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How the Omidyar Network uses a venture capital model to measure and evaluate effectiveness

BY MATT BANNICK & ERIC HALLSTEIN

hen visitors step out of the
elevator at the Omidyar
Network (ON) office in
Redwood City, Calif., the
first thing they see is a quotation on the wall:
“Every person has the power to make a dif-
ference.” Abeliefin the fundamental value
and power of each individual shapes nearly
every facet of ON, the philanthropic invest-
ment firm created and funded in 2004 by
eBay founder Pierre Omidyar and his wife,
Pam. At ON, we strive to create opportuni-
ties for individuals to unlock this power.

ON’s approach to measurement and eval-
uation is inseparable from our approach to
philanthropy. We start with the notion that
unlocking the potential of individuals is an
indispensable way to improve the world.
Given opportunities, people will tap their
talents to improve their lives and conse-
quently, the lives of our families and com-
munities, which ultimately benefits society
more broadly.

Omidyar Network strives to scale up in-
novation by applying many of the best prac-
tices from the venture capital industry to
philanthropy. Inrapidly changing markets,
we believe the truly game-changing innova-
tions will emerge from entrepreneurs who
are empowered to identify changing situa-
tions and rapidly adapt their organizations.
Our investment model is to invest in and
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then help scale up innovative nonprofit and
for-profit organizations with the potential
to create opportunity for hundreds of thou-
sands or millions of people. Instead of fund-
ing others to implement programs related to
our strategy, we seek to enable entrepreneurs
toidentify—and iterate on—their own strate-
gies for creating social impact.

MEASUREMENT AND EVALUATION
ON has tried many approaches to mea-
surement and evaluation over the last few
years, and from that experience we are
convinced that an organization’s approach
to measurement and evaluation must flow
from its investment model. ON’s approach
is to conduct an up-front, detailed due dili-
gence process to assess an organization’s
potential and decide whether to invest. We
then develop trusted partnerships with our
investees to measure their progressinreal
time and provide additional, non-financial
support as appropriate.

ON provides grants to nonprofit organi-
zations and invests debt and equity capital in
for-profit ventures. ON is an impact investor
whosebottom lineis social value. We take a
systems view; we are driven by the problem
that needs to be solved and have the flex-
ibility to tailor the highest impact solution
using the most appropriate type of capital.

Philanthropy through grants canbenefit
society in many ways. Grants can help non-
profits provide pure public goods. For exam-
ple, the free legal tools offered by Creative
Commons, which allow content creators
to grant copyright permissions to creative
work, increase the amount of content avail-
able to the public for sharing. Grants can help
subsidize goods and services that produce

positive societal outcomes but are undersup-
plied by the market. For example, Endeavor
ishelping to transform emerging markets by
supporting entrepreneurs. Grants can help
disadvantaged populations that are unable
to participate in the market, as Landesa and
other property rights organizations do. And
grants can spur investments in high-risk
ventures, as they did with the initial develop-
ment of the microfinance industry.

Philanthropy through for-profit ven-
tures, in contrast, can benefit society by
leveraging the power of markets. When the
primary motive is to generate profits, busi-
nesses will strive to deliver value in excess
of costs and scale up. Customer willingness
to pay for a product or service not only in-
dicates value creation, but also serves as a
valuable feedback mechanism.

ON has found that grants and for-profit
investments can play complementary roles
in delivering social impact, even, or maybe
particularly, in difficult socioeconomic
environments. Socially responsible grant
capital can help potentially high-impact in-
novation gain market traction, and for-profit
equity and debt capital can then help that
idea scale up.

The phenomenal growth of microfinance
is a good example of such complementary
roles. Since 2004, ON has invested more
than $100 million in 26 microfinance orga-
nizations: 15 nonprofits and 11 for-profits.
In the 1980s and 1990s, most microfinance
institutions were grant-funded NGOs. As mi-
crofinance’s impact and commercial viability
became apparent, business investors—many
with strong social motivations—invested
heavily in commercial microfinance institu-
tions, helping them grow rapidly. According
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to a 2009 Monitor Institute study, the per-
centage of the world’s top 50 microfinance
institutions that were for-profit banks in-
creased from 22 percent to 62 percent be-
tween 1998 and 2008. In other words, grants
sparked and nurtured microfinance, and
for-profit capital helped it scale up.

ON takes equity stakes in for-profit com-
panies and typically provides negotiated
general operating support to nonprofit or-
ganizations. This support gives organiza-
tions great flexibility to change their tactics
andreallocate their resources in response to
new information or changing market condi-
tions. It also enables them to investin critical
overhead functions, such as developing man-
agement talent and information technology,
which may otherwise not get funded because
these functions are not directly related to
delivering specific programs.

A grant or investment is only the begin-
ning of ON’s relationship with our portfolio
organizations. Although vital for growth,
scale, and capacity, money alone cannot
solve every problem or bring about the posi-
tive social impact we seek. Pierre and Pam
Omidyar’s vision was to create an organiza-
tion that augments the impact of its financial
investments by deploying human capital and
leveraging the knowledge, expertise, and in-
novation of all those involved in solving the
world’s most challenging problems.

When requested by a portfolio organi-
zation, ON’s human capital team provides
strategy, governance, and leadership as-
sistance tailored to meet the grantee’s or
investee’s needs. The team also creates
opportunities for its investees to tap the
power of the network by regularly organiz-
ing forums for them to exchange informa-
tion and share best practices.

SELECTION CRITERIA AND

DUE DILIGENCE

ON’s investment selection criteria and pro-
cess provide a foundation for measurement
and evaluation of our investments. To make
investment decisions, we consider factors
such as innovation, scalability, and viability
of business or revenue models. ON encour-
ages nonprofit investees to develop earned-
income streams whenever possible. Earned
income is often a powerful tool for ensuring
that anonprofit focuses on understanding its
constituents (customers); benefits from clear,
market-based signals about the value of its

product or service; and delivers products
and services with values exceeding costs.

Like traditional venture capital firms,
ON performs extensive due diligence be-
fore investing in an organization. Although
traditional approaches to measurement
and evaluation do not view due diligence
as evaluation, organization-wide, up-front
due diligence is central to our approach. In
considering a funding investment, we care-
fully assess the organization’s management
team, operational planning and governance,
target market and competition, technology,
product or service, and financials. We meet
with the organization’s management team;
interview customers, key channel partners,
and board members; read industry and peer-
reviewed reports; and analyze company fi-
nancial and operating data.

The due diligence process is primarily
about whether to invest, but it also affords
an opportunity to explore strategically im-
portant issues that ultimately help ON sup-
port an organization. Detailed discussions
with an organization’s management team
help to ensure strategic alignment between
ON and the investee. During this process
the management team and ON agree on
the metrics that will be used to evaluate the
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organization’s progress. Due diligence also

helps ON determine how best to use its hu-
man capital to support an organization. Thus
the diligence process has adirect bearing on
all subsequent measurement and evaluation.

REACH AND ENGAGEMENT

ON, like all philanthropic funders, consid-
ers social impact the single most important
investment criterion. Although our specific
metrics vary across sectors and organiza-
tions, we have developed two overarching
metrics that help us understand the social
impact of portfolio organizations: reach
and engagement. Reach is a measure of how
many individuals are touched by a product
or service. Engagement is a measure of the
depth of that interaction.

Take for example the nonprofit Wikime-
dia Foundation, which operates Wikipedia.
Wikipedia engages hundreds of millions
of people in creating educational content,
sharing information, and learning online.
In 2010, a measure of Wikipedia’s reach was
the roughly 400 million different people who
visited its website. A measure of engagement
was the 13 minutes that an average visi-
tor spent visiting Wikipedia every month.
Other measures of reach and engagement
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for Wikipedia include the number of active
contributors of content and the level of their
activity on the site.

Neither the reach nor engagement metric
directly measures Wikipedia’s social impact,
however. To determine impact we would need
to understand the extent to which a product
or service affectsthe end user. Inthis case, a
potential impact metric for Wikipedia would
be the improvement in students’ test scores
after they use the site. Accurate estimation
of Wikipedia’s impact would require an ex-
perimental or quasi-experimental approach,
typically arandomized trial in the absence of
anatural experiment, and might take months
or even years to perform.

Asanalternative to the time-consuming,
costly,and complicated challenge of directly
measuring impact, we often measure out-
puts—reach and engagement—as proxies
for impact. Outputs are units of production,
which often can be readily measured by an
organization in the normal course of business.

Our use of a very limited number of eas-
ily collected metrics is a departure from
some of our early evaluation frameworks
in which we asked entrepreneurs to track
as many as 18 different metrics. The earlier
approaches not only were more costly to
implement, but had less impact on invest-
ees’ success because neither they nor ON
was able to prioritize appropriately.

We have learned that an organization’s
social impact is best estimated using a com-
bination of reach and engagement metrics
tailored to the industry, the organization’s
business model, and its growth stage. Some
organizations, such as Wikimedia, have wide
reach and relatively limited personal engage-
ment. Other organizations, such as Endeavor,
have modest reach and deep engagement.
Selection of appropriate reach and engage-
ment metrics can be difficult and nuanced.

SCALABILITY AND SOCIAL IMPACT
ON invests in highly scalable solutions with
the potential to reach millions of people,
and in which costs per unit generally de-
crease as the volume produced increases.
Because organizations need a reliable
revenue source to achieve scale, financial
sustainability is a focus of our evaluation
process—but there are some important dif-
ferences in how we think about financial
sustainability in for-profits and nonprofits.
For ON to consider investing in a for-

profit company, the critical first filter is its
potential for positive social impact, and the
second is its ability to profitably and quickly
scale up. We look at financial metrics that
are standard for a profit and loss statement,
such as revenue, operating margin, and net
income. In particular, operating income
is a leading indicator of impact because it
demonstrates a company’s ability to deliver
value to customers above cost.

In the for-profit organizations that ON
funds, financial metrics are indicators of
financial sustainability and social impact.
A company’s revenue and margins are
driven by the number of customers served
and how highly those customers value the
product, both of which provide a quantita-
tive measure of the opportunities a com-
pany is creating.

To supplement standard profit-and-loss
measures, ON uses metrics captured by
the company—typically, key performance
indicators that a for-profit company tracks
to understand the underlying drivers of

its financial performance. At Bridge In-

ternational Academies, a Kenyan startup

that operates a franchise-like network of
low-cost, for-profit private schools, these
metrics include the number of schools, the
number of students and trained teachers,
academic performance, and the turnover
rate of students and teachers.

REVENUE STREAMS
In nonprofit organizations, social impact is
the most important evaluation criterion, and
we spend considerable time with investees
todefine reach and engagement metrics that
measure it. We also encourage and work with
nonprofit investees to develop diversified
sources of revenue as well as to generate
earned income and other revenue sources
to increase their financial sustainability.
Earned income is valuable to nonprof-
its not only because it provides revenue to
cover operating costs, but also because itis
a conduit for clear, rapid, and market-based
feedback about whether the organizationis
providing a highly valued product or ser-
vice. In this sense, not all revenue is equal.
We view revenue tied to an organization’s
products and services tobe the highest value.
Similar to revenue and profit in for-profit
organizations, market-based signals tied to
products and services can be a powerful
mechanism for getting nonprofit manage-
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ment teams to prioritize the activities of
highest value to the end user. Market-based
feedbackalsois likely to be more useful and
valuable for both ON and investees because
itinforms real-time decisions without wait-
ing for infrequent formal reviews.

For example, consider GuideStar, a non-
profit in which ON first invested in 2007.
GuideStar offers information on 1.8 million
US nonprofits and private foundations and
had more than 10 million website visitors in
2010. Although 98 percent of GuideStar data
uses are free, users pay a fee for more so-
phisticated tools and services. Fee revenue
covered 90 percent of GuideStar’s operating
costs in 2010. Charging fees for premium
services has given GuideStar resources to
grow quickly and enabled its management
team to focus on delivering high-quality
services to paying customers rather than
raising money through donations. Guide-
Star now uses foundation grants primarily
for special projects and opportunities.

Several of ON’s portfolio organizations
have developed innovative donation models
that are atwist on the earned-income model.
For example, DonorsChoose.org matches do-
nors with school classroom projects in need
of support. When donors support a specific
project, DonorsChoose.org invites them to

contribute a small amount toward the costs
of running the organization. In fiscal 2011,
DonorsChoose.org covered a remarkable 102
percent of its operating expenses through
this optional fee. Voluntary donor support of
operating fees is a type of immediate feed-
back indicating the value the donor places
on a product or service.

COST-TO-SERVE

Cost-to-serve—the cost of providing a
product or service to a single customer—is
another metric that we typically track in
for-profit and nonprofit investees. Cost-to-
serve is an important measure of produc-
tivity—specifically, how efficiently an orga-
nization is delivering a particular product
or service. In general, we find that despite
its potential value for driving financially
sustainable growth, few nonprofits focus
onreducing cost-to-serve.

We calculate the cost-to-serve as the quo-
tient of reach and the trailing 12 months of
operating expenses. Cost-to-serve canvary
significantly across organizations. For ex-
ample, we estimate that in 2010, Wikimedia’s
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cost-to-serve each visit to its website was
$0.02, whereas DonorsChoose.org’s cost-to-
servewas $5.23, or roughly 250 times greater.

Cost-to-serve can offer some insight
when comparing two businesses with similar
models in the same sector, but is less useful
when comparing across sectors. Typically,
welook at an organization’s cost-to-serve to
highlight opportunities for efficiency or asset
productivity improvements. DonorsChoose.
org, for example, is working on reducing its
cost-to-serve by lowering new user acquisi-
tion costs and increasing the donor retention
rate. Bridge International Academies—a new
organization with relatively high startup-re-
lated overhead—has high costs relative to the
number of students served. As Bridge opens
more schools and benefits from the result-
ing economies of scale, we expect the cost-
to-serve each student to drop dramatically.

COLLABORATIVE EVALUATION

A successful relationship between ON and
each organization is highly collaborative
and based on trust. Collaboration starts
with the due diligence process, through
which ON evaluates the leadership team’s
ability and commitment to practice exem-
plary governance, operational efficiency,
transparency, and disciplined financial
planning. This process builds relationships
between ON personnel and the investee’s
management team, establishing the basis
for a positive, long-term relationship.

The spirit of collaboration and trust car-
ries over to the measurement and evalua-
tion process. Our investment professionals
work closely with each investee to develop
milestones jointly and then measure the in-
vestee’s progress against them. For-profit
companies usually track the desired reach
and engagement metrics during the normal
course of business. For some consumer In-
ternet companies, for example, the number
of unique visitors to a site (reach) and num-
ber of page views per visit (engagement)
are critical revenue drivers. The organiza-
tion’s performance relative to established
milestones is an important criterion for ON
when we consider subsequent investments,
but specificimpact metrics typically are not
captured in any agreement between ON and
a for-profit company.

In nonprofits, ON first engages the lead-
ership team in a dialogue about the organi-
zation’s potential social impact, and then

works with the team to specify appropriate,
related reach and engagement metrics that
are codified in the grant agreement. These
milestones provide a mechanism to both
hold the organization accountable for achiev-
ing its agreed-upon objectives and identify
when it might need additional human capital
support from ON to be successful.

ON’s investment professionals regularly
review each investee’s performance against
these metrics. ON holds board seats or board
observer rights in about 40 percent of our
portfolio organizations, and metrics are usu-
ally reported by the management team at
board meetings. If ON does not hold aboard
seat, the grant agreement typically requires
the investee to provide quarterly reports of
its progress against the metrics.

To supplement ongoing performance
tracking and comprehensively evaluate
our investees’ progress, ON holds an an-
nual, internal portfolio review. The review
covers the performance of each portfolio
organization and the overall performance
of all organizations by sector.

ON'’s human capital contributions keep
us in frequent contact with our portfolio or-
ganizations’ management teams. The close
professional relationships with investees
and the tight integration through these gov-
ernance roles engender a sense of shared
commitment between ON and each investee,
building a foundation for effective, real-time
evaluation and response. The frequent con-
tact creates a continuous flow of information
between ON and the investee, providing a
substantial context for important decisions.
Equally important, ON’s investment profes-
sionalshave the added benefit of being able
tolook broadly across the entire market and
competitive landscape, and can highlight
specificissues that a more narrowly focused
management team might miss.

WHAT WE’VE LEARNED

ON'’s investment model fundamentally
shapes how we approach measurement and
evaluation. Developing and applying ON’s
approach has taught us to:

® Foster partnerships. Trust-based part-
nership is the key to establishing a pro-
ductive approach to measurement and
evaluation. ON fosters partnerships
by listening carefully to our investees’
needs from the beginning of the due dil-
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igence process and investing heavily in
our human capital function.

® Exercise judgment. Dataisrarely a
substitute for good judgment. Only
so much can be measured, much that
matters cannot be measured, and any
amount of data alone cannot provide
all the answers. ON invests in talented
management teams and works with
them to strike the right balance be-
tween the robustness and complexity
of a company’s approach to evaluation.

® Be flexible. Markets, competitors, and
companies can change rapidly. What
is important to measure today may not
be meaningful tomorrow, so we cannot
rely on static measurements in a dy-
namic environment.

® Embrace feedback. We manage what
we measure. ON takes the time toun-
derstand what the data says about a
company’s product or service. We then
help our investees use that information
to improve their product or service to
deliver even greater value to custom-
ers, who will ultimately determine
their success or failure.

At ONwe continue to discuss and debate
many topics related to how we approach
measurement and evaluation, including
the appropriate role for independent im-
pact assessments, the optimal resource
allocation across sectors and companies,
the best approach to meaningful informa-
tion and data sharing across funders, and
whether to evaluate ON’s contribution to
helping shift sectors.

Our view is that an organization’s ap-
proach to measurement and evaluation
flows directly from its investment model. ON
regularly re-evaluates whether its investees
are having a positive impact on the sector
and whether other investments are neces-
saryto break bottlenecks. ON’s approach to
measurement and evaluation thusremainsa
work in progress. We continue to iterate and
innovate, jointly with our colleagues in the
impact investing sector, with the objective
of investing in and scaling organizations
that have the ability to create opportunity
for millions of people. ¢
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