

Portfolio approach

Social Return on
Investment Analysis8

Shift from evaluation to
MIS with emphasis on
capacity-building for
portfolio organizations to
manage internal MIS and
evaluation

Focused business assistance
by REDF team: Venture
Committees, Partners-for-
Profit, Farber Interns/
Fellows, Computer/other
Technology Assistance

Management Team
Approach:

@ Executive Director with
MSW and MBA

@ Associate Director with
MBA

€ Business Analyst with
MBA

" MIS,“Evaluation” and
Computer Technology
Consultants

Fully engaged relationship

Met minimum of 12 times
per year

Ongoing communication
and shared decision-
making
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1997: The Roberts Enterprise Development Fund

he strategy created by the Foundation to

support the work of its investees is part
venture capital, part organizational devel-
opment and part small business develop-
ment. To this end, REDF has the following
components:

Core Investments

The core financial support received by each
organization in the portfolio comes in the
form of an annual capacity-building grant
ranging between $100,000 and $125,000.
Among other things, this grant enables the
nonprofit to hire an enterprise manager and
invest in the human capital required to devel-
op and oversee the execution of a business
strategy as articulated in their 3-5 year busi-
ness plan.

Capital Investments

In order to build upon REDF’s Core
Investments, the Fund provides additional
financing as dictated by each enterprise’s
business plan and augments that financing
with efforts to solicit other charitable invest-
ments from individuals, corporations and
foundations interested in supporting the
enterprise development goals of the Fund and
its investees. The Fund also provides addi-
tional access to capital resources through a
mix of grants, recoverable grants and net-
working opportunities to secure low-interest
loans from both commercial and nonprofit
lending institutions.

Business Analyst

REDF partners with Keystone Community
Ventures, a local technical assistance organi-
zation specializing in nonprofit business
development, providing a business analyst to
assist the manager and Venture Committee in
analyzing the strategic position of the busi-
ness, critique the venture’s business plan,
evaluate the business’s financial statements
(both actual and pro forma), and provide an
objective evaluation of the business. The
business analyst directly assists management
in conducting the analysis and assists the
managers in developing their own skill sets in
order to assure that knowledge transfer occurs
and the future capacity of the organization to
effectively manage the venture is developed.

Venture Committees

The Venture Committee consists of representa-
tives from REDF, the nonprofit executive direc-
tor, the enterprise manager, and as appropriate,
a Board member from the nonprofit organiza-
tion and an individual with direct expertise in
the industry sector of the enterprise. Together,
the committee meets monthly to review finan-
cial and operational performance, identify
areas of concern, and help ensure these con-
cerns are addressed in accordance with the
enterprise’s business plan.

Farber Interns and Farber Fellows
REDE in partnership with The Phalarope
Foundation and Students for Responsible

The Roberts Enterprise Development Fund Portfolio of Investments?®

Core Investments Asian Neighborhood Design
Barrios Unidos

BOSS
Capital Investments CVE, Inc.

Golden Gate Community, Inc.
Goodwill Industries
Jobs Consortium
Juma Ventures
Rubicon Programs
Youth Industry

Business Analyst

Venture Committees

‘l" | Farber Interns/Fellows

*"l | Partner-for-Profit
*l" | Access to Technology

‘l" |  Outcome Measurement
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Business, established the Farber Interns and
Farber Fellows program to leverage the tal-
ent of business school students in support of
investee organizations. The Farber Interns
and Fellows are named to honor Michael E.
Farber, who passed away in 1996. During
his tenure at Rubicon Programs from 1989
to 1996, Mike helped guide the expansion of
two of Rubicon’s enterprises, Rubicon
Buildings & Grounds and Rubicon Bakery.
The presence of a summer Farber Intern or
year-long Farber Fellow rounds out the
Fund’s efforts to enhance the capacity of its
portfolio organizations in the effective man-
agement the venture.

Partners-for-Profit

Partners-for-Profit (PFP) was created to
address the enterprises’ need for direct market
access. The initiative is a focused working
group of Bay Area business leaders represent-
ing a variety of industries. PFP provides
REDF investees with one more level of analy-
sis and assistance. In addition to providing
advice and guidance to investees, PFP mem-
bers assist in connecting enterprise managers
to professional networks within their indus-
tries and areas of interest. Finally, PFP pro-
vides opportunities for the hands-on involve-
ment of business people interested in making
a more meaningful and direct contribution to
the process of social purpose enterprise cre-
ation and expansion.

Access to Technology

REDF has, on a limited basis, equipped each
enterprise with the basic hardware and soft-
ware necessary to gain access to the web and
communicate via e-mail. REDF partnered
with CompuMentor, a San Francisco-based
nonprofit computer consulting organization,

to build a private web site for the REDF port-
folio and organizations and to train all the
nonprofit managers in accessing the web and
using e-mail. Additionally, REDF has con-
tracted with Dayspring Technologies to devel-
op custom databases for each organization to
track social indicators and to provide training
to managers on how to use and build upon
them. This management information system
is described at length in a companion chapter,
“WebTrack and Beyond: Documenting the
Impact of Social Purpose Enterprises.”

Outcome Measurement

Rather than implementing traditional evalua-
tion methods, REDEF, in partnership with its
investees, developed and launched a web-
based information system called WebTrack
which was custom-designed through the use
of standard business MIS tools. REDF con-
tracted with BTW Consultants to work with
the enterprise managers on developing
indices of operational and social outcome
success against which future performance can
be measured. Over time, BTW Consultants
will be building each organization’s capacity
to conduct its own social outcome studies.
WebTrack will enable enterprise managers
and REDF to track monthly performance on
both economic and social terms for the dura-
tion of the five-year initiative. This will allow
each organization to assess and modify its
program in order to maximize its social
impacts in a meaningful and timely manner.
In this way, evaluation is re-invented to pro-
vide meaningful data to managers, allowing
them to continually improve practice instead
of awaiting an external assessment of the
effectiveness of their programs. Such a man-
agement information system also allows each
enterprise and the portfolio as a whole to ana-
lyze Social Return on Investment (SROI).10
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Year-End 1997: Assessment of First Year’s Experience—
Beginning to Articulate the Successes and Challenges of

the REDF Approach

ver the course of its first year of opera-
Otion, the REDF approach appeared to
be largely successful. Investments (in the
form of grants) were made by REDF in a
portfolio of 10 nonprofit organizations.
Groups were formalizing and refining their
strategies. Venture Committee meetings
were held; operating decisions were made in
partnership with investee organizations.
Increasing numbers of formerly homeless
and very low-income individuals were
being provided access to the transitional
employment opportunities necessary for
them to gain stability and long-term inde-
pendence. On the surface, it appeared that
the transition was going smoothly and
operating as planned.

However, over a period of months,
REDF’s staff became aware that several
REDF investees were dissatisfied with some
aspects of the strategy and its management.
The executive and associate directors began
receiving, in bits and pieces, feedback that
several of the executive directors and busi-
ness managers were frustrated with the
process. This feedback came in a variety of
forms:

9 The outside consultant hired by REDF to
manage the design and implementation of
the social outcome indicators system (by
which the impact of the programs and
businesses would be measured), began
hearing comments from various managers
that the process was “top down” and did
not allow for enough input by participants.

€ The business analyst, working closely with
business managers examining the opera-
tions of the social purpose enterprises,
also detected dissatisfaction with how the
transition from HEDF to REDF was being
executed. Questions were raised regarding
whether her contributions were in sup-
port of the nonprofits or as a “monitor”
on behalf of REDF—a critical concern in
light of REDF’s commitment to partner
with the organizations in the development
of their ventures.

© REDF’s executive and associate directors,in
individual meetings with investee executive
directors and business managers, were also
receiving feedback that while parts of the
REDF approach were going smoothly,
other components were viewed as intru-
sive, overly demanding or (of perhaps the
greatest horror to REDF staff) not con-
tributing to the ability of the nonprofit to
manage its venture more effectively.

At the same time that some REDF
investees began voicing concern regarding the
process,the REDF staff itself was also not fully
satisfied with how the initiative was evolving.
REDF staft discussed the situation with the
evaluation consultant and considered the
option of bringing in an independent third
party to interview the players and assess
opportunities for improvement. While REDF
staff immediately endorsed this option as a
logical possible next step, the REDF executive
director wanted first to discuss the issues with
the executive directors of the funded organi-
zations. These were all individuals with
whom the REDF executive director had long,
multi-year professional and, in some cases,
personal relationships. The initial, perhaps
naive, belief was that with a few well-managed
conversations, REDF would be able to solicit
input, modify its approach as needed, and
move ahead into the new year.

With this thought in mind, a meeting was
held with the executive directors and REDF
staff to discuss the experience of 1997 and
assess how to improve the process and contin-
ue moving forward. The meeting began with a
review of how the strategy had been developed
and an overview of the basic components of
the REDF approach, with REDF’s executive
director presenting areas of concern. These
“concerns” were framed in terms of REDF
expectations that funded organizations would:

@ Be fully committed to managing their
ventures and organizations effectively

9 Include REDF in all relevant decision-
making
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< Honestly assess their own strengths and
weaknesses

© Make full use of the resources REDF
offered

@ Provide accurate information in both
their reporting and meeting contributions

€ Build strong businesses and organizations

@ Provide the businesses with the necessary
resources required for growth

The document presented to the executive
directors included a basic review of the evolu-
tion of REDE as well as an outline of issues the
REDF executive director felt were important
for both REDF and the participating organiza-
tions. These included such challenges as:

€ How do we make this process work more
effectively for us all?

© How do we not have this be simply one
more foundation funding opportunity?
(Oris it?)

@ Are REDF expectations realistic?

€ What is the actual and perceived value
added by REDF’s participation in your
business development process?

9 How do we deal with the tension between
training/supported employment goals
and the need for permanent employment
to maintain business viability?

49 Once REDF funds are invested, without

“real” equity position,how is REDF role to
be defined?

© How do we balance executive director,
business manager and REDF perspectives
on the status of the business venture?

9 How do we address the attitude of “we
managed this as a small business, we can
manage this as a large business”?

9 How do we manage the tension of REDF
allegiance to business versus the executive
director’s larger commitment to the orga-
nization?

9 How do we address the “spin” factor (e.g.,
the tendency on the part of executive
directors and staff to attempt to always
put the nonprofit in the “best” light possi-
ble when interacting with funders)?

As the REDF executive director was
presenting the section on REDF’s Expec-
tations, many of the other executive direc-
tors had begun flipping through the next
pages of the presentation and could see
where the discussion was heading. Having
presented the basic issues as viewed from
the REDF perspective, the executive direc-
tor then paused halfway through his presen-
tation to ask for comments and opened the
discussion for each organization’s director
to respond and raise his or her own ques-
tions or concerns.A, shall we say, lively con-
versation ensued...

The executive directors raised a num-
ber of their own questions regarding the
transition process, the interaction between
REDF and each organization, and the
degree to which the organizations felt
allowed to provide input regarding the
process itself. The conversation, and subse-
quent process appraisal, were highly com-
plicated by the fact that some executive
directors, while having suggestions for
improving the process, were largely satisfied
with how REDF had been designed and
implemented. These directors expressed
frustration about spending their limited
time addressing process issues they did not
view as significant or of central importance
to the overall effectiveness of the REDF
process. Others took the meeting as an
opportunity to share a variety of concerns
and firmly voiced an interest in having a
significantly greater role in doing so.

At the next REDF executive directors
meeting, there was a follow-up discussion
about these issues. The REDF executive
director also invited REDF’s outside evalua-
tion consultant to this meeting and togeth-
er the group discussed options for identify-
ing and addressing concerns about the
process. The REDF executive director
offered and the group agreed that in the
interest of all individuals having a full and
fair exchange of ideas, the evaluation con-
sultant should bring in outside interviewers
to conduct confidential interviews with
each executive director and a representative
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number of business managers. This came
to be known as the process appraisal and
would be used to frame a four-month re-
assessment of how REDF was pursuing its

goals and how participating organizations
could be more effectively supported in
their efforts, while maintaining the integri-
ty of the REDF vision and strategy.

1998: The REDF Process Appraisal

|. Methodology

he REDF process appraisal relied on key

informant interviews with 10 executive
directors and 12 business managers partici-
pating in the REDF initiative. As part of the
appraisal, interviews were also conducted
with REDF staff and the business analyst.

The methodology reflects two overriding
goals:

1. to gather REDF participants’ detailed
assessments on the initiative’s strengths,
challenges, and opportunities to
improve; and

2. to support the creation of an operating
environment that encourages frank
feedback.

REDF engaged a consultant, Fay Twersky
of BTW Consultants, with evaluation exp er-
tise to conduct the process appraisal. This
consultant has a longstanding history with
The Roberts Foundation, as well as signifi-
cant expertise in providing evaluation and
management information assistance to both
nonprofits and the foundations that support
their work. The consultant had oversight of
the entire process; however, in order to assure
open discussion, she contracted with two
independent interviewers with no prior con-
tact with either The Roberts Foundation or its
funded organizations. All interviews were
conducted in person and kept strictly confi-
dential, lasting between 60 and 90 min utes.

The protocols used in the key interviews
contained several questions focused on orga-
nizational issues and participants’ interest in
and support of the REDF approach. Others
focused on the key components of REDF sup-

port. For each component, interviewees were
asked to comment on:

© the concept (is this type of assistance
useful?);

Q the process (is the way the support is made
available useful to the businesses?); and

€ the interpersonal dynamics (do the busi-
nesses work well with the people provid-
ing the support?).

The protocol was designed to be open-
ended in order to elicit detailed responses from
REDF participants. Copies of the protocols are
included as an appendix to this chapter.

Il. Assessing the Key Compon-
ents of the REDF Approach to
Venture Philanthropy
fter conducting key informant interviews,
the consulting team consolidated com-

mon responses with regard to perceived ben-

efits and challenges associated with partici-
pating in REDEF. The responses, summarized
by each of the major initiative components,
fall into two categories: What’s Working and

Areas to Address.

At the outset, it should be underscored
that the overall sentiment of those participat-
ing in the REDF initiative was positive. By
and large, the businesses felt privileged to be
included in the initiative and, in virtually all
cases, felt the benefits outweighed any diffi-
culties or frustrations. The participants
expressed appreciation for the process
appraisal itself and the opportunity it provid-
ed to comment on how things were going
from their perspective. The following is a
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summary of the feedback given in each of
REDF’s strategy areas.

lll.  Core Financial Investments

he intention of providing an annual grant

to the nonprofit enterprises is to enable
the businesses to hire an enterprise manager
and to support general overhead expenses.
These funds—paid in quarterly installments
throughout the year—are intended to be flex-
ible and accommodate the range of needs
identified by each organization.

What’s Working

The organizations were extremely positive
about the core financial investments. These
core investments were seen as invaluable in
terms of the level of support, the length of
the financial commitment, and the flexibility
of the funds. Both the executive directors
and business managers of the organizations
saw the overall flexibility of the core financial
investments as distinguishing REDF from
traditional grant making where grants tend
to be more restrictive both in terms of the
size, length of commitment and the possible
use of funds.

Areas to Address
Organizations expressed concern regarding
several elements of the core investment prac-
tice. First and foremost, executive directors
and business managers said they were unclear
about the terms of the multi-year commit-
ment,and what would render them either eli-
gible or ineligible for continued funding. The
possibility that the core investment could be
taken away if performance did not meet
expectations added a level of stress and ambi-
guity to some relationships with REDF and
the business analyst from Keystone
Community Ventures. The businesses indi-
cated the need for a more clearly defined set
of conditions under which the investment
would not be renewed. The businesses also
requested the establishment of a “warning
system” that would enable them to restruc-
ture, seek alternative (replacement) funding,
or prepare for the loss of financial support in
some other manner.

REDF staff members agreed that greater
clarity was needed—for example, better

defining what it means to be “under plan”—
but the REDF staff emphasized that the busi-
ness plan and pro forma financials had been
and continued to be the benchmark for busi-
ness performance.

As this issue was discussed, it became
clear that there were inherent trade-offs in
setting policies: while they add clarity and
structure,they can diminish flexibility. This is
especially important since the Fund is itself
pursuing an evolving form of grant making,
venture philanthropy, and is still creating the
process by which it will relate to its investee
organizations. This issue became especially
important later as REDF began responding to
the findings of the process appraisal and
refining its own approach.

Several executive directors and busi-
ness managers indicated that because of the
relatively large size of the investment in the
businesses, REDF sometimes adopted a
proprietary relationship with the business-
es. This manifested itself in several ways.
First, sometimes businesses perceived
REDF’s “advice” as more directive than
consultative. Second, some businesses
resented the level of credit assumed by
REDF for the evolution and growth of the
businesses in its portfolio. Finally, REDF
positioned itself as “senior equity partner”
because of the size and longevity of its
investment, a position seen by some
investees as helpful in attracting new
investors, but by others as harmful to their
efforts to bring in new funders.

These comments reflect a difference in
perspective between REDF and some of the
businesses. In REDF’s view, since many of the
ventures were not initially meeting their stat-
ed targets it was essential to provide advice
and critical feedback. In many ways, that was
the central intention of the initiative. If the
businesses were performing well enough to
simply receive funding and no additional
assistance, they would not have been asked,
nor would they have agreed, to participate in
the initiative from the outset. Furthermore,
due to the size of its grants, REDF believed it
had a philanthropic investment to protect;
and with three MBAs on staff or consultancy
and a number of years of experience to offer,
REDF felt it had something significant to con-
tribute. More importantly, REDF had clearly
articulated the role it intended to play in the
initial commitment letter that was accepted
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and signed by all the organizations. From
REDF’s perspective, it was simply doing what
it had said it would do in the context of the
new relationship.

The value of the process appraisal lay in
the opportunity to make these varying per-
spectives conscious, to validate the different
expectations held by each player and reach
some new and common understanding that
would allow change to occur.

IV. Capital Investments

n addition to the Core Financial

Investments made available through the
REDF initiative, each enterprise has access to
additional funds for capital improvements or
other needs as dictated by the business plans.
Businesses may augment these funds by solic-
iting other charitable investments from indi-
viduals, corporations and foundations. The
access to additional capital from REDF is ana-
lyzed on a “deal-driven” model, with individ-
ual enterprise needs recognized and assessed
on a case-by-case basis.

What’s Working
REDF has provided several businesses with
additional funding to support their expan-
sion plans, purchase needed equipment or
meet other enterprise needs. This access to
additional funding is a significant benefit to
participating businesses. In general, the
businesses see REDF as highly flexible and
responsive to requests for additional fund-
ing. One business noted that funding for a
new piece of “cutting-edge” equipment has
helped compensate for the additional labor
expenses associated with employing an at-
risk population with costly training needs.
The relative advantage afforded by this
equipment helps the group achieve its social
goals while attempting to break even.
Many of the organizations noted that
their participation in REDF makes it easier
to solicit funds from other sources. By par-
ticipating in the REDF effort, the credibility
of the business can be enhanced, both by
virtue of their selection by REDF, and
because of the extent of long-term support
committed to those enterprises. They also
benefit from REDF’s ongoing efforts to
raise the visibility of the initiative and
inform a growing field of interest in this
area nationally.

Areas to Address

Nonprofit organizations seek out and rely on
multiple sources of funding to support their
enterprise development efforts. As men-
tioned earlier, REDF’s position as “senior
equity partner” was problematic for several
organizations. These organizations feared
other funders might be reluctant to support
their efforts because they would not want
their support to be overshadowed by REDE.

The consulting team identified that a key
challenge for REDF is to work with the
investees to develop a process that enables the
enterprises to bring in other funders without
compromising one of REDF’s primary objec-
tives: putting the venture philanthropy strate-
gy into practice. The process appraisal sug-
gested that at this point in its development,
REDF would benefit from clarifying the spe-
cific nature of The Roberts Foundation’s part-
nership with the social purpose enterprises
and working with its investees to more effec-
tively communicate that partnership to other
potential investors/funders.

As a result of this discussion, REDF also
decided to drop the use of the term “senior
equity partner” to describe its relationship to
investee organizations and adopted the term
“senior funding partner.” This was due to the
fact that some program officers voiced dis-
comfort with what they felt was the propri-
etary role of The Foundation in its work with
portfolio organizations.

V. Business Analyst/Targeted
Business Assistance (Keystone
Community Ventures)

he business assistance offered as part of

the REDF initiative provides businesses

with ongoing technical sup port for assessing
the strategic position of the businesses, cri-
tiquing the business plans, evaluating the
financial statements and accounting systems,
and other general assistance in evaluating the
health of the businesses. The purpose of the
support is to help the businesses operate more
effectively and profitably. Keystone
Community Ventures was hired to oversee
this technical support, either by providing the
assistance directly or bringing in the needed
expertise. This support is further augmented
by the active participation of the REDF asso-
ciate director and executive director in
monthly Venture Committee meetings.
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What’s Working

All the groups embrace the concept of being
provided with some form of business consult-
ing services aimed at increasing their gener-
al business savvy and at growing the busi-
ness to scale. For many organizations, the
technical assistance provided by Keystone
Community Ventures is extremely valuable.
Those with “under-developed” in-house
financial expertise are particularly apprecia-
tive of the direction provided so they can
proceed with preparing business plans and
establishing business-oriented financial and
accounting systems.

Areas to Address

Investees most in need of general business
support indicated that they would like
increased access and time with the business
analyst. Because she provides consulting to all
of the businesses,her time with any one group
is perceived as limited. A subset of businesses
would prefer having the business analyst
available to work collaboratively at their
offices for a few hours every week,particular-
ly until their improved financial and account-
ing systems are in place.

The process appraisal surfaced confusion
and concern about the role of the business
analyst. The nonprofit organizations were
not clear as to whom the business analyst
viewed as the client—the social purpose
enterprise itself or The Roberts Foundation.
She was supposed to be helping the organiza-
tions, yet—at the same time—alerting REDF
if individual businesses were not meeting tar-
gets. This consultant was also in the position
of monitoring the timely submission of finan-
cial reports and requesting those reports if
and when they did not arrive when expected.
This placed her in a difficult position between
the investees and the funder.

Identifying this concern was enormously
helpful to REDF in its response to the process
appraisal findings. REDF staff was able
to address much of this confusion by better
defining roles and responsibilities for all
staff and consultants working with The
Foundation.

VI. Venture Committees
he Venture Committees were established
as a capacity-building forum for enhanc-

ing the ability of the businesses to successful-
ly execute their business plans. As originally
conceived, the Venture Committee represen-
tatives were to consist of REDF staff and busi-
ness analyst, the nonprofit executive director,
the business manager, and, as appropriate, a
board member. The committee was to meet
monthly to review financial and operational
performance and identify strategies for
addressing concerns.

What’s Working

The majority of the organizations found it
helpful to have monthly meetings to review
and discuss financial and operational business
performance issues. Some of the business
managers appreciated the opportunity to go
over business issues with both REDF staff and
the executive directors so that everyone was
“on the same page” regarding the status of the
business and its direction. (In some cases,the
monthly meetings provide the business man-
ager with an ally—REDF—when he or she
needs to convince the executive director and
nonprofit parent to take a particular action.)

Areas to Address

The process appraisal found that the composi-
tion and dynamics within the Venture
Committee meetings sometimes resulted in
tensions regarding who sets the direction for
the business. In some cases, in particular
when board members were present, the execu-
tive directors and other nonprofit staff did not
feel free to be completely candid in the meet-
ings. In other cases, executive directors were
concerned about the extent of REDF involve-
ment in internal organizational issues such as
the performance, hiring and firing of employ-
ees, or the relationship between the businesses
and nonprofit parent organizations.

These dynamics were compounded by
the fact that the Venture Committees were
bringing together a whole new set of players
with no prior history of working together.
These individuals required time to sort out
role relationships as well as basic personal
operating styles in order to function effective-
ly as a group charged with overseeing the
activities of the venture.

Furthermore, at some Venture
Committee meetings, selected groups felt
there was an insufficient recognition for the
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hard work undertaken over the previous
month(s) as compared with the businesses’
shortcomings. While the businesses recog-
nized the need to identify and resolve prob-
lems,they felt that feedback from REDF often
created an urgency or pressure to focus on
“problem areas” and get on with it—to move
faster, get all systems in place, and grow to
scale more rapidly.

From REDF’s perspective, the Venture
Committees were not designed to be comfort-
able meetings. Rather, they are structured to
bring all the key decision-makers around the
table and tackle tough questions. In this view,
tensions are inevitable, particularly since the
meetings can highlight internal strains and
differing opinions among the nonprofit’s
business manager, executive director and
board. Good news is valued, but not empha-
sized, REDF staff members say, because there
is limited time and the group needs to focus
its attention on the trouble spots. Just as the
executive directors must oversee all elements
of their nonprofits, REDF staff members say,
REDF too, has a responsibility and right to
aggressively manage its portfolio of social
purpose enterprises—even when issues arise
relating to the nonprofit parent. REDF staff
feels this does not mean REDF and the non-
profits cannot work as partners. In fact, staff
members stress and regularly act upon their
commitment to working in partnership with
other players. But it does, according to REDE,
mean there needs to be recognition that, in
any partnership, each partner has different
roles,authority and influence.

The differences in perspective that
emerged from the process appraisal led the
consulting team to suggest specific policies to
clarify who attends Venture Committee meet-
ings, how they are run and what substantive
areas are within and outside the purview of
each partner. Further, as in most dynamic
work environments, there is often pressure to
perform and the ideal is to control the pressure
level so it remains constructive rather than
destructive. Regardless, the process appraisal
suggested that the pressure level within the ini-
tiative might need to be readjusted.

VII. The Farber Interns/Fellows
Program
he Farber Intern or year-long Farber
Fellow provides the social purpose enter-

prises with targeted management and/or
business support. The intern/fellow’s specific
responsibilities are tailored to the needs of the
individual group and have ranged from
undertaking industry market research pro-
jects, to assisting in the preparation of the
business plan, to carrying out other projects
designed by the business manager. This flexi-
bility regarding the use of interns is intended
to help the business managers develop or
expand their business acumen and capacity,
thus increasing the venture’s potential for
long-term success.

What’s Working

A majority of the businesses have used a
Farber Intern. By providing the businesses
with assistance tied to overall operations—
from putting together a business plan to
tackling day-to-day operational issues—the
interns are key allies in helping the business-
es expand overall capacity. Perhaps the
greatest value of the interns is their ability to
pitch in on a daily basis for a period of
months. The presence of another person
with technical business expertise has been a
great resource to the nonprofit staffs, most
of whom work long hours. Some of the
interns have been so successful that the busi-
nesses now use them for other consulting
assignments, or are seeking ways of using
them again in the future.

Areas to Address

The value of the interns varies somewhat,
based on the knowledge of the intern and
ability level of the individual working with the
business,as well as the overall fit of the intern
with the venture and nonprofit culture.
While a few of the businesses are not pleased
with the outcome of the Farber Intern pro-
gram—an almost inevitable result, given the
vagaries of hiring—most generally indicate an
interest in hiring another intern in the future.
The consulting team suggested that perhaps
the screening and placement process could be
refined to increase the likelihood of a good fit
between an intern and a business.

VIII. Partners-For-Profit (PFP)
Partners-for-Proﬁt is a working group
comprised of business leaders in the Bay
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Area business community. PFP was estab-
lished to provide business contacts to those
REDF investees that have developed the
expertise and maturity to go to scale. The
stature and scale associated with potential
PFP contacts can have a significant impact on
the opportunities available to the businesses.

What’s Working

The businesses appreciated the significant
role the PFP can potentially play in launching
their operations into a much larger milieu.
Several businesses have had preliminary dis-
cussions with the PFP and were impressed by
the potential contacts and business opportu-
nities they may afford. Several of the busi-
nesses indicated the PFP is potentially the
most valuable asset provided by the REDF ini-
tiative in that one successful phone contact
has the potential to lead to a major contract or
increase in business.

Areas to Address

Executive directors and business managers
were hopeful that the PFP would materialize
as a source of future business opportunities.
There is an interest in gaining increased
understanding of the prerequisites and timing
of possible meetings with the PFP. Two of the
groups indicated some frustration by the lack
of direct access to the PFP or PFP contacts,
indicating that it would be helpful if they
could pursue the relationship more directly
themselves,instead of using REDF as an inter-
mediary. This suggestion may prove difficult
to implement, however, as PFP members
specifically asked that REDF—in this case,the
associate director—act as liaison, managing
the contacts and workflow between PFP
members and REDF investees.

IX. CROSSCUTTING THEMES
EMERGING FROM THE
PROCESS APPRAISAL

Strengths

The process appraisal highlighted widespread
support for the REDF initiative. For the most
part, REDF participants demonstrated a
strong understanding and appreciation for
REDF’s evolving approach. As one partici-

pant says:“I'm passionate about it. It’s a great
vehicle for making change in lives.” The exec-
utive directors and business managers saw
significant advantages from their association
with and participation in REDFE.

REDPF’s specific strengths include:

£ Supporting investees’ efforts to pursue a
double bottom-line strategy. REDF’s
funding, approach and philosophy enable
the nonprofits to pursue their dual goals
of operating a successful business and
helping hard-to-employ individuals gain
skills, work experience and access to the
general market place of employment.

£ Developing support systems and pro-
grams that strengthen an organization’s
viability in the marketplace. REDF’s
wide-ranging support—from targeted
business assistance to Farber Interns and
Partners-for-Profit—layers in expertise,
advice and connections that increase the
businesses’ ability to be profitable. By and
large, business managers and executive
directors believe REDF has pieced togeth-
er a package of truly beneficial support.

€ Raising the nonprofits’ visibility and
credibility among businesses, funders
and others. REDF’s approach and con-
nections heighten the businesses’ profile
and credibility, increasing their exposure
in business and funding circles.

€@ Providing the nonprofits access to
other funders and hard-to-attain
resources. By and large, the investees
say their connections with REDF open
doors to potential business deals, busi-
ness advisors and funders.

Most of those interviewed also praised
the expertise and enthusiasm, as well as the
mix of resources, advice and perspectives
available through REDF staff and consultants.
Many were aware of and appreciated REDF’s
increasing willingness to reshape program
components to meet individual nonprofits’
needs and characteristics.

Challenges
The process appraisal also demonstrated that
the REDF initiative, though widely supported




