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1 Background 
This paper was initially commissioned by the BADIR Technology Incubator program in Saudi Arabia, 

in early 2018, to raise awareness about the global reality of incubator and accelerator financial self-

sustainability. It was updated for broader circulation in conjunction with BIIA in Mid-2018. 

The BADIR Technology Incubator Program, which commenced in 2007, pioneered incubation in 

Saudi Arabia and now operates 8 technology incubators and 2 accelerators, with more planned. It 

has become the benchmark for incubation in Saudi Arabia and indeed other countries in the Gulf 

region. 

The authors, Thea Chase from the USA and Julian Webb from CREEDA Projects Pty Ltd and BIIA in 

Australia, have extensive experience with incubation and acceleration in more than 50 countries and 

work closely with BADIR in Saudi Arabia. They thank BADIR for making this paper possible. 

2 Context for considering financial sustainability 
Across the globe, most start-ups do not continue and, of the small percentage that do, only a tiny 

percentage go on to grow. An obvious market failure exists around provision of support to start-ups, 

whether in terms of infrastructure, advice, mentoring and coaching, or seed finance. Start-ups are 

simply too risky for this to be viable without public support, of one form or another.  

Hence it should be no surprise that all business incubators rely upon public sector support, to some 

degree, for their establishment and capital costs and to support operational costs, some for a limited 

time and others for the long term. From a purely private commercial point of view, no business 

incubators are independently financially viable, in terms of covering both their operating and capital 

costs and making a return to investors. The few examples are the exception rather than the rule1 

and also rely upon either corporate or public-sector support. Over the past 50 years incubators have 

become an accepted part of the landscape in most countries, with numerous studies of their 

operations and impact, the results of which help justify public and other investment. 

Despite early promise, it seems seed accelerators are in a similar position, with only a few 

exceptions that are privately self-sustainable, notably y-Combinator, Tech Stars, 500 Start Ups and 

maybe a few other early examples.  The bulk now rely upon government, philanthropic or corporate 

funding to support their operations. Accelerator models however keep changing as operators search 

for a viable business models and relevant impact. As a far newer concept and service this is no real 

surprise and is why data is hard to come by, although research is underway to better understand the 

role they play and the impact they achieve. 

Rather than asking the question can business incubators and accelerators be financially self-

sustainable, more pertinent questions are: 

¶ whether or not the public support can be provided in better ways than annual operating 

grants; 

¶ to what degree can they be self-sustainable; and  

¶ what are the factors that underpin self-sustainability? 

                                                           

1 Just about the only one is Raizcorp in South Africa, run by an entrepreneur guru, and which receives 
significant corporate support,  http://www.raizcorp.com/ 



Analysis of financial self-sustainability is complicated by the proliferation of services for start-ups in 

the past decade, many of which use the term incubation or acceleration in new ways and by fact 

that accelerator models keep changing. Definitions and distinctions are at times blurred.  

2.1 Public support that encourages the right behaviour 
Business incubators and accelerators should operate entrepreneurially, in one sense as role models 

for their clients. Grants are necessary to assist with establishment, but in the longer term may not be 

the best mechanism for support. Grants are normally for relatively short periods and may not 

encourage the necessary longer-term perspective, recognising it takes many years for client 

companies to succeed. They can make people lazy and may give the wrong incentive (i.e. more 

grants), unless they are managed by very tight and clear KPIs, such as creating x number of 

companies and y number of jobs in a period. There may be better ways than annual operating 

grants. Ways that encourage a long-term approach, help with at least partial financial self-

sustainability and encourage the right entrepreneurial behaviour.  As is shown by the following 

analysis of sustainable business incubator examples, one common way is to provide incubators with 

buildings at no or minimal cost. They then have to work entrepreneurially to generate rental income 

from start-ups. Providing seed funds for incubators and accelerators to use to help finance the 

growth of start-ups, at the same time as encouraging private co-financing, is another way public 

funds can be used to encourage the right entrepreneurial behaviour and help achieve a degree of 

financial self-sustainability. A number of examples are outlined in the following analysis. 

2.2 The quality of ecosystems is an important factor in self sustainability 
In parts of the USA, Europe, Australia and New Zealand incubators and accelerators can rely upon 

voluntary high-quality business mentors, legal, accounting and other professional help. This means 

they can operate with minimal staff and minimal costs. This is not the case in more disadvantaged 

regions and countries, where this expertise has to be paid for, or provided by paid staff. Staffing 

levels and the cost of operating a similar quality incubator or accelerator, with a similar number of 

clients, may be far higher. For this reason, even with free buildings, many incubators still rely upon a 

percentage of public funding. The analysis following profiles some examples, in good entrepreneurial 

ecosystems, which cover all their operating costs by rent and other self-generated income, albeit in 

free buildings provided by the public sector. They may not be the most relevant examples for 

countries and regions with less well-developed ecosystems, where more staff may be need, where 

costs may be higher and where partial self-sustainability may be a more relevant ambition. 

2.3 Blurred distinctions 
Since the Global Financial Crisis, support services for start-ups have proliferated, often calling 

themselves incubators or accelerators, with little regard for definitions. This is especially so with 

ŀŎŎŜƭŜǊŀǘƛƻƴΣ ŀǎ ƴƻǘŜŘ ōȅ D¦{¢ ƛƴ ǘƘŜƛǊ нлмс ǊŜǇƻǊǘΥ άAs new models emerge, the term "accelerator" 

describes an increasingly diverse set of programs and organizations, and, often, the lines that 

distinguish accelerators from similar institutions, like incubators and early-stage funds, become 

blurredέ2. The rapid rise of coworking spaces in the same period, complicates the picture even 

further, especially when they accommodate acceleration programs, or target start-ups. 

NESTA in the UK now conǎƛŘŜǊǎ ƛƴŎǳōŀǘƛƻƴΣ άnot just as the services provided by a selfςidentified 

ΨƛƴŎǳōŀǘƻǊΩΣ ōǳǘ ǊŀǘƘŜǊ ŀǎ ŀƴ ǳƳōǊŜƭƭŀ ǘŜǊƳ ŦƻǊ ŀ ǊŀƴƎŜ ƻŦ ǎǘŀǊǘǳǇ ǇǊƻƎǊŀƳƳŜǎέ3. 

                                                           

2 http://gust.com/accelerator_reports/2016/global/ 

3 {ǘŀǊǘ ¦Ǉ tǊƻƎǊŀƳǎΣ ²ƘŀǘΩǎ ǘƘŜ ŘƛŦŦŜǊŜƴŎŜΚ b9{TA 2015 



 

In this report, despite blurring lines of distinction, we consider incubator and accelerator financial 

sustainability separately, to draw relevant insights from each, which then may be combined in 

practice around a mixed model. Indeed, proven and long-standing incubators that may have started 

in the 1990s are very likely today to offer most if not all of the services in the table above. 

 

3 Business Incubator Sustainability 
!ǎ ǘƘŜ ²ƻǊƭŘ .ŀƴƪ ƴƻǘŜǎΣ ά{ŜƭŦ-sustainability, while a major aspiration for incubators globally, is often 

ǎŜŜƴ ŀǎ ŀ ōƛƎ ŎƘŀƭƭŜƴƎŜέΦ4  

However, there are many examples of business incubators that are financially self-sustainable, in 

terms of covering their operating costs from self-generated revenue, typically in buildings for which 

they do not pay rent, or the capital costs of the building, and after initial public seed funding for their 

establishment.  This is illustrated by data in the NBIA 2012 State of the Industry Report5, which asked 

respondents about their ability to maintain operations if cash operating subsidies ceased. One third 

(33%) said they did not rely upon cash subsidies, on par with survey results from 2006, and only 18% 

said they would have to discontinue their services if subsidies ceased.  

 

 

Figure 1: iNBIA - Ability of incubators to continue without subsidy 
 

 

                                                           

4World Bank infoDev Program, Module 14 Business Models, Incubator Manager Training Program 

5 2012 State of the Business Incubation Industry, NBIA 



Others are partially self-sustainable, combining self-generated revenue with public subsidies, as 

illustrated by data from the European Business Innovation Centre Network, EBN, which reports in its 

2016 Impact Report that on average public subsidies contributed 68% of member revenues and that 

of the remaining 32%, 58% was contributed by rent and 15% from other income from SMEs and 

entrepreneurs.  

 

 

 

 

 

Figure 2: EBN Impact Report 2016: Incubator public subsidies 

 

Figure 3: EBN Impact Report 2016: Incubator private revenue 
 



Across the globe the vast majority of self-sustainable, or partially self-sustainable, business incubators 

rely upon public funding for their establishment and then a rental business model, which 

predominates and has been supported by governments in numerous countries, such as China, USA, 

Europe, Malaysia and Australia, and which is used as a foundation for a mixed business model, such 

as India. Indeed, most incubators have a mixed business model to some extent, making revenue from 

a range of sources, including from training and success sharing with clients.  

This is illustrated by UK data which shows the importance of public, university and corporate support: 

Percentage of UK incubators receiving funding from different sources6 

 

 

Other incubators and incubation programs deliberately rely upon long term government funding for 

the bulk of their revenue, as is the case with the technology commercialisation incubation program in 

Israel and much of the incubation in the Gulf, at least to date in Saudi Arabia, Qatar and Kuwait, 

although the situation is changing. In these cases, government is buying the incubation outputs, 

whether they be jobs, companies, or commercialisation, and providing a service of public benefit at 

the same time as addressing a market failure.  

Self-sustainability is not always desirable, if necessary services have to be understaffed, or below 

standard, to make ends meet financially. Incubators in many countries or disadvantaged regions 

cannot rely upon the free mentoring and professional services that incubators enjoy in other more 

developed ecosystems, which can minimize operating costs by relying on free services without 

compromising services. These countries and regions also have well developed entrepreneurial 

ecosystems, meaning there are fewer gaps and hurdles for entrepreneurs to overcome; in other 

words, less need for incubation.  

Understanding the particular conditions that underpin sustainable business models is most important, 

especially the rent-based property model and how this underpins a mixed revenue model with 

additional revenue from success sharing, training and other sources. 

Ultimately the question is to what extent can incubators be financially self-sustaining in particular 

circumstances and working for particular objectives. Whatever the answer it needs to be planned and 

will take time to achieve.  

 

                                                           

6 BEIS Research Paper Number 7: Business Incubators and Accelerators the National Picture, 2017 



4 Property based business model: a foundation for self-

sustainability 
The traditional property-based incubation model is the most common around the world. For instance, 

in 2012, 93% of USA incubators had a dedicated facility.  The model normally relies upon free buildings 

(not having to pay capital costs, or heavily subsidized rental) with long term arrangements and of 

sufficient scale, so that the rent and associated facility and office service fees charged to tenants cover 

all or a large portion of operating costs. Business support is typically bundled in with the rent and not 

charged separately. 

Given incubation relies upon physical facilities, it is no surprise that globally, a very high percentage 

of incubators rely upon rental income as their main revenue source. For example, the NBIA 2012 State 

of the Business Incubation Industry report7 shows that rent accounts for 53 % of revenues on average.  

 

Figure 4: NBIA - Incubator revenue by source 
 

As mentioned earlier, with the 150 incubators in the European Business and Innovation Centre 

Network (EBN), public subsidies provide for 68% of revenues and rental fees (housing) accounts for a 

total of 58% of the remaining 32% of revenue.8  

Incubators that rely heavily on rental fees often employ fewer staff members in comparison to those 

that rely on subsidies, which can afford larger staff numbers. Incubators that rely on rental fees for 

sustainability typically have small staff numbers, ranging from one to five members depending upon 

ǘƘŜ ƛƴŎǳōŀǘƻǊΩǎ ǎƛȊŜΦ CƻǊ ƛƴǎǘŀƴŎŜΣ ƛƴ нлмн ƛƴ ǘƘŜ ¦{! ǘƘŜ ŀǾŜǊŀƎŜ Ŧǳƭƭ ǘƛƳŜ ŜǉǳƛǾŀƭŜƴǘ ǎǘŀŦŦ ƴǳƳbers 

per incubator in the USA was 1.8, down from 2.4 in 20029 and in 2012 the average number of clients 

in USA incubators was 35. Lƴ 9ǳǊƻǇŜ ǿƛǘƘ ƘƛƎƘŜǊ ƭŜǾŜƭǎ ƻŦ ǎǳōǎƛŘȅ 9.bΩǎ .L/Ωǎ ŜƳǇƭƻȅ ƳƻǊŜ ǇŜƻǇƭŜ10. 

                                                           

7 2012 State of the Business Incubation Industry, NBIA 

8 EBN EU BIC 2016 Impact Report 

9 ibid 

10 EBN BIC Observatory 2016 



 

However, it must be noted that these incubators in the USA and other developed countries rely upon 

significant voluntary assistance from quality mentors and business professionals, something that is far 

more difficult to achieve in many other countries. 

Anchor tenants. 

A feature of property models is anchor tenants.  Anchor tenants are organizations who are not 

incubatees and who are rented space on longer term arrangements. They may be service providers 

useful to incubatees, or related organizations who help attract incubatees to the facility, or graduates, 

or simply organizations renting larger spaces to provide cash flow to the incubator. In the USA in 2012, 

15% of space in USA incubators was rented to anchor tenants.  

 

 
  

Stepped and Discounted Rental Rates 

Many incubators have discounted rental rates, stepped up to the commercial rate over the typical 

period of incubation, say 25% in year 1, 50% in year 2, 75% in year 3 and 100% of the commercial rate 

thereafter. 

Anchor tenant example: Appalachia incubators: 

Appalachia is a cultural region in the Eastern United States that stretches from the Southern Tier 

of New York to northern Alabama, Mississippi and Georgia. A total of 76 incubators responded to 

the 2009 survey of Appalachian business incubators. Of these 39 ARC incubators (~50%) house 

service providers and 38 incubators (~50%) house anchor tenants.  

The presence of anchor tenants in a significant percentage of ARC survey respondents is seen as a 

positive indicator for two reasons. First, the presence of anchor or key tenants can influence 

whether an incubator is financially viable. Second, anchor or key tenants can provide important 

services and benefits to incubating tenants, ranging from providing supplier or service-provider 

opportunities to acting as mentors.1 

 



Others instead and to maximizing the rental yield, charge a premium for smaller spaces and rent 

clients just for the space they need, allowing them to change (increase or decrease) on a monthly 

basis, with a license agreement rather than a lease. They may only need 20m2 and be prepared to pay 

a premium for such a small space. Commercial comparisons are often only realistic for larger spaces 

around 100m2.  

4.1 Critical factors to maximise financial self-sustainability 
Three critical factors work together to make this model viable: 

1. Scale of the facility; 

2. Free buildings with long term arrangements; 

3. A critical mass of demand; 

4. Time. 

4.1.1 Scale of facilities 
Size matters when it comes to the property-based incubation model. Economies of scale are crucial 

so that a large proportion of the operating costs are covered by rent. The rule of thumb in the USA 

and Europe is 3,500m2, but it all depends on local conditions. The size required depends on the level 

of salaries and other operating costs and potential income, which in turn depends heavily on prevailing 

rental rates, against which incubator rates are pegged. Incubators struggle when they are too small. 

Unfortunately, in the Middle east 96% have an average of 1000m2, according to the 2011 iPark11 

evaluation benchmarking exercise, which also found the international average size of an incubator is 

4,700m2. The situation may be changing, at least if the Qatar Business Incubator is any indication, 

claiming to be the biggest mixed-use incubator in the world, with a facility of 20,000m212.   

China with the Torch Program under the Ministry of Science and Technology takes scale to another 

ƭŜǾŜƭΦ ¢ƘŜ ōŜǎǘ ƻŦ /ƘƛƴŀΩǎ мΣноф ǘŜŎƘƴƻƭƻƎȅ ƛƴŎǳōŀǘƻǊǎ ŀƴŘ пор ƴŀǘƛƻƴŀƭ ƭŜǾŜƭ ǘŜŎhnology incubators 

supported under the program are located in high technology zones, or parks of one form or another, 

capitalising upon the benefits of clustering and so entrepreneurs can benefit from the regulatory, tax 

and financing services offered in these zones13 and with many tens of thousands of square metres at 

their disposal. For example: 

¶ Shanghai Pudong Software Park Incubator, located in the China (Shanghai) Pilot Free Trade Zone 

and the core area of Zhangjiang National Innovation Demonstration ZoƴŜΣ ƛǎ ŀ άǎǘŀǘŜ-level science 

ŀƴŘ ǘŜŎƘƴƻƭƻƎȅ ōǳǎƛƴŜǎǎ ƛƴŎǳōŀǘƻǊέ ƛŘŜƴǘƛŦƛŜŘ ōȅ ǘƘŜ ¢ƻǊŎƘ /ŜƴǘŜǊ ƻŦ ǘƘŜ aƛƴƛǎǘǊȅ ƻŦ {ŎƛŜƴŎŜ ŀƴŘ 

Technology and has 40,000m2 for incubation of which 31,741m2 is leasable. The incubator is 

profitable and most revenues are from rent  and will soon be enhanced by returns from its seed 

fund investment in clients.   

¶ National Science Park of Southeast University (SEUSP) operated by Jiangsu Dongda Science and 

Technology Park Development Co. Ltd  has a rentable area of 127,000 m2 and more than 350 

companies under incubation. It makes 60% of its revenue from rent. The initial capital investment 

was from the university.  

¶ Suzhou(Cao Iǳ ύ¢ŜŎƘ tŀǊƪ ƻŦ  ·ƛΩŀƴ WƛŀƻǘƻƴƎ ¦ƴƛǾŜǊǎƛǘȅ ƛǎ ŀ ƳƻǊŜ ǊŜŎŜƴǘ ŘŜǾŜƭƻǇƳŜƴǘ όнлмнύ  ōȅ  

Xi'an Jiaotong University and Xiangcheng Economic Development Zone with 28,000m2 for 

                                                           

11 iPark ς WƻǊŘŀƴΩǎ ¢ŜŎƘƴƻƭƻƎȅ IǳōΣ ǿǿǿΦƛtŀǊƪΦƧƻ 

12 http://www.qbic.qa/why-qbic/space/ 

13 http://www.chinatorch.gov.cn/english/xhtml/Program.html 



incubation, with 115 incubatees, in 2017,  in a park with a further 90,000m2 of office space. Only 

30% of its revenues are from subsidies14.  

In effect China combines incubation, technology parks, 

clustering and early stage financing into one. Since the 

program started in 1988 it has taken significant 

investment from the Torch Program and municipal 

partners, but the reported results including 11% of 

/ƘƛƴŀΩǎ D5tΣ are more astounding than the scale. They 

are summarised by the University of NSW15 in the 

adjacent graphic, noting the investment may well be 

understated in terms of the capital cost invested by 

municipal partners.   ²ǊƛǘƛƴƎ ƛƴ ǘƘŜ IǳŦŦƛƴƎǘƻƴ tƻǎǘ {ǘŜǾŜ .ƭŀƴƪ Ŏŀƭƭǎ ǘƘŜ ¢ƻǊŎƘ tǊƻƎǊŀƳ ǘƘŜ άDƭƻǿ 

ǘƘŀǘ Ŏŀƴ ƭƛƎƘǘ ǘƘŜ ǿƻǊƭŘέ ǎŀȅƛƴƎΥ άIn size, scale and commercial resǳƭǘǎ /ƘƛƴŀΩǎ Torch Program from 

MOST (the Ministry of Science and Technology) is the most successful entrepreneurial program in the 

world. Of all the Chinese government programs, the Torch Program is the one program that kick-

started Chinese high-tech innovation and start-ǳǇǎέ16 

4.1.2 Free buildings with long term arrangements 
A large facility on its own is insufficient if 

the incubator has to pay the capital costs 

or rent. There is simply no way to make 

a margin to cover the costs and in 

particular the cost of a business support 

program. Buildings may be provided on a 

long-term basis with what is called a 

peppercorn rental, typically a nominal 

sum such as $1.00, or they may be 

owned, having been purchased or 

purpose built with public funding. In the 

West incubators commonly use old 

disused facilities provided by state or 

local governments, or universities, which 

they refurbish as business incubators. 

Old manufacturing facilities, schools, 

council depots are not uncommon.  In 

other countries old disused buildings are 

far less common, in which case purpose-

built facilities may be the best option. 

This is common for example in China, 

                                                           

14 Information from the authors private contact with the incubators 

15 http://www.torch.unsw.edu.au/national-context 

16 https://www.huffingtonpost.com/steve-blank/chinas-torch-program-the-_b_3063069.html 

Example: INNOVATION DEPOT, Birmingham, Alabama, 

USA. 

 

Building: Former Sears store in downtown Birmingham 

Constructed: Late 1940s 

Renovated: 2006 

Renovation Cost: $17 million 

Renovation Funding Sources: City of Birmingham; 

Jefferson County; University of Alabama at Birmingham; 

private donations  

 

http://translate.google.com/translate?u=http%3A%2F%2Fwww.ctp.gov.cn%2F&hl=en&langpair=auto|en&tbb=1&ie=GBK


Korea and other parts of Asia, for instance at the Hong Kong Science and Technology Park17 or 

Technology Park Malaysia18. 

The National Science and Technology Entrepreneurship Development Board in the Department of 

Science and Technology19 is the main funding body for technology incubators in India. They know the 

importance of free facilities and mandate in their guidelines that the host institutions, mostly 

universities and research institutes, have to provide the facilities and utilities at no cost to incubators, 

which need to be run at ŀǊƳΩǎ ƭŜƴƎǘƘ from the host institution, typically by new non-profit 

organisations.  They make it clear they will only provide funding for 5 years, after which the incubator 

has to generate the bulk of its own revenues, although they do continue to provide what may be called 

project funding. To date facilities have not been large enough and rent averages around 25% of 

revenues. Accordingly, they are changing the guidelines to mandate 2,000m2 must be provided. 

 

t-Hub in Hyderabad is a good 

example. It is being constructed with 

public funds, claiming to be the 

largest technology incubator in South 

Asia with 70,000ft2 (~7,000m2) in 

Phase 1 and another 300,000ft 

(~30,000m2) as Phase 2 in the next 3 

years20. 

 

 

 

 

 

 

 

                                                           

17 www.hkstp.org/en/about-hkstp/the-corporation/about-hkstp/ 

18 http://www.tpm.com.my/ 

19 http://www.nstedb.com/ 

20 Personal conversations with NSTEDB head Mr HK Mittal and http://startuphyderabad.com/t-hub-phase-2-
hyderabad-4-times-bigger-phase-1/ 

Example. T-Hub, India ς largest technology incubator in South 

Asia 

 

T-Hub also illustrates an important trend, whereby leading 

incubators incorporate incubation, acceleration, cowork spaces 

and seed funding, sometimes referred to as Super incubators or 

Hubs. 



The Innovation Centre Sunshine Coast is an example of a 

technology incubator where the university has provided a 

1,500m2 purpose-built facility for incubation, in a regional 

area just north of Brisbane21.  

 

 

 

 

 

                                                           

21 https://innovationcentre.com.au/# 

Example: Innovation Centre Sunshine 

Coast. 

 



 

4.1.3 Critical Mass of Demand 
While the property model works well at scale 

in major population centres, it struggles in 

smaller communities, where there is not the 

critical mass of demand to underpin the 

necessary economies of scale. The model 

can still underpin a sustainability strategy, 

but needs to be complemented with other 

revenue sources and related services, to 

ensure relevance 

This is illustrated by the Grand Junction 

Colorado mixed use business incubator 

(BIC).  With 35,000ft2 of incubation space, a 

loan fund and as a provider of SBDC 

services, BIC is 75% self-funded.  Income is 

generated through a variety of sources, 

including tenant rent and program fees, 

low-cost workshops and classes, Business 

Loan Fund interest, Enterprise Zone 

administrative fees, and property 

management fees for a Department of 

Energy facility located on the campus.  BIC 

also receives grants from city, county, state 

and federal government entities, and 

sponsorships from local banks, corporate 

entities, service clubs, and private donors.22. 

 

4.1.4 Time 
It takes time to adapt incubation to particular local circumstances, to evolve government support 

systems and incubator business models that work and maximise the potential for self-sustainability. 

In other words, policies and government support systems need to evolve along with the incubators 

supported, to jointly maximise the potential for self-sufficiency. The Torch Program in China started 

in 1988 and only in the last decade or two has the program and its incubators, with Chinese 

characteristics, become a beacon for others; it took many years to perfect the system. Similarly, the 

Indian incubation system under the NSTEDB started in 1984, but took many years to get the policy and 

ecosystem right, so that now incubators are only funded by the national government for 5 years, but 

benefit from seed funds they can use with their clients. In most countries the same sort of evolution 

applies. Malaysia with good incubators in parks such as Technology Park Malaysia (TPM), where 

government funds the capital costs and the incubator relies mostly on rent, found performance 

improved dramatically when the incubators were corporatized, i.e. owned and managed by 

independent government owned non-profit companies as opposed to by government departments.  

                                                           

22 http://gjincubator.org/ 

Example; Grand Junction Colorado Business 

incubation Centre, in a community of 60,000 

people 

 

 



 

4.2 Cowork spaces 
Cowork spaces have a similar business model to property-based business incubators, making most of 

their revenue from renting desks and space, as shown by Deskmag data below23:  

 

 

 

The big and critical difference is that they do not invest in a comprehensive business support program, 

allowing 74% of those that need to be profitable to break even, or make a profit. ¢ƘŜȅ ǎƛƳǇƭȅ ŎŀƴΩǘ 

afford to and instead rely upon events and peer learning. None the less numerous property-based 

incubators around the world now incorporate cowork spaces into their offering and or work with 

private cowork spaces. 

                                                           

23 Deskmag 2017 Global Survey 



 

5 Building on the foundation with other revenue sources 
As noted earlier rental revenue is often supplemented with revenue from a range of other sources, in 

particular from sharing in the success of clients and training. 

5.1 Success sharing  
With success sharing the incubator shares in the financial success of clients, to generate 

additional revenue that supplements rental income. Even though it does not generate reliable 

annual revenue, it can be attractive in that clients only pay if they are successful and the 

incubator and client interests are thereby aligned. There are a few variants: 

1. Small percentage of sweat equity: typically seen in technology incubators, for which 
there are many examples, e.g. Cicada Innovations Sydney (see below); 

2. Small royalty on client revenues: which is far rarer than equity examples, e.g. SINE at 
IIT Bombay, which also takes a small equity position (see below) and CTIC an IT 
incubator in Dakka Senegal24 and Western BACE in Melbourne Australia25; 

3. Finance brokerage: whereby the incubator takes a percentage of the finance it helps a 
client raise, typically 1-2%, but not if it takes equity. 

4. Own seed fund investment: with a spectrum from supplementing rent with seed fund 
management fees and a percentage of profits (e.g. IceHouse NZ, Building Clever 
Companies NZ, Indian Technology Incubators), to the very few where investment is the 
main revenue source (e.g. PowerHouse NZ). 

 

5.1.1 Small percentage of sweat equity 
With this variant a small percentage of equity, typically in the order of 5%, is taken in clients.  Note 

the incubators do not pay for the equity with cash. Instead it is provided as a condition of incubation. 

9ǉǳƛǘȅ ǎǘŀƪŜǎ ǾŀǊȅ ōȅ ƛƴŎǳōŀǘƻǊ ǘȅǇŜ ŀƴŘ ŦǊƻƳ ƻƴŜ ŎƭƛŜƴǘ ǘƻ ǘƘŜ ƴŜȄǘΦ aƻǎǘ ƛƴŎǳōŀǘƻǊǎ ŘƻƴΩǘ ŜȄŎŜŜŘ ŀ 

10% equity stake, while others go as low as 2%.  

The NBIA 2012 Stock Take showed that 29% of technology incubators take equity in some or all of 

their clients, compared to 13% for mixed use incubation programs. Interestingly this is a significant 

decline from 2006 when 46% of technology incubators took equity in some or all of their clients.  

                                                           

24 http://www.cticdakar.com/fr/? 

25 http://westernbace.com/ 



This equity, which is likely to be diluted by financing rounds, does not provide for reliable day to day 

revenues. It may only be 

realizable at exit events, or 

via founder buy back 

arrangements, up to 10 

years later. Instead it allows 

the incubator to share in 

client success and can be 

very useful for motivating 

and paying for the right sort 

of staff people, who may be 

allocated a % of the 

eventual returns.  None the 

less the returns at times can 

be high. Cicada Innovations 

in Sydney26 is just one of 

many good examples, 

ƛƴǾƻƭǾƛƴƎ ŀ άŦǊŜŜέ ōǳƛƭŘƛƴƎ 

and in which rent covers the 

basic costs and the 5% 

equity in all clients shares in their success and is used as an incentive for staff.  

SINE at IIT Bombay27Σ ƻƴŜ ƻŦ LƴŘƛŀΩǎ ƭŜŀŘƛƴƎ 

technology incubators is another example 

that enjoys free buildings and shares in client 

success, by way of both equity and revenue 

sharing and with its own seed fund.  

Raizcorp28 is a rare example of a for-profit 

incubator that provides a return to its investors. 

Raizcorp makes a small profit on rentals and 

services, charged at market-related rates, shares 

in the profits, and takes an equity stake in the 

companies incubated.  It currently supports more 

than 500 businesses with more than 1,500 

businesses that have graduated since it started in 

2,000. It develops more than 3,000 businesses 

per year in other entrepreneurial programs and 

employs over 100 full-time staff.  Raizcorp 

generates approximately 40% of its revenue 

from profit share and dividends, 40% from 

Services to Corporates (fees), 5% project 

work and 5% from rental. 

                                                           

26 cicadainnovations.com/ 

27 http://sineiitb.org/sine/about-us/about-sine/ 
28 http://www.raizcorp.com/about-raizcorp 

 

Example: Cicada Innovations Sydney: iNBIA Award winner - Randall 

M. Whaley Incubator of the Year 2018 

With large free facilities, old refurbished railway workshops, in a 

prime location, Cicada Innovations is a classic example. Rent covers 

the basic costs and the 5% equity taken in all incubatees allows both 

the staff and the incubator to share in client success.  

 

http://www.raizcorp.com/about-raizcorp


 

 

5.1.2 Small percentage of sales or increased sales (royalty) 
As with sweat equity, royalty arrangements typically supplement rental revenue, but are rarer. (see 

Maxum example below). 

In the case of incubation, royalties are often expressed as a percentage, in the order of 2-10%, of the 

incubatees sales, or increase in sales for a fixed period, such as 3 years, or while under incubation.  

Equity is often preferable unless the royalty on sales relates to technology transfer agreements, such 

as occurs with some Indian technology incubators commercialising technology from the host 

university, or unless the incubator is actively involved in helping generate sales, as in the case of the 

CTIC in Dakka29.  However, other examples do occur where a royalty on sales is a preferred mechanism 

for the incubator and clients, for instance Western BACE in Melbourne30 which has a large free building 

and co-work space and charges for incubation with a 7% royalty on sales.  Another is the Maxum 

.ǳǎƛƴŜǎǎ LƴŎǳōŀǘƻǊ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀΦ aŀȄǳƳΩǎ ƛƴŎǳōŀǘŜŜǎ Ǉŀȅ ŦƻǊ ǘƘŜ ƛƴŎǳōŀǘƛƻƴ ǎŜǊǾƛŎŜǎ ǘƘǊƻǳƎƘ ŀ 

royalty system. This system means that graduates pay Maxum a royalty of 2% of annual turnover for 

the equivalent period that they participate in the incubation program. Despite being in operation for 

a couple of years, only 12% of the costs of the incubator are covered by royalty income.  

In India there are examples where royalty is combined with equity, i.e. SINE at IIT Bombay, which helps 

commercialise IIT technology and has its own seed fund (see below)31. 

5.1.3 Seed Funding 
A few incubators have their own seed funds, which generate revenue to supplement rental revenue 

(e.g. Dublin BIC32,  IceHouse NZ, Building Clever Companies NZ, Indian Technology Incubators, such 

as SINE at IIT Bombay), and at the same time increasing the power of their incubation. For a very 

few, return on investment from seed funding is the main revenue source (e.g. PowerHouse-Ventures 

NZ). It needs to be noted that the vast majority of incubators that operate with seed funds proved 

their capability by succeeding with incubation first, before managing to set up a seed fund, either 

with public investment, or a mixture of public and private investment.    

Under the guidance of the National Science and Technology Entrepreneurship Development Board in 

India incubators with proven quality manage seed funds capitalized by the Technology Development 

Board of India33. This has proven very successful for the incubators concerned, which can use the funds 

for debt or equity financing, and the Technology Development Board, which has seen the power of 

investing via incubators in companies supported by incubators34. SINE at IIT Bombay is just one 

example of an incubator that has succeeded with significant equity returns from its seed fund that 

enabled it to be self-sufficient after only a few years of operation35. A number of incubators in New 

                                                           

29 ibid 

30 ibid 

31 http://sineiitb.org/sine/incubation/relevant-facts/ 

32 www.dublinbic.ie/ 

33 http://www.nstedb.com/institutional/tbi.htm 

34 !ǳǘƘƻǊΩǎ ǇŜǊǎƻƴŀƭ ŎƻƳƳǳƴƛŎŀtion with the head of the NSTEDB 

35 http://sineiitb.org/sine/about-us/about-sine/ 



Zealand manage funds capitalized by angel investors and government (www.nzvif.co.nz/) for which 

good examples are IceHouse36 and IceAngels37 and Building Clever Companies38 and MigAngels.39 

PowerHouse Ventures40 from New Zealand is a rare and inspiring example of an incubator which now 

generates the bulk of its revenue from investing in early stage companies that commercialise public 

research. The incubator grew steadily over more than a decade before it reached this enviable 

position. It started in 2001 as the Canterbury Innovation Incubator, Cii, a reasonably typical non-profit 

technology incubator, supported by 3 local universities and the municipality in Christchurch New 

Zealand, along with government funding. It was successful with entrepreneur led incubation. This 

success stimulated establishment of an angel investor network and angel investment funds, 

capitalising on government early stage investment mechanisms41.  Subsequently Cii and the angel 

investment fund merged to form PowerHouse Ventures in 2008 as a public private partnership, with 

the initial public shareholders alongside private investors. It continued to grow, focussing exclusively 

on commercialisation of public Research and Development, with its own investment in every venture 

assisted. In 2017 it listed on the Australian Stock Exchange. It illustrates what can be achieved over 

time with good incubation combined with seed funding.  

The Israeli incubator program, which has been copied in a range of countries, such as Chile, New 

Zealand and Australia, is one example where the government supports technology incubation by 

buying commercialisation outcomes via seed funding technology commercialisation projects. The 

Government invests up to USD$1,000,000 in commercialisation projects (future companies) by way of 

a conditional grant, providing up to 85҈ ƻŦ ŀ ǇǊƻƧŜŎǘΩǎ ōǳŘƎŜǘΣ ǘƻ ōŜ ƛƴŎǳōŀǘŜŘ ōȅ ƻƴŜ ƻŦ му ŎŜǊǘƛŦƛŜŘ 

incubators (partners), who need to provide the remaining 15% of the project budget. The grant is 

provided via the partner incubator, so that the incubator ends up with equity in the venture. If the 

company succeeds the grant is repayable from revenues, in effect as a low interest loan. The objective 

of the program is to develop innovative technological ideas into start-ups and lead them towards first 

round investment42. The program started in 1991 and has steadily evolved and been improved. The 

investment has been substantial. As of 2012 more than USD$650 million had been invested in the 

program43. The incubators involved make their money from the equity they accrue from the 

government seed funding in the projects and from subsequent investment, at least for those that have 

venture capital funds. Over the years the government has also provided direct funding to help the 

incubators establish. 

 

                                                           

36 https://www.theicehouse.co.nz/ and www.iceangels.co.nz 

37 www.iceangels.co.nz 

38 http://www.thebcc.co.nz/ 

39 http://www.thebcc.co.nz/investment/mig-angels/ 

40 www.powerhouse-ventures.co.nz/ 

41 www.nzvif.co.nz 

42 http://www.matimop.org.il/Incubators.html 

43 http://eipa.eu.com/category/information-centre/science-technology/technological-incubators-program/ 

https://www.theicehouse.co.nz/
http://www.thebcc.co.nz/


5.2 Training 
Many incubators with a mixed revenue model make significant revenue from training related to 

entrepreneurship, SME growth and management or in some industry specific examples vocational 

training.  There are many examples, but a few illustrate the potential. 

The IceHouse44 in Auckland New Zealand, a globally 

recognised incubator, affiliated with the Auckland 

University business school, but an independent non-

profit company, makes most of its revenue from 

training that complements its incubation, angel 

investment and cowork space activities. 

The Kiln Incubator45, a component of the Canberra 

Innovation Network in Australia, complements 

government funding, rent of incubation and cowork 

space with revenue from start-up training.  

 

 

Furntech46 in South Africa is the main vocational 

education provider for the furniture industry 

and operates an incubator for those of its clients 

interested in starting a furniture business. The 

incubator contributes 15% to its overall 

revenues. 

                                                           

44 /www.theicehouse.co.nz 

45 http://www.kilnincubator.com/workshops.html 

46 //furntech.org.za/incubation/ 



 

5.3 Partnerships and corporate sponsorship broadening revenue opportunities 
Partnerships with the corporate sector and universities is a source of deal flow, capability and revenue 

for more and more incubators. Most have some form of corporate sponsorship and various 

partnerships for delivery of particular programs. The trend for more corporate engagement is 

illustrated by BCG data47: 

 

Tech Fort Worth in the USA is a case in point48. Incubation and acceleration are their core programs, 

generating a core of revenue. TƘŜȅ ƘŀǾŜ ŀ άŦǊŜŜέ ōǳƛƭŘƛƴƎ ŦǊƻƳ ǘƘŜ City for 

which they pay $1.00 per annum, as well as 22% of the rent they receive till 

2028. Adding to this base are a range of programs and initiatives, including: 

¶ Corporate sponsorship revenue;  

¶ CowtowTechnest a revenue neutral pipeline generator; 

¶ The impact awards to showcase impactful technology 

and entrepreneurs generating ticket sales; 

¶  Angel investors, generating membership fees, 

application fees and sponsorship; 

¶ Partnerships with universities leading to funding, 

referrals, experts and interns 

¶ Partnerships with large universities leading to 

sponsorship, experts to help clients, potential 

customers for clients, board member sand referrals. 

 

                                                           

47 BCG Incubators, Accelerators, Venturing, and More, 2017 

48 http://techfortworth.org/  




























