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1 Background

This paper was initially commissioned by the BADIR Technology Incubator program in Saudi Arabia
in early 2018to raise awareness about the global reality of incubator and accelerator financtal self
sustainability. It was updated for broader circulation in conjunction with BIIA iR2@id.

The BADIR Technology Incubator Program, which commenced in 2007, piomeeigtion 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&ndn 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 onsidering financial sustainability

Across the globe, most stamps do not continue anaf the small percentage that do, only a tiny
percentage go on to growAn obvious market failure existsound provision of support tetart-ups,
whether in terms ofnfrastructure, advice, mentoring and coaching seed financeStartupsare
simply too risky for this to be viable without public suppaftone form or another.

Henceit should be no surprise thatll business incubators rely upon public sector supgo some
degree, for their establishment and capital costs and to support operational costefor a limited
time and others for the long terni-rom a purely private commercial point of view, Imgsiness
incubatorsare independently financially viaglin terms of covering both their operating and capital
costs and making a return to investors. The few examples are the exception rather than the rule
and also rely uporither corporateor public-sectorsupport.Over the past 50 years incubators have
become an accepted part of the landscape in most countries, with numerous studies of their
operations and impacthe results of which help justify public and other investment.

Despite early promise, it seems seed accelerators are in a similar positibrgnigta few

exceptions that are privately sedfustainable, notably-Zombinator, Tech Star§00 Start Upand

maybe a few other early examples. The bulk now rely upon government, philanthropic or corporate
funding to support their operations. Acceleositmodels however keep changing as operators search
for a viable business modadnd relevant impact. As a far newer concept and service this is no real
surprise and is why data is hard to come &lthough 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
sustainablemore pertinent questions are

1 whether or not the public support can be provided in better ways than annualating
grants

1 to what degreecan they be selustainable; and

1 what arethe factors that underpin seffustainability?

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



Analysis of financial sedustainability is complicated by thpeoliferation of services for statips in
the past decade, many of which use the term incubation or acceleration in new ways &t by
that acceleratormodek keep changingDefinitionsand distinctions are at timeslurred.

2.1 Public support that encouges the right behaviour

Business incubatom@nd acceleratorshould operate entrepreneurially, in one sense as role models
for their clients. Grantare necessarto assist with establishment, but in the longer term may not be
the best mechanisrfor suppot. Grantsare normally for relatively short periods and may not
encourage the necessalyngerterm perspective, recognising it takes many years for client
companies to succeed heycan make people lazy and may give the wrong inceliftigemore

grants) unless they arenanaged byery tight and clear KRlsuch as creating x number of
companies and y number of jobs in a peridtiere may bdetter ways than annual operating

grants Ways thaencourage dongterm approachhelp withat least partiafinancial self
sustainability and encourage the right entrepreneurial behavid\s.is shown by the following
analysis of sustainable business incubator examples common way is to provide incubators with
buildings at no or minimal cost. They then havevirk entrepreneurially to generate rental income
from startups Providingseedfunds for incubator@&nd acceleratorgo use tohelpfinance the

growth of startups at the same timeasencouraging private ctinancing is another way public

funds can be sed to encourage the right entrepreneurial behaviamd help achieve a degree of
financial selsustainability. A number of examples are outlined in the following analysis.

2.2 The quality of eosystemss animportantfactor inself sustainability

In partsof the USAEurope Australia and New Zealaimtubators and accelerators can rely upon
voluntary highquality business mentc; legal, accounting and other professional help. This means
they can operate with minimal stafind minimal costsThis is not th case in more disadvantaged
regions anccountries, where this expertise has to be paid farprovided by paid stafStaffing

levels and the cosif operating asimilar qualityincubatoror acceleratoywith a similar number of
clients may be far highe For this reason, even with free buildingsany incubators still rely upon a
percentage of public funding.he analysis following profils®meexamples, in good entrepreneurial
ecosystems, which cover all their operating costs by rent and othegeadfrated incomealbeitin
free buildings provided by the public sector. They may nahleanostrelevant examples for
countries and regions with less welkéveloped ecosystems, where more staff may be need, where
costs may be higher and where partial sitainability may be a more relevant ambition.

2.3 Blurred distinctions

Since the Global Financial Crisigpport services for statips have proliferated, often calling
themselves incubators or acceleratopvgth little regard for definitions. This is esgally so with

I OOSt SN A2y | a y2iSRAsohaew mbdel§ dnerfjeytheltekn® acbeleratari ¢
describes an increasingly diverse set of programs and organizations, and, often, the lines that
distinguish accelerators from similar institoms, like incubators and eartage funds, become
blurredé?. The rapid rise of coworking spacestia sameperiod, complicates the picture even

further, especially when they accommodate acceleration programtarget start-ups

NESTA in the UK now éoh RS NEBE A noQuitcas thiefs@wees prdvided by a sieléntified
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2 http://gust.com/accelerator_reports/2016/global/
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Coworking Active Startup
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In this report, despite blurring lines of distinction, we consider incubator and acceleratoci@an

sustainability separately, to draw relevant insights from each, which then may be combined in
practice around a mixed modeéhdeed,proven andong-standingincubators that may have started
in the 1990s are very likely today to offer most if notadiithe services in the table above.

3 Business Incubator Sustainability

'a GKS 2 2 NI R -sudtajidbility; HileSaimajor aspitior for incubators globally, is often
aSSy la I dA3 OKIffSy3aS¢o

However, there are many examples of businegsibators that are financially sedfistainable, in
terms of covering their operating costs from sgfnerated revenuetypicallyin buildings for which

they do not pay rentor the capital costsf the building andafter initial public seed funding faheir
establishment This is illustrated by data in the NBIA 2012 State of the Industry Remhiith asked
respondents about their ability to maintain operations if cash operating subsidies ceased. One third
(33%) said they did not rely upon cash sdiesi, on par with survey results from 2006, and only 18%
said they would have to discontinue their services if subsidies ceased.

Yes, at current levels
14%

Program does not
receive a cash
operating subsidy
33%

) Yes, at a minimal level
No, service would 359

be discontinued
18%

Figurel: INBIA- Ability of incubators to continue without subsidy

“World Bank infoDev Program, Moduld Business Models, Incubator Manager Training Program

52012 State of the Business Incubation Industry, NBIA



Others are partially seHustainable combining selyenerated revenue with public subsidjeas
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 rexartlidsat

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

PUBLIC INCOME

M National, regional, local bodies Public income through national
B EU Structural Funds & regional programmes
B Other public subsidies B incomes from EU programmes

B Other public income

Figure 10: EU|BICs' public sector income breakdowr

Figure2: EBN Impact Report 2016: Incubator public subsidies

PRIVATE INCOME

= Housing

M Business support services to B private sponsoring
client SMEs/Entrepreneurs Other private income
Figure 11: EU|BICS' private sector income breakdown

Figure3: EBN ImpacReport 2016: Incubator private revenue



Across the globde vast majority of selfustainableor partially seHsustainablebusiness incubators
rely upon public funding for their establishment and thea rental business modehwhich
predominates and habeen supported by governmesin numerouscountries such as China, USA
Europe Malaysiaand Australiaand whichis used as a foundation for a mixed business model, such
as Indialndeed, most incubators have a mixed business modsbitoe extent makirg revenue from

a range of source#cluding fromtraining 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 fralifferent source$§

Revenue | 727
Public I 43%
University [ 4%
corporate [N 1%
Other M 3.8%
Philanthropy [ 2.7%
ve Il 2.2%

0% 10% 20% 30% 40% 50% 60% 70% 80%
Percentage of Incubators

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 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, companigsr commercialisationand providing a service of public benedt

the same time as addressing a market failure.

Selfsustainability is not always desirable, if necessary services have to be understaffed, or below
standard, to make ends meet financially. Incubators in many countriedisadvantaged regions
cannot ely upon the free mentoring and professional services that incubators enjothér more
developed ecosystemswvhich can minimize operating costs by relying on free services without
compromising services. These countri@sd regionsalso have well develaa 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,
especiay the rentbased property model and how thisnderpins a mixed revenue model with
additional revenue fronsuccess sharingrainingand other sources

Ultimately the question is to what extent can incubators be financiallyssesfaining 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 modalfoundation for seif

sustainability

The traditional propertybased incubation model is the mastmmon 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 coster heavily subsidized rental) with long term arrangements and of
sufficient scée, so that the rent and associated facility and office service fees charged to tenants cover
all or a large portion of operating cosBusiness support is typically bundled in with the rent and not
charged separately.

Given incubation relies upon physlidacilities, i is no surprise that globally, a very high percentage
of incubatorsrely upon rental income as their main revenue source. For example, the NBIA 2012 State
of the Business Incubation Industry repg@howsthat rent accounts for 53 % of revenues on average.

Other
7%

Cash Operating
Subsidi
v 23'52 Rents and/or

Client Fees

53%

Service Contracts
and/or Grants
18%

* Figures do not add to 100 percent due to rounding

Figure4: NBIA- Incubator revenue by source

As mentioned earlier, ith the 150 incubators in the European Business and Innovation Centre
Network (EBN), public subsidies pidr/for 68% of revenues and rental fees (housing) accounts for a
total of 58% of the remaining 32% of reverfue.

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

that rely on subsidies, which can afforddar staff numbers. Incubators that rely on rental fees for
sustainability typically have small staff numbers, ranging from one to five members depending upon

GKS AyOdzol i2NRa aAil S® C2NJ AyadlyOSs Ay bemsmH Ay
per incubator in the USA was 1.8, down from 2.4 in 2@0@ in 2012 the average number of clients

in USA incubatorswas 35,y 9 dzNB LIS gAGK KAIKSNI §t S@Sta PF adzmai

72012State of the Business Incubation Industry, NBIA
8 EBNEU BIC 2016 Impact Report

%ibid

0EBN BIC Observatory 2016
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However, it must be noted that these incubatorgiie USA and other developed countries rely upon
significant voluntary assistance fragoalitymentors and business professionademething that is far
more difficult to achieve in many other countries

Anchor tenants.

A feature of property models is anchor tenant&nchor tenants are organizations who are not
incubatees and who are rented space on longer term arrangements. They may be service providers
useful to incubateer related organizations who help attract intzatees to the facilityor 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.

Anchor tenant ekample: Appalachia incubators:

Appalachia is a cultural region in the Eastern United States that stretches from the Souther
of New York to northern Alabama, Mississippi and Georgia. A total of 76 incubators respon
the 2009 survey of Appalachian business incubators. Of tB@g€RC 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 g
positive indicator for two reasons. First, the presencerafter or key tenants can influence
whether an incubator is financially viable. Second, anchor or key tenants can provide impof
services and benefits to incubating tenants, ranging from providing supplier or sproigieler
opportunities to acting as emtors?

Steppedand Discounted Rental Rates

Many incubators have discounted rental ratestepped 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.



Others insteadand to maximizing the rentalield, chargea premium for smaller spaces ament

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&tihvbe prepared to pay

a premium for such a small space. Commercial comparisons are often only realistic for larger spaces
around 100m.

4.1 Criticalfactorsto maximisdinancial selsugainability
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 thpgoperty-basedincubationmodel. Economies of scale are crucial

so thata large proportion of the operating cosése covered byent. The rule of thumb in the USA

and Europas 3,500m?, but it all depends ofocal conditions The size required depends on the level

of salaries and othewperating costs and potential incomehich 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 east96% havean averageof 1000n%, according tathe 2011 iPark
evaluation benchmarking exercisghichalsofound the international average size of an incubator is
4,700m?2 The situation may be changing, at least if the Qatar Busimesgatoris any indication,
claimingto be the biggesmixeduseincubator in the worlgwith a facilityof 20,000n#2,

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

f SPStd® ¢KS o0Sald 2F / KAYlI Q& MIHo@d nddKigcabat@dsge Ay O
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 inese zone'$ and with many tens of thousands of square metres at

their disposal. Foexample

1 Shanghai Pudong Software Park Incubator, located in the China (Shanghai) Pilot Free Trade Zone
and the core area of Zhangjiang National Innovation DemonstratighZa A &level sciedcé | G S
YR (GSOKy2ft238 o0dzaAySaa AyOdzml 62Nt ARSY(GAFASR
Technologyand has 40,000mfor incubation of which31,741n? is leasable The incubator is
profitable and most revenues are frorant and will soon be enhanced by returns from its seed
fund investment in clients.

1 National Science Park of Southeast University (SEbpePRited by Jiangsu Dongda Science and
Technology Park Development Qad has a rentable area of 127,006° and nore than 350
companies under incubation. It makes 60%t®fevenuefrom rent. The initial capital investment
was from the university.

f Suzhou(Cab dz 0 ¢ SOK t I N} 27 CAQEY WALF2G2y3 ! YADBSNEA
Xi'an Jiaotong University and Xiangcheng Economic Development Zone with ni@8.f@®0

UiparkcW2 NRI y Q& ¢SOKy2f23& 1d20X 666 DAt | N] ®22
2 http://www.gbic.ga/why-gbic/space/

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



incubation with 115 incubatees, in 2017, in a park with a further 90n0&f office spaceOnly
30% of its revenues are from subsidfes

In effect China combines incubation, technology par
clustering and early stage financing into one. Since f{ ==
progam started in 1988 it has taken significan ‘ﬁ ]46 EEE
investment from the Torch Program and municipal 1988 an gctteecnhcmﬁs t'ﬂ';ﬂ?gﬁ%;%ff
partners but the reported results including 11%f s
I KA Y | Cage mbré astbunding than the scale. The A$_72 ﬁﬂ T
are summarised by théJniversity of NSW® in the hlht1|;|;|c.:.1?[!-nles

adjacentgraphic noting the investment may well bg 3 scenceparks
understated in terms of the capital cost invested by
municipal partners.2 NAGAy 3 Ay GKS | dZFFAy3G2y tz2at {G§S@S
GKIFG OFy £ A3K0GIn&i# Scae andomiercialdas Al ya3 Yorafh Bfég@rrom

MOST (the Ministry of Science and Technology) is the most successful entreprenegriatpirothe

world. Of all the Chinese government programs, the Torch Program is the one program that kick
started Chinese higtech innovation and startlzLJ& ¢

Most successful

1% China's CDP experiments

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 cos| Example: INNOVATION DEPOT, Birmingham, Alabar]
or rent. There is simply no way to mak USA
a margin to cover the costs and i
particular the cost of a business suppo
program. Buildings maye provided ona | | \\
longterm basis with what is called § |

peppercorn rental, typicallya nominal
sum such as $1.00or they may be
owned, having been purchased o |
purpose built with public funding. In the |
West incubators commonly use ol
disused facilities provided by state q Building: Former Sears store in downtown Birminghan
local governmentsor universities, which
they refurbish as business incubator
Old manufacturing facilities, schooly Renovated: 2006
council depots are not uncommonin
other countries old disused buildings ar
far less common, in which caparpose | Renovation Funding Sources: City of Birmingham;

built facilities may be the best option| Jefferson County; University of Alabama at Birminghal
This is common for example in Chin| private donations

Constructed: Late 1940s

Renovation Cost: $17 million

4 Information from the authors private contact with the incubators
15 http://www.torch.unsw.edu.au/nationalcontext

16 https://www.huffingtonpost.com/steveblank/chinastorch-programthe-_b_3063069.html
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Koreaand other parts of Asia, for instance at the Hong Kong Science and TechnolotyoPark
Technology Park Malay$fa

The NationalScienceand Technology Entrepreneurship DevelopmBoard in the Department of
Science and Technolddys the main funding body for technologycubatorsin India. They kow the
importance of free facilities and mandate in their guidelines that tuwest institutions, mosty
universities and research ingties, have to provide the facilities and utilities at no cosirtcubators

which need to be run at N Qa fior8 yha @dst institution, typically by new neprofit
organisations They make it clear they will only provide funding for &gefter 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 haveot been large enough and rent averages around 25% of
revenues Accordingly, they are changitite guidelines to mandate 2,00¢rmust be provided.

t-Hub in Hyderabad is a goo
example. It is being constructed wit
public funds, claiming to be the
largest technology incubator in Sout
Asia with 70,000ft2 ~«7,000n?) in

Phase 1 and another 300,000
(“'30,000[1%) as Phase 2 in the next India's fastest growing startup engine catalyzing

years®. Innovation, Scale and Deal Flow

Example. THub, Indiag largest technology incubator in South
Asia

T-Hub also illustrates an important trend, whereby leading
incubators incorporate incubation, acceleration, cowork spaces
and seedunding, sometimes referred to as Super incubators or
Hubs.

7 www.hkstp.org/en/abouthkstp/the-corporation/abouthkstp/
18 http://www.tpm.com.my/
19 http:/iwww.nstedb.com/

20 personal conversations with NSTEDB head Mr HK Mittaht@md/startuphyderabad.com/thub-phase2-
hyderabad4-times-biggerphasel/



The Innovation Centre Sunshine Coast is an example
technology incubator where the university has provided
1,500m2purposebuilt facility for incubation, in a regional
area just north of Brisbarté

Example: Innovation Centre Sunshir
Coast.

2L https://innovationcentre.com.au/#



4.1.3 Critical Mass of Demand
While the property model works well atale

in major population centresit struggles in Example; Grand Junction Colorado Business
smaller communities, where there is not th incubation Centre, in a community of 60,000
critical mass of demand to underpin th people

necessary economies of scalEhe model
can still underpin a sustainability strategy
but needs to be complemented withtlzer
revenue sourcesand related services, ta
ensure relevance

This is illustrated by the Grand Junction
Colorado mixed use business incubator
(BIC) With 35,000ft of incubation space, a
loan fund and as a provider of SBDC
servicesBIC is 75% sdifinded. 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 _;«::W

administrative fees, and property What came d o

management fees for a Department of CSJF',“DC . Kichen e pp—
Energy facilityocated on the campusBIC

also receives grants from city, county, stats m - ‘

and federal government entities, and
sponsorships from local banks, corporate
entities, service clubs, and private donéts

4.1.4 Time

It takes time to adapincubationto particular Iacal circumstancego evolve governmentsupport
systems andncubatorbusiness models that worknd maximise the potential for sedustainability

In otherwords, policies and government support systems need to evolve along with the incubators
supported to jointly maximise the potential for seffufficiency. 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 geHecsystem. Similarly, the
Indian incubation system under the NSTEDB started in 1984, but took many years to get the policy and
ecosystem rightso that now incubators are only funded by the national government for 5 yéats
benefit from seed funds &y can use with their client$n most countries the same sort of evolution
applies. Malaysia with good incubators in pasgigh asTechnology Park Malays{@PM) 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 ngprofit companies as opposed to gpvernment departments.

22 http://gjincubator.org/



4.2 Cowork spaces
Cowork spaces have a similar business mtmptoperty-based business incubatgraaking most of
their revenue from renting desks and spaes shown by Deskmag data betéiw

deskmag

OTHER
[l PUBLIC SUPPORT
I SALE OF TICKETS TO INTERNAL EVENTS
Il SALE OF FOOD & DRINKS
[l SPONSORING
M VIRTUAL OFFICE SERVICES
RENTING EVENT & CLASS SPACES
I RENTING MEETING SPACES
B RENTING PRIVATE OFFICES
COMBINED MEMBERSHIP PLANS
Il RENTING DESKS

2015-16 2016-17

A DECREASED PERCENTAGE DOES NOT INDICATE A DECREASE IN ABSOLUTE NUMBER: RATHER, IT INDICATES A DECREASE RELATIVE TO OTHER TYPES OF INCOME.

BASED ON ARITHMETIC MEAN 4 THE 2017 GLOBAL COWORKING SURVEY A

SHARE OF COWORKING SPACES THAT GENERATE INCOME BY: deskmag

RENTING DESKS A
RENTING MEETING SPACES PR
RENTING EVENT & CLASS SPACES oo
RENTING PRIVATE OFFICES 7%
COMBINED MEMBERSHIP PLANS 25
VIRTUAL OFFICE SERVICES L

SALE OF TICKETS TO INTERNAL EVENTS

SALE OF FOOD & DRINKS THIS GRAPH DOES NOT REPRESENT THE PERCENTAGE

OF CERTAIN INCOME STREAMS OF A COWORKING

SPACE: RATHER, IT SHOWS THE PERCENTAGE OF
SPONSORING COWORKING SPACES THAT GENERATE ANY INCOME
FROM THESE SOURCES.
PUBLIC SUPPORT
W 201617 COMBINED MEMBERSHIP PLANS MAY REDUCE THE
OTHER DIRECT SHARE OF RENTING DESKS, RENTING MEETING
B 201516 SPACES, ETC.
BASED ON ARITHMETIC MEAN 5 THE 2017 GLOBAL COWORKING SURVEY )

The bigand criticaldifference ighat 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 ptoktS & & A YLX & Ol
afford to and instead rely upon events and peer learning. None the less numeropseity-based
incubatorsaround the world nowincorporate 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

Asnoted earlier rentafevenue is often supplementeadlith revenue from aange 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 ¢beygaerate
additional revenue that supplements rental inconteserthough it does not generate reliable
annual revenugit canbe attractive in that clients only pay if they are successful and the
incubator and client interests are thereby aligned. There are aviavants:

1. Small percentage of sweat equityypically seen in technology incubators, for which
there are many examples, e.g. Cicada Innovations Sydeeybelow)

2. Small royalty on client revenuesvhich is far rarer than equity examplesg. SINE at
IIT Bombay, which also takes a small equityitfms(see belowand CTIC an IT
incubator in Dakka Senedb&hnd Western BACE in Melbourne Austidjia

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

4. Own seedund investment with a spectrum from supplementimgnt with seed fund
management fees and a percentagepobfits (e.g. IceHouse NZ, Building Clever
Companies NZ, Indian Technology Incubators), to the very few where investment is the
main revenue sourcée.g. PowerHouse NZ)

5.1.1 Small percentage sfveatequity
With thisvarianta 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 conditiocubition.

9ljdaGe aidl1Sa OFINER o0& AyOdzol 2N LS FyR FNRY 2y

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

The NBIA 2018ock 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, o] Example: Cicada Innovations Sydné)BIA Award winne- Randall
via founder buy back M. Whaleylincubator of the Year 2018

arrangements, upto 10
years later. Instead it allowd
the incubator to share in
client success and can b
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 cat
be high. Cicada Innovationg
in Sydnesf is just one of

With large free facilities, old refurbished railway workshops, in a
prime location, Cicada Innovations is a classic example. Rent cov4
the basic costs and the 5% equity taken in all incubatees allows b
the staff and the incubator to share in client success.

AUSTRA LIA’S LEADING INCUBATOR
many good examples ; ';RVDEEP TECHNOLOGY STARTURS
Ay @2t OAy 3 | 1';4 , , 0
and in which rent covers the " O b A \O
basic costs and the 5%

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

SINEatITBomgd= 2y S 2F LYyRAIFIQa tSFRAy3

technology incubators is another exampl
that enjoys free buildings and shares in clie
success, by way of both equity and revent
sharingand with its own seed fund

@, RO
Raizcorff is a rare exampleof a forprofit Va'd _ Wy
incubator that povides a return to its investors.
Raizcorpmakesa small profit on rentals and
servicescharged at marketelated rates, share
in the profits, and takean equity stake in the ';'m'm::;’:: 9 RAIZCORP 9. Entreprenaurs
companes incubated It currently supports more
than 500 businesses with m®rthan 1500
businesses that have graduatsihceit started in . . o
2,000. It develops more thar8,000 businesses {“@“ﬂ @“" ’/Cj
per year in other entrepreneurial programs an §
employs over 100 fulime staff Raizcorp
generates approximately 40% of its revent
from profit shareand dvidends, 40% from

Services to Corporates (fees), 5% project
work and 5% from rental.

26 cicadainnovationgom/

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



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

5.1.2 Small percentage of sales or increased sabgsly)
As withsweatequity, royaltyarrangementdypically supplementental revenue but are rarer.(see
Maxum example below).

In the case of incubation, royalties are often expressed as a percerntate order of 210% of the
incubateessales or increase in saldsr a fixed period, such as 3 yeaos while under incubation.

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

as occurs with some Indian technology incubators commercialising techndlogy the host

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

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

for the incubator and clients, for ingtae Western BACE in Melboufhehich has a large free building

and coework space and charges for incubation with a 7% royalty on sales. Anotther idaxum
.dzaAAySaa LyOdzol G2NI Ay {2dziK ! TNAOI & al EdzyQa AyO
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 incubatercovered by royalty income.

In India there are examples where royalty is combined with equity, i.e. SINE at IIT Barichyhelps
commercialise IIT technology and has its own seed fund (see B&low)

5.1.3 Seed Funidg

A few incubators have their own se&thds,which generataevenue to supplementental revenue
(e.g.Dublin BI€, IceHouse NZ, Building Clever Companies NZ, Indian Technology Ingushatbrs
as SINE at IIT Bombagnd at the same time increasing the power of their incubatiéor avery
few, return on investmenfrom seed fundings the main revenue source (e.g. PowerHoWemtures
N2. It needs to be noted thathte vast majorityof incubators that operate with seed fungsoved
their capability by succeeding with incubatifirst, before managing to set up a seed fund, either
with public investmentor a mixture of public and private investment.

Under the guidance of the National Science and Technology EntrepreneDesigopmentBoard in

India incubators with proven qualitpanage seé funds capitalized by the Technology Development
Boardof Indig®. 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 incub&o&INE 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 selfufficient after only a few years of omion®®. A number of incubators in New

2jbid

3ibid

31 http://sineiitb.org/sine/incubation/relevantfacts/
32www.dublinbic.ie/

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

31 dzl K2 N & LIS NHich Withthe i2adoi iz STEDB

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



Zealand manage funds capitalized by angel investors and government (www.nzvif.co.nz/) for which
good examples are IceHowsand IceAngefé and Building Clever Companigand MigAngels®

PowerHouse Venturésfrom New 2alandis a rare and inspiring example of an incubator which now
generates the bulk of its revenue from investing in early stage companiesdhanercialisgublic
research.The incubator grew steadily over more than a decade before it reached this @nviab
position. It startedn 2001as the Canterbury Innovation Incubat@ii, areasonablytypical nonprofit
technology incubatarsupported by 3 local universities and the municipality in Christchurch New
Zealand, along with government fundinlj wassuaessful with entrepreneur led incubatioiThis
successstimulated establishment of an angel investor network and angel investment funds,
capitalising on government early stage investment mecharfism8ubsequentlyCii and the angel
investment fund mergeda form PowerHousé&/enturesin 2008as apublic privatepartnership,with

the initial public shareholders alongside privatgestors It continuedto grow, focussing exclusively
on commercialisation of public Research and Developnweitit, its owninvestment in every venture
assisted In2017it listed on theAustralianStock Exchange. It illustrates what damachieved over
time with goodincubationcombined with seed funding.

The Israeli incubator programvhich has been copied in a range of nties, 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$1,000,006dmmercialisation projects (future companids)way of

a conditional grant, providingup 85> 2 F I LINRP 2SO0 Qa o0dzR3ISG: G2 0SS A
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 developnovative technologiddadeas into starups and lead them towards first

round investmerf?. 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
progrant®, The ncubators 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 dirednéutal help the
incubators establish.

36 https://www.theicehouse.co.nzand www.iceangels.co.nz
3Twww.iceangels.co.nz

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

39 http://www.thebcc.co.nz/investment/migangels/

40 www.powerhouseventures.co.nz/

4 www.nzvif.co.nz

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

4 http://eipa.eu.com/category/informationcentre/sciencetechnology/technologicaincubatorsprogram/
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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 exavopksonal
training. There aremany examples, but &w illustrate the potential.

Lowrming  Irvestonent  Gaeupitem

The IceHous® in AucklandNew Zealanda globally - i

recognised incubator,affiliated with the Auckland 3 & "' XY
University businessschool but an independentnon- '

profit company makes most of its revenue from . ) ut%‘anpceed

training that complements its incubation, angs
investment awl cowork space activities.

The Kiln Incubatd?, a component of the Canberr:

Innovation Network in Australia, complemen , < B
government funding rent of incubation and cowork' Ady&n ‘ s
space withrevenue from starup training. i vt

FurntecH®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 businesghe

Business Incubation incubator contributes 1% to its overall
~! revenues.

4 fwww.theicehouse.co.nz
45 http://www.kilnincubator.com/workshops.html

46 Jffurntech.org.zal/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 fowh corporate sponsorship and various
partnerships for delivery of particular programshe trend for more corporate engagement is
illustrated by BCG ddta

Tech Fort Worth in the USA is a case in ghiimcubationand acceleration are their core progmss,
generating a core of revenueKiIS & KI @S | & F NB Sityforo dzA t RA y 3
which they pay $1.00 per annuras wellas 226 of the rent they receive till

2028. Adding to this base are a range of programs and initiafivelading:

)l
)l
)l

Corporatesponsorshigevenue;

CowtowT echnest a revenue neutral pipeline generator;

The impact awards to showcase impactful technology

and entrepreneurgenerating ticket sales;

Angel investors generating membership fees

application fees and sponsorship;

Partnerships with universities leading to funding,l:l

referrals, experts and interns

@]

Partnerships with large universities leading t

sponsorship, experts to help clients, potentiTﬂ:I
customers for clients, board member sand referrals.

47BCG Incubators, Accelerators, Venturing, and M2dd,7

48 http://techfortworth.org/
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