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Executive Summary

If business incubators are to deliver economic development benefits,
then more attention needs to be paid to promoting business growth
among incubator clients. This Report treats this issue by identifying
best practice by business incubators in facilitating the development of
competitive growth businesses.

The rationale for the incubator concept lies in its capacity to enhance
the initiation, survival and growth of enterprises. The components of
best practice business incubator management in this report
demonstrate how incubators can be designed and operated to rapidly
move through their initial, real estate focused phase of development to
concentrate time and effort on enterprise development by providing
value adding management services to their clients.

The design of an incubator program critically effects the speed of this
transition. The self sufficiency of incubator programs and their focus
on enterprise development are explored as key factors in achieving a
rapid transition through the incubator life-cycle.

This report looks in-depth at eight case studies of leading business
incubator programs to provide detailed appreciation of program design
and incubator operations. Four of these programs are Australian and
four are drawn from the United States.

The report finds that incubation programs which value add most
effectively are those that adopt a pro-active business development
stance, based on a sound appreciation of the business needs of their
clients. The characteristics of these pro-active, direct intervention
systems are that the incubators which employ them:

. are highly selective both in which firms gain entry to the
program and, within their client portfolio how time is
divided among firms, with most being allocated to the
firms demonstrating the highest growth;




. base their decision-making on a comprehensive
business plan for each enterprise and include intensive
review and analysis as a significant element of the
package of services in which their clients participate;

. actively participate in deal-making and deal-shaping
with their clients;

. identify and monitor clear quantifiable milestones with
their clients, which are set as an element of a tailored
business development program;

. enhance organisational learning amongst their clients;

. have access to extensive and deep networks of
expertise specifically cultivated to develop small, rapidly
growing enterprises; and

. facilitate capital acquisition to underpin the
implementation of the business development strategy.

This Report also illustrates best practice in value adding to incubator
clients by highlighting and drawing together issues within the case
studies such as:

. techniques for adding value to the internal operations of
incubator clients;

. the incubator manager as facilitator;

. building and managing entrepreneurial networks;

. facilitating business relationships between tenants;

. the incubator as a node in supplier/production networks;

. using universities and TAFE colleges as a source of
added value;

. gaining the most for clients, from business development

initiatives operating elsewhere in the community; and

. administering value adding and deriving an income for
the incubator from this activity.
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Chapter One

Introduction

This Report is concerned with promoting best practice by business
incubators in facilitating growth in new business ventures.

A business incubator may be defined as an organisation which offers
a range of business development services and access to small space
on flexible terms, to meet the needs of new firms. The package of
services offered by a business incubator is designed to enhance the
success and growth rates of new enterprises thus maximising their
impact on economic development. This report will distinguish
between unmanaged workspace or serviced offices and business
incubators.

Business incubators embody a systematic approach to new enterprise
development which can be described as consisting of five dimensions:

. enterprise development;

. a business consultancy network;

. entrepreneurial synergy;

. flexible affordable working space; and

. shared office services. (Small Business Council, 1988,
p 13, 14)

These five dimensions describe the purpose, benefit, design and
management of business incubators.

The work undertaken in this Report is motivated by an earlier study
which reviewed the application of the business incubation concept in
Australia. In 1992, 40 operational incubator programs were identified
in Australia. Half of these responded to a detailed survey which
sought information on management, staffing, services, building/s,
tenants, graduates and funding. (Office of Local Government 1992)
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One of the most prominent findings was that incubator managers
spent a low proportion of their time on "“client intervention".
Superficially, this would seem to be a surprising outcome.

The rationale for the incubator concept lies in its capacity to enhance
the initiation, survival and growth of enterprises. If business
incubators are to deliver economic development benefits, then more
attention needs to be paid to promoting business growth among
incubator clients.

Using the five dimensions referred to earlier, it could be expected that
incubators would devote more attention towards "business
development", "business consultancy" and generating "entrepreneurial
synergy" at the expense of activities which make a relatively smaller
contribution to enterprise growth such as "working space" and "office
services". However, analysis of the proportion of the incubator
manager's time spent working with clients and a review of the nature
of services being delivered, revealed that the notion of "value adding"
to the internal operations of tenant firms was not uppermost in the
minds of some incubator managers as the key to success.

It was disturbing to find that, on average, nearly 75% of incubator
managers' time was being spent on non-incubator responsibilities and
incubator real estate issues such as rent collection, maintenance and
the management of refit or refurbishment of tenant spaces. A median
of only 10% of incubator managers' time was spent working with
tenants.

If incubators are to achieve their potential as useful economic
development tools in Australia, generating greater wealth and helping
produce more jobs, then information and guidance on the most
effective techniques for facilitating entrepreneurial growth could make
an important contribution. Case studies which illustrate practical
examples of best practice could aid in the uptake of the most effective
approaches.

This Report does not seek to provide a commentary on best practice
in every aspect of incubator management. The focus of this work is
pitched at enhancing those aspects of incubator operations most
concerned with facilitating growth in competitive enterprises.

The purpose of this Report is to identify the best in state of the art
incubator management techniques designed to value add to tenant
firms.

The Report illustrates best practice in value adding to incubator clients
by discussing issues such as:

12 Chapter One



. techniques for adding value to the internal operations of
incubator clients

. the incubator manager as facilitator

. building and managing entrepreneurial networks

. facilitating business relationships between tenants

. the incubator as a node in supplier/production networks

. using universities and TAFE colleges as a source of
added value

. gaining the most from existing business development

initiatives for tenants

. administering value adding and deriving an income for
the incubator from this activity.

Information on techniques that incubator programs have adopted to
enhance their capacity to facilitate growth in their clients is sourced by
reviewing business incubation programs employing different
approaches.

Case studies from both Australia and the United States are used to
provide examples of some of the creative practices employed in
working with incubator clients. The execution of the incubator concept
has a relatively short history in Australia. The wider and deeper range
of experiences evident in the United States may help to provide some
indicators of how management practices may evolve in Australia as
an incubator industry matures.

It is well understood that incubator managers have a difficult role and
that daily, they walk a fine line in managing the conflicting calls on
their time. One of the avenues explored in some depth in this study
relates to the creative measures employed by some incubator
managers in leveraging their own time resources to best effect.
Invariably this leads to consideration of how an incubator manager
can orchestrate people, other than him or herself, in working with
incubator clients.

This Report adds to the significant weight of evidence that the mere
provision of shared space and office services does not make an
incubator program. It is hoped that this Report will encourage existing
incubation programs, and those considering launching an incubator
initiative, to recognise the importance of value added management
services in designing or redesigning their approach to incubator
management.
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Chapter Two

Evolution of an Industry

This Chapter establishes that an incubator’s role in enterprise
development is its critical feature.

As the literature on business incubators has matured since its
emergence in the mid 1980s, it has moved to focus its attention firmly
on the role of the incubator in enhancing the capacity of its client firms
to compete and succeed. The literature is now assembling a strong
argument to show that those incubators which are most enterprising
and sustainable, in business terms, are also most effective in value
adding to their clients.

The components of best practice business incubator management
rest on how incubators are designed and operated to rapidly move
through the initial, real estate focused phase of their development, to
concentrate their time and effort on enterprise development, by
providing value adding management services to their clients.

The design of an incubator program critically effects the speed of this
transition. The self sufficiency of incubator programs and their focus
on enterprise development are explored as key factors in achieving a
rapid transition through the incubator life-cycle.

The literature also indicates that incubators which focus their
resources on enterprise development add most economic value to
their region, with job growth following the development and expansion
of competitive growth businesses.

Further, the literature establishes that best practice incubators
develop an intimate understanding of each of their client business
ventures, undertake regular review and analysis of clients against
financial milestones, are highly selective in the placement of incubator
resources, and match the development needs of their clients with

15 Chapter Two



INCUBATOR
DEFINITION

Enterprise
Development

Consultancy
Network

Entrepreneurial
Synergy

people resources, derived in the main from highly cultivated business
development networks.

Chapter One defined a business incubator as consisting of five
dimensions: enterprise development, a consultancy network,
entrepreneurial synergy, flexible space and shared services. Let us
explore each of these elements in a little more depth.

The incubator manager and other members of the incubator
management team can play an important role in assisting their clients
to launch and grow their business ventures. It is typical for the
incubator manager to know a great deal more than an incubator client
about the entrepreneurial process. The incubator manager will have
experienced the entrepreneurial process at close quarters on many
occasions with a variety of business ventures. This experience is
valuable, particularly early in the life of a client firm.

In addition to this, it is typical for the incubator manager to bring
expertise in strategic planning for small enterprises, and to be well
connected to small business resources and contacts in the business
community, as links to information and advice. Further, the incubator
manager may have established an business development network
and is most often the access point to that network.

An incubator consultancy network or business development network
consists of individuals drawn from the ranks of professional business
service providers, experienced business people and educators who
are willing to provide advice and assistance to entrepreneurial
enterprises.

An incubator adds value by assembling a comprehensive array of
skills and through experience, screening the participants in the
network down to select individuals who can most successfully tailor
their services to the needs of small growing firms. This process
assembles a rich business development resource base for the region.
Something that otherwise would exist only as a dispersed set of
individuals that would be very difficult to replicate by a small business.

Participants in the network gain from devoting their time by having
what could be a rich source of growing clients made aware of their
skills and expertise. Network participants commonly regard this, and
the associated word of mouth information dissemination, as an
effective marketing tool.

Co-locating entrepreneurial firms provides the prospect of generating
a symbiotic environment where entrepreneurs share resources and
experiences, learn from one another, exchange business contacts and
establish collaborative business relationships. One other important
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Flexible Space

Shared Services

contribution that co-location of entrepreneurs can make, is to
overcome the loneliness of the entrepreneurial work environment.

Commercial real estate developers normally find the balance of risk
and return unattractive for spaces smaller than about 150 square
metres (1500 square feet). From the developer's perspective,
prospective tenants for smaller spaces tend not to appear substantial,
in commercial terms. Small firms find the expectation of covenants,
guarantees and bank references required to secure a lease, typically
for a minimum of three years, difficult to meet. In addition, given the
relatively large scale of the space against a firm's early needs, moving
into available spaces means that new firms must carry a significant
cost overhead, particularly if the space requires fitting out.

The flexibility in space provided by incubators results from the
incubator offering to lease small spaces (down to as little as ten
square metres), commonly on short-term leases with as little as one
month's notice required by either party to vacate. In addition,
incubator buildings usually contain spaces in a variety of sizes so that
as a firm grows, there is the potential to relocate to a larger incubator
unit. It is less common for incubators to vary the dimensions of
individual units.

A significant additional innovation by incubators has been the two
page lease agreement which overcomes the intimidation and legal
costs inherent in negotiating a standard lease. The start-up firm finds
that the terms of the lease means that costs are avoided and in turn,
from the incubator perspective, the tenant does not develop any rights
that they then might want to hold on to. This means initiating and
ending relationships is more clean cut. If the tenant fails, it can get
out quickly with minimum cost, and the incubator can get the next
tenant in. Yet tenants have security while they are paying their rent.

Cost is seen by many entrepreneurs and some incubator programs as
a big factor. For most businesses, however, the rent they pay for
space is not a large proportion of their cost structure. What is
important is that they have the right sized space in the right locality. It
is much cheaper to pay a high price per square metre for exactly the
space you need, than to pay a normal price for a bigger unit and only
use a small proportion of the available space. Consequently,
incubator developers tend to talk about price per week or month rather
than the rate per square metre. The significant additional flexibility
afforded by incubator space can justify a price premium.

The shared services dimension refers to incubator-provided pooled
equipment, services and facilities such as photocopier, fax,
receptionist, mail handling, board room, loading dock and the like.
Start-up firms have a need for such services but are often too small to
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justify the cost of providing these services in-house. Access to those
services through the incubator means that entrepreneurs can focus
their attention and capital on the critical task of getting their product or
service to market, while still presenting a professional image to their
business contacts and customers.

It is important to note, that the first two dimensions of a business
incubator, shared services and small spaces, have been available in
the marketplace for many years via serviced offices and so called
nursery factories, to name two of the more common options. A
business incubator must include a number of additional dimensions to
distinguish itself from such real estate ventures. These additional
dimensions relate to how incubators facilitate management
development and growth in their clients.

"Emphasis in incubator programs on site development is
misplaced in light of the management assistance needs of
entrepreneurs " (Allen, D.N. & Weinberg, M. 1988, p214)

"Providing shared office services...may help reduce tenants'
operating expenses but does little to address management
problems that plague new firms." (Allen, D.N. & McCluskey, R.
1990, p70)

The National Business Incubation Association has chosen to
emphasise the non-real estate parameters of incubator management
in its definition. To be classed as an incubator in the eyes of the NBIA
a program:

"must offer at least one of the following services:

1. networking opportunities encouraged by incubator
management;
2. management or technical assistance through in-house

expertise and/or a network of community support;
assistance in obtaining financing; and

service to business clients outside the incubator as well
as to in-house tenants." (Rice, 1992, p. 43).

Across the incubator movement, the management problems of
incubator clients are met with the delivery of a variety of value-added
management services. 'The driving force (in incubator programs) is
the supply of expertise, capital and support that comes from
assistance activities directed towards filling the voids in entrepreneurs'
abilities (Allen, D.N. & Weinberg, M, 1988, p 214).

The five dimensions work together to provide the unique defining
character of a business incubation program. Experience in
assembling and managing these elements has developed rapidly over
the past 15 years.
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HISTORY

The incubator concept and the term Incubator have been around since
at least 1959 when Batavia Industrial Centre in Batavia, New York
was opened (McKee, 1992, p41).

Early incubators appear to have arisen largely from a recognition in
corporations and universities of the benefits of commercialising high
and medium technology developments through new start-up
enterprises. The University City Science Centre, for example, was
founded in Philadelphia, Pennsylvania with these ideals in 1964.

Beginning in 1973, the National Science Foundation supported a
series of experiments with innovation centres through its Experimental
Research and Development Program.(NSF 1985) By 1981 the
Program had expanded to include a total of eleven centres. These
served as the basis for future university efforts in launching
innovation/incubator centres.(Allen & Weinberg 1988, p200)

Through these formative efforts it was recognised that fledgling firms
could benefit from a supportive environment which could be structured
to achieve a balance between entrepreneurial independence and
linkages to an incubator organisation. (Cooper, 1985) A frequently-
cited example of the involvement of an incubator organisation in
enterprise development is the Fairchild Corporation, which between
1957 and 1970 was directly or indirectly responsible for the start-up of
35 companies including Intel and National Semiconductor (National
Council for Urban Economic Development. 1985, page 1). Control
Data's Business and Technology Centres provide another example of
a large corporation sponsoring the establishment of business
incubators.

The main objective of these early initiatives was the creation of
growth-oriented, for-profit businesses. As a development from this
early growth process the clientele was broadened to include non-spin-
off ventures. This trend was fuelled by the growing recognition that
small to medium sized enterprises were making a major wealth
creation and employment contribution to the national economy (Birch
1979).

Through to the early 1980s, the concepts underlying the definition of
what we now call business incubators were not discussed in depth in
the literature, but some common principles did emerge. These
common features included shared premises, pooled administration,
interaction between tenants (synergies), business advice networks
and the manager as a value adding agent. (Smilor & Gill 1984)

This lack of a formal articulation was evidenced also by the fact that
other names were employed for incubators or other types of
organisations that were considered to perform incubator functions,
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LIFE CYCLE

such as enterprise centres, business and technology centres or
innovation centres (National Council for Urban Economic
Development. 1985, page 1).

By 1984 there were still only 26 incubators in the US (Meyer, 1987,
p53), but then came an explosion in numbers. The business
incubator concept was adapted to "incubate" a much wider range of
enterprise types, with a concomitantly broader set of objectives and
desired outcomes. The type of organisation interested in incubators
was also broadened by the entry of policy-oriented public sector
institutions driving for job creation, or welfare-oriented bodies seeking
to provide enhanced job opportunities for the unemployed and
minorities.

By January, 1990, 385 Business Incubators were operating in the
United States (NBIA 1990). Naturally, this exploding activity brought
with it an expanding analysis and literature as more researchers
began to explore this phenomenon.

The "incubator industry" also became more formalised with new
institutions, such as The Pennsylvania Business Incubator Association
which commenced operations in 1984 (Hogan, 1991, p. 54), followed
shortly afterwards by the National Business Incubation Association
(NBIA) and other regionally-based incubator associations.

Today there are 523 incubators in the USA and Canada and new
business incubators are opening at the rate of one per week. There
are more than 9000 incubator clients and over 4000 firms have
graduated from a business incubator. (Adkins, 1994)

Studies of the developing incubator industry have highlighted a
number of concepts that are important for understanding the
development of incubators. These include:

. definition of a life cycle for the business incubator; and

. identification of six “classes' of business incubator,
distributed along a value added continuum.

A concept which has helped to engender understanding about how
incubators are managed was discussed in Allen's (1988) analysis of
incubator life cycles. The focus of management attention during the
"start-up" stage is establishment of the physical facility, be that
through renovation of an existing building or construction of purpose
built accommodation. Because of incubator cash flow requirements,
early tenants are likely to be chosen on their capacity to pay rent
rather than their growth potential. This stage ends around the time
that the facility achieves financial break even.
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During the second or "business development” phase, attention is
redirected towards the nurturing of new businesses. More emphasis
is placed on developing a business advisory function and business
network. Another characteristic of the business development stage is
the incubator manager working to build synergies through dialogue
and trading between tenants. When demand for space is appreciably
greater than space available for tenants, and sophisticated,
responsive business advisory arrangements are functioning well, the
incubator is ready to move into the "maturity" phase.

Maturity is when the incubator spreads its span of influence
throughout its region, becoming a focus for entrepreneurial
endeavour. The excess of demand for tenancy over available space
allows the incubator to become more discerning with its entrance
criteria and accelerate the graduation of firms. At this stage, the
program may consider expanding to accommodate the demand for its
services. As the incubator moves through the three phases of the life
cycle, it would be expected that the quality and quantity of
development outcomes (eg, in terms of firms graduated) would be
higher.

The interaction of the "stages of evolution" of an incubator facility with
the three areas of responsibility which must be covered by an
incubator manager (incubator stakeholders, the building and incubator
tenants) gives rise to an incubator time/function matrix as set out in
Table 1 below.
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Table 1: Incubator Time/Function Matrix

Stakeholders Facility Tenant Companies
Create core group of Perform cost/benefit Provide basic shared
sponsors analysis of building tenant services
Start-up Assemble mission rehabilitation Offer flexible,
statement Rehab initial space to  inexpensive space
Determine needs and be rented Provide access to
resources of sponsors Admit first tenant professional assistance
companies
Enlist aid of sponsors Attract one or more Assist firms in capital
. to market facility anchor tenant companies  acquisition
Business

Development

Maturity

Enlist aid of sponsors
to provide business
support services

Expand base to
include more
stakeholders

Renovate space on
as needed basis

Provide space for
shared tenant service

Create programs to
encourage the mixing of
companies

Market the collected
products and services of
tenants

Reassess levels of
commitment to original
plan

Evolve programs to
reflect changing needs of
stakeholders

Construct alliances
between and among
sponsors

Manage cash flow

Construct specialised
lease hold components

Leverage physical
plant for future interest
opportunities

Take equity in tenant
companies

Sub-contract to private
service providers

Coordinate seed
capital pool

BUSINESS

Source: Allen et al (1987) Small Business Incubators - Phases

of development and the Management Challenge, Economic
Development Commentary, Volume 11/Number 2/Summer
1987, pp 6 - 11.

While no two incubators are exactly alike it is possible to identify a

INCUBATOR
CONTINUUM

range of similarities between incubator initiatives. The value added
continuum set out in Table 2 below helps to assemble incubators into
a number of discreet groups. Incubators within these groupings are
more likely to be similar with respect to their missions, policies,
services and performance than incubator programs across different
groups.

"The value added continuum is anchored at either end by two
important incubator elements. On one end, an incubator
functions like a real estate development operation. On the
other end, an incubator functions more like an enterprise
development program. One can hypothesise that incubators at
the right side are more likely to add economic value to the local
economy (because they emphasise business development)
than incubators at the left side of the continuum.’ (Allen and
McCluskey, 1990, p 64)
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Table 2: The Business Incubator Continuum - Facility Objectives

Value Added Through

Real Estate - - Business
Development
For-Profit Non-Profit Academic For-Profit Seed
Property Development Incubators Capital
Development Corporation Incubators
Incubators Incubators
Primary Real estate Job creation Faculty- Capitalise
Objective appreciation Industry investment
collaboration opportunity

. Sell proprietary

Positive

Commercialise

Rapid

services to tenants statement of university enterprise growth
entrepreneur-ial research
potential
Secondary Create Generate Strengthen Product
Objective opportunity for sustainable service and development
technology income for instructional
transfer organisation mission
. Create Diversify Capitalise Self
investment economic base, investment sufficiency
opportunity bolster tax base opportunity
Complement Create good will «  Wealth
existing between creation
programs and institution and
utilise vacant community
facilities
Based on: Allen D. N. & McCluskey R. 1990, page 65.
Four incubator types are represented in Table 2. For-profit property
development incubators seek to generate real estate profits as their
primary goal. Non-profit corporations focus on creating jobs.
Incubators associated with Universities seek to commercialise
university technology while at the same time seeking to generate local
economic development benefits. Seed capital incubators co-locate
investee businesses to afford the seed fund manager the opportunity
to provide maximum attention to the investment portfolio. Two other
incubator types are also evident: hybrid incubators which a
combination of any two of the stakeholders in Table 2 and incubators
sponsored by large organisations. These have not been included in
Table 2 due to their relatively low incidence in the incubator
population.
BEST From these developments, a set of best practices have evolved which
are common to incubators most effective in the creation of high growth
PRACTICE "9

graduate enterprises. To enhance the economic development impact
of incubators, we should bear two key parameters in mind:

. business incubators should be designed to travel
through their life cycles more rapidly; and

. business incubators should adopt a more business
development-oriented stance in establishing their
program.
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Speeding the
Life Cycle

Financial
Independence

"The entire life-cycle process has been seen to take five to six years,
but as new incubators are able to learn from past industry
experiences, new knowledge and information-sharing compresses the
learning curve." (Allen, D.N. & McCluskey, R, 1990 p 66)

The capacity of a business incubation program to achieve maturity
rapidly is critically dependent on how it is designed at the outset.
Once an incubator program is operating, with a given set of
parameters, it is very difficult to make changes to how the program is
run. This is particularly the case if the potential revenue base for the
program is more or less fixed.

Two broad issues play a significant role in determining the speed at
which the maturity phase of the incubator life cycle is reached:

. surety of program funding; and

e aclear program focus on enterprise development.

Speeding the life-cycle is about setting up the initiative to succeed.
Many sponsors of incubator programs have been shown to have only
a shallow commitment to and understanding of incubators. Economic
pressures have resulted in some incubator sponsors having great
difficulty in raising enough income to support their own core business,
let alone fund an incubator program. Even programs successful in
their main business incubation mission have been de-funded as a
result of a budget shortfall, a new personality or altered priorities
driven by political expediency.

Financial independence can insulate an incubator from this
uncertainty. The keys to this are to seek to have the program attain
self sufficiency. That is, generate enough income to pay the
program's operational expenses. In turn, establishing a self sufficient
program is dependent upon generating an adequate stream of income
and minimising on-going costs.

The importance of this point was recently reinforced by the Executive
Director of the NBIA:

"...if we expect to reap the rewards of incubators, and we
acknowledge that these rewards are long-term, then we must
also make our incubators more entrepreneurial. We must do a
better job of developing self sustaining programs; we must give
them a measure of independence and we must structure them
financially to become self sufficient, or at least to minimise
dependence." (Adkins, 1994, p8)

Rice (1992) underpins this point with the findings in his research of
nine incubator programs. He found that the more effort that had to be
expended by the incubator manager in shoring up ongoing operational
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Enterprise
Development
Focus

funding for the incubator, the less the time available for facilitating the
creation and development of new enterprises. Since an incubator
program is often dependent upon the support of state legislators
others have observed:

"the higher the political content of the program, the lower the
entrepreneurial content.” (Adkins, 1994)

The second major determinant of the rate of progress through the
incubator life cycle is how effectively the program focuses on
enterprise development.

Many incubator programs are subject to two conflicting issues; one
operational, the other policy driven. The operational issue is the
polarised forces between real estate and enterprise development.
This has been discussed in some depth above. The policy issue
evident in many programs is between job creation and enterprise
development.

Focusing an incubation program on enterprise development means
ensuring that programs designed to enhance the viability and growth
of enterprises are in place and that adequate resources to deliver
these programs are present. Developing and delivering such a
program is a people intensive activity and to deliver quality enterprise
development outcomes these programs must be closely managed.

June Lavelle, who manages the long running Fulton-Carroll Centre for
Industry incubator in Chicago emphasises the importance of an
enterprise development focus:

"Job creation is a by-product of business development, its not
the product....anybody ought to understand that no one goes
into business primarily to hire people." (Mamis, 1989, p125)

An extract from the National Council for Urban Economic
Development (1985) provides an additional viewpoint:

"Support for home grown enterprises can have both short-term
and long-term results. Short-term outcomes are early-stage
results that may have little apparent influence on the local
economy. For example, a few new start-ups create recognition
that entrepreneurship is possible. This recognition can change
the attitudes of other individuals and perhaps induce them to
start a business.

Although these few start-ups initially employ only a few workers,
they become part of the foundation supporting future economic

growth in the community. When some firms grow over the long
run, say five to ten years, employment multipliers, capital inflow
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Enhancing
Business
Development

Value Adding

Proactive client
intervention

and other development outcomes can have a noticeable
impact.

So while many are interested in incubators as a support
mechanism for job creation, it is somewhat misleading to focus
on the number of jobs created by firms in incubators.
Appreciable impact on local employment is most likely to occur
after a firm moves from a facility into local commercial or
industrial space."

Undue short-term pressure to produce jobs can undermine the
capacity of an incubator program to achieve critical goals such as
financial independence and high quality business development
programs. As well as this, pressures to meet job creation targets can
colour the advice that an incubator manager gives to a client to the
detriment of the competitiveness or even survival of the firm.

As our knowledge about the job generation impact of smaller
enterprises becomes more sophisticated, we are finding that growth in
employment is not evenly spread. Growth in emploment in small firms
is not as a result of most firms employing one more person, but from a
dramatic growth of a few new enterprises.

"A recent study of the American economy 1981-8 found all the

employment growth came from the small and medium business

sector, but 90 percent of the SMEs recorded no employment

growth over that period. Indeed 70 percent of the growth came
from 0.5 percent of the firms (Gollis 1994)."

Enhancing business development programs in an incubator requires
the incubator to build its capacity to:

* value add to its clients; and

e streamline its entrepreneurial development processes.

Building an incubator's capacity to value add is related to two key
parameters, how proactive the incubator is in working with its clients
and, the quality of the people and programs which comprise its
business development network.

Rice (1992 p8,9) states that there are four critical areas which
determine the success of new ventures. These are:

1. The new venture must have an
entrepreneur or entrepreneurial team.

2. The venture must have a product or service to sell.

3. There must be a market for the product or service, or the

entrepreneur must be able to create one.
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4, In most cases the venture must have access to capital or
its equivalent to survive (the almost inevitable) periods of
negative cash flow.

Since most new ventures are deficient in one or more of these areas,
it is the role of the entrepreneur or manager of the incubator to
recognise and act to overcome the deficiencies before problems arise
or cash runs out.

To ensure that the entrepreneur performs this role effectively, the
incubator manager must have a sound understanding of the clients of
the incubator. This can only be achieved if there is a constant
dialogue between client and manager. Much of the manager's time
should be devoted to providing technical assistance, support and
identification of network specialists for particular problems associated
with individual ventures. Unfortunately, a recent review of Australian
incubators found that managers spend only a small proportion of their
time on direct client intervention (Office of Local Government, 1992, p.
13).

In an extensive analysis of three research reports on incubators, Rice
(1992) found that, along with the provision of facilities/services and
access to funding, researchers identified peer networking, networking
by intervener, counselling, and training/education as the most
important forms of intervention.

According to Rice, such intervention may take place at three levels:

. Level 1: Passive environmental intervention
. Level 2: Reactive direct intervention
. Level 3: Proactive direct intervention.

Key findings of the study by Rice (1992) are :

1. For business incubator ventures, passive environmental
intervention remains the dominant form. It enhances the
survival rate of firms by helping participants to conserve
resources and by providing emotional support.

2. Reactive direct intervention is becoming more prevalent
in better managed incubators, with networking and
counselling as the dominant forms of intervention
mechanisms(p. 30).

3. Intervention effectiveness increases with increased
intensity of intervention (p. 109).

Rice concludes that "intervention effectiveness" and incubator
performance can be increased through three general strategies:

1. Optimise the allocation of the incubator manager's time to
maximise the time dedicated to direct intervention in the
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Business
Network
Development

Managing the
network

incubator firms with the highest potential return on that
investment of time.

2. Maximise the intervention skills of the incubator manager,
and by extension the skills of the other interveners that
are brought into the intervention process, through the
networking efforts of the incubator manager.

3. Increase the capacity of the participating entrepreneurs
to be responsive to the intervention process.

An incubator's business development network is one of its key tools
for enhancing both the range and depth of skills upon which it can
draw and hence expand the number of clients to which it can deliver
enterprise development services.

Any individual can only work with a finite number of projects at any

one time and perform effectively. The best measure we can gain of
the number of clients with which an incubator manager can work at
any one time, is by drawing a parallel with other professionals who

work in similar ways with business.

The business development role played by a venture capitalist is most
akin to that of the business incubator manager. (Rice, 1992) In a
study of the roles played by venture capitalists, Gorman and Sahlman
(1989) found that the senior (managing) partners of a venture capital
firm typically spend about half their time monitoring a portfolio of 9
investments; of these, five are companies on whose boards they sit.

The managing partners of venture capital firms are seasoned
business professionals. According to Gorman and Sahlman (1989)
they spend half their time working with their portfolio companies.
Since incubator managers are on average relatively new to their role,
and spend an average of only 10% of their time intervening with
tenants according to a study for the Office of Local Government
(1992), it would appear that a portfolio responsibility of nine firms
would be at the high end of performance expectations for incubator
managers. Since many incubator managers work with 20 or more
clients located inside and outside the facility, an incubator manager
who is intent on value adding to clients has two options: either employ
additional professional staff or develop a business development
network. The selection of a strategy for value adding has obvious
implications for the cost structure of the incubator program.

The significance of relationships in entrepreneurship was well
demonstrated in a PhD dissertation by Lichtenstein (1992). He
undertook an extensive case study of two business incubators to
answer the questions:

1. What is the significance of relationships and how do they
influence entrepreneurship?, and
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Factors
influencing
networking

2. What kind of settings or networks of relationships are
conducive to entrepreneurship and how do we create
them? (p. iv).

His major finding was that "the most important contribution of business
incubators to entrepreneurship lies in the opportunities they provide
for entrepreneurs to interact and develop relationships with other
entrepreneurs, the incubator manager and other individuals
associated with the incubator” (p. iv).

To foster such relationships among firms or individuals, Lichtenstein
(1992) lists nine factors which influence the effectiveness of
interaction. They are:

e Type of businesses. Similar industries can lead to pooled

arrangements, while complementary industries provide opportunities
for collaboration to produce greater outcomes. Both
types can lead to interdependence.

. Personal characteristics. These include the willingness
and ability to collaborate and the background or
experience of the collaborators.

. Stage of development. More direct intervention in early
stages of development, tapering off to indirect
intervention and support when tenant firms are more
mature.

. Critical mass. There must be a sufficient number of
individuals, whose needs and interests intersect, in
order for certain types of interactions to emerge.

. Space. The further people are separated from each
other the less the frequency of interaction. The space
utilisation of the incubator environment must be
considered in forging relationships.

. Forums. Both formal and informal workshops, forums,
seminars, lectures and demonstrations in which
entrepreneurs and others can meet are critical for the
development of relationships.

. Norms and attitudes. The collective standards to which
individuals are expected to conform.

. Network positions. The informal roles particular people
occupy to promote linkages among participants,
regulate relationships, develop shared visions, etc.

. Time. It takes time to develop individual relationships
and network relationships. They do not happen
overnight and require the proper conditions for
development (Lichtenstein, 1992, p.28-33).

Lichtenstein sees enormous developmental potential in well managed
networks. The outcomes of his research indicate two important
implications for incubator management;
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First, development programs should be designed to create
relationships of interdependence rather than transactions or
relationships of dependence. There are examples of successful
programs built on this principle but they are few and far
between, largely because this point has not been understood
and incorporated into the program design.

Second, for incubator managers in particular, the findings of this
research suggest that more emphasis should be placed on
creating opportunities for entrepreneurs to develop relationships
than is currently done. The concern with real estate
management, although critical in many cases for financial
survival, drains resources away from business incubation.
Incubator managers must begin to understand how the
developmental benefits entrepreneurs receive through
relationships connect to successful utilisation of technical and
managerial assistance. Finally, incubator managers must learn
how to manage the nine factors that promote networks of
relationships in an effective and efficient manner. (Lichtenstein,
1992, p. 120).

Research conducted on "sponsorship” and the survival of new
organisations reinforces Lichtenstein's assertions about the dangers
of incubator client dependence.

Flynn (1993) states that, in the earliest stages of development of a
new firm, sponsorship blocks out external environmental threats.
Sponsorship is considered to be most effective in these early stages
since the firm is most open to intervention and impressionable. The
balance of knowledge is clearly in the sponsor's favour. However, as
the firm matures it benefits decreasingly from the buffering effects of
sponsorship since it must expose itself to the competitive and
environmental factors inherent in competing for customers, raw
materials, capital and labour.

Incubator managers must be aware that both positive and negative
outcomes are possible from sponsorship:

. sponsorship buffers organisations from environmental
pressures and minimises the opportunity for
organisations to recognise that they need to adapt;

. sponsorship can expose new firms to inappropriate role
models such as bureaucratic decision-making
processes;

. as organisations mature in a sponsored environment, it

is necessary that they match their technical capability
with an administrative core, prior to graduation;

. if an organisation is sponsored, some of the knowledge
necessary for survival may remain with the sponsor;
and
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Entrepreneur
Development

. in later stages of a sponsored organisation's life-cycle,
the ability to effectively compete for scarce resources
can be severely undermined by an incubating
environment artificially inflated with resources.

The implications of this for the incubator manager is that sponsorship
(or incubation), without a complementary focus on helping to create
self organising systems within new organisations, may result in an
over-dependency on sponsors; and this may ultimately make the
incubator client more vulnerable.

Information on the findings contained in a forthcoming report on small
business education and training provide an underpinning rationale for
the mode of intervention preferred by best practice business
incubators.

Coopers and Lybrand have conducted a survey, commissioned by the
Industry Taskforce on Leadership and Management Skills, into the
perceptions of small business operators about small business
education and training in Australia.

It showed that small business operators had a number of difficulties
with education and training and were suspicious of claimed benefits,
reluctant to return to a classroom setting and were keen to gain
immediate returns. The reservations they had led them to seek
advice from informal but less knowledgeable sources.

"Most training available to small business operators was too
general, too formal and did not offer ongoing counselling. Most
was provided by the public sector which did not often revise or
target its courses for specific industries or businesses at a
particular stage of development. The problem was that the
more targeted, more relevant courses preferred by small
business operators would be seen as too expensive...

The survey showed that, in ideal circumstances, small business
operators preferred training to be related to specific problems,
to be tailored to the client's needs, to encourage action learning
and peer group learning and involve a discursive learning
system rather than a passive one." (Porter, |. 1994)

Best practice business incubators avoid the "general" and "formal"
modes of small business training offered by many small business
agencies by customising training to the specific needs of a client,
offering in-depth counselling over an extended time frame and by
structuring the training to have firms reinforce their learning by
applying it in their business. The nature and scope of the learning is
often set by the need to achieve short-term milestones linked directly
to financial and other goals in the client's business plan.
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Chapter Three

Methodology

This project is designed as an ethnographic study. The data were
gathered in a qualitative study of the processes by which best practice
business incubator programs deliver added value to their clients.

The analysis looks in-depth at a eight case studies of business
incubator programs to provide detailed appreciation of program design
and incubator operations. This choice of research design is justified
on the basis of the proliferation of studies with larger sample sizes
reporting statistical interpretations of an incubator population. It was
felt that these studies had tended to hide the important differences
that exist between incubator programs and did not provide a good
platform for highlighting the creativity and ingenuity evident among
better managed programs.

Given that the research is intended to provide incubator managers
and their stakeholders with an insight into practices that can assist
them to enhance the development of their tenants and clients, it is
important that a good degree of detailed "how to" information be
supplied.

This study was based on field interviews conducted by the author in
the United States and in Australia during 1993. The interviews, and
supplementary information provided by incubator managers during the
author's visit, form the core of the research project information on
which the case studies are based. The case studies look in detail at
the interactions between the incubators and their clients.

The objective of the research was to learn more about how best
practice incubation programs are designed, managed and
implemented.
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To be eligible for consideration as case study candidates, an
incubator program must have met the following criteria:

. in the US

- operational at least six years
- population of graduates
- show innovation in their approach to business incubation

. in Australia

- operating for at least four years
- graduates

- indicated by peers or program administrators to be the
strongest examples of the incubator model in that state

Candidate incubators each included some of the elements of best
practice management derived from an analysis of the literature. The
in-depth examination of each of the case studied incubators against
the principles for best practice incubator management derived from
the literature led to the definition of significant additional principles.

In the US, suitable incubator programs to be case-studied were short-
listed on recommendations from the Executive Director of the National
Business Incubation Association, Ms Dinah Adkins, and Dr David
Allen of Ohio University. Dr Allen's research experience in the
incubator field including recent in-depth reviews of state wide
incubator programs in Ohio and Pennsylvania provided a sound
starting point for targeting best practice candidates. Further,
applications under the NBIA's annual "Incubator of the Year" program
were reviewed to help validate the final choices.

The eight incubator programs represented a small but diverse sample.
They included three programs with university affiliation in US. The
Australian sample set was also diverse with three non profit
incubators and a private sector enterprise that is managed along
similar lines to a business incubation program.

Preliminary briefings on US incubators was provided by Dr David
Allen, Assistant Vice President Technology and Economic
Development, Ohio University and Ms Dinah Adkins, Executive
Director of the National Business Incubation Association. Historical
information on incubator programs to be interviewed was sourced
from the extensive resource base held by the National Business
Incubation Association.
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The incubator programs which were studied as part of this report are:

United States

Centre For Business Innovation
Enterprise Development Inc
Genesis Technology Incubator
SPEDD, Inc.

Australia

Canberra Business Centres
Midland Enterprise Centre

Sydney Business Enterprise Centre
TCG

The above case studies are set out below at Attachment A.

Interviews with the business incubator managers were conducted on
the incubator site in each instance, except in the case of TCG. The

TCG case has been reviewed by Dr John Matthews of the Industrial

Relations Research Centre of the University of New South Wales.

35 Chapter Three



36

Chapter Four



Chapter Four

RAPID LIFE-
CYCLE

Analysis

In Chapter Two, a number of principles of best practice were
established for business incubators developing competitive growth
businesses which could deliver value and benefits to the economy.
These principles have now been tested against the findings in the
case studies at Attachment A,

The literature also identifies that the capacity of an incubator program
to "make a difference" to the business performance of its clients
distinguishes the best incubator programs from the rest. The case
studies highlight how this can be achieved through the development
and implementation of best practice incubator management
techniques.

Based on this analysis a detailed framework for best practice
management of business incubators has been established.

Chapter Two indicated that best practice in incubator management is
dependent on two key issues. Firstly, on an incubator moving through
its life-cycle rapidly to the stage where it is actively working with its
clients to enhance the performance of their businesses. Secondly,
best practice is dependent on the effective delivery of value added
business development services to incubator clients.

The findings of the case studies will now be analysed against these
two broad key issues.

The achievement of a rapid life-cycle time is on one hand dependent
upon the incubator program being designed to achieve self-sufficiency
and on the other, on developing a coherent program focused on
enterprise development.
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Self
Sufficiency

The term self sufficiency, in the incubator context, means that the
operational expenses of the program are more than covered by the
income generated by the incubator. These expenses typically include
items such as the salaries and related on-costs of incubator staff,
office expenses, utilities, rates and charges and any lease, rent or
mortgage expenses related to the incubator building.

In projecting self sufficiency, it is regarded as most desirable for the
operating expenses to be covered by "core income". That is to say,
income which is least variable and most reliable, such as the rent and
service fees that incubator tenants pay. A reliance on highly variable
forms of income to cover operating expenses, for example, those
generated by royalties or equity held in tenant and graduate firms,
would be regarded as a risky strategy. Rather, non core income, less
certain than rent and service fees, should be regarded as the cream
and used for discretionary expenditure only.

The self sufficiency of an incubator program is an important issue from
a number of perspectives:

. if stakeholders wish to build an incubator program of
some quality, then having discretionary income which
may be reinvested in the further development of the
incubator and its programs is essential;

. the capacity to generate discretionary income will be an
attractive feature when stakeholders are attempting to
secure the services of a skilled chief executive and
other key staff;

. perhaps most importantly, when an incubator is self
sufficient, the chief executive will not have to spend
time seeking financial and political support for the
program, thus allowing a more intensive focus on value
adding to client firms;

. just scraping to get by, or operating at a loss with
significant time spent on politicking and proposal
writing, communicates inappropriate messages to
tenants and prospective tenants

- the incubator is not being run as a viable business. This
provides a poor role model to tenants.

- a reliance on government funding or benevolent
foundations may communicate a mendicant mind-set to
tenants.

- with common knowledge of the tenuous financial status
of the program, tenants could focus on securing short-
term cost benefits from the incubator at the expense of
seeking a higher value added relationship more aligned
with the central role of enterprise development.

These factors all point to an incubator beset with such problems being
unresponsive, or at best reactive to tenant needs, thus leading to an
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Well Executed
Planning

under-performing group of tenants, further undermining the likelihood
of the incubator achieving self sufficiency.

Self sufficiency is foremost the product of well executed planning at
the outset of incubator establishment, together with injecting some
entrepreneurial creativity in generating a diversity of income sources.

Dr Robert Meeder, President of SPEDD, Inc. manages 18 incubator
facilities and has conducted many feasibility studies as a consultant
for groups interested in establishing new incubator programs. In 1993
he prepared a feasibility study guide which is published by the
National Business Incubation Association.

"The major reasons why a feasibility study is important are the
following:

. 1 The process can be used to forge a consensus
among key civic leaders and organisations regarding the
definition of the type of incubator that best serves the
community's needs and to identify the proper stakeholders and
managers for the program;

. 2 The process can become the catalyst to
motivate participation by a number of local resources that can
provide facilities, equipment, human resources, funds,
competitive offers that produce better prices, etc. that otherwise
might not have contributed;

. 3 The establishment of this process is the best
method for generating creative ways to overcome obstacles.
Someone once said "Strategy is the Springboard for Creativity."

. 4 A proper feasibility study includes the
completion of a facilities and service program business plan;

. 5 Solicitation of most federal, state and local
funds requires a feasibility study;

. 6 After more than ten years of growth in the
incubation industry, there are many examples of programs that
have made critical errors in such areas as facility selection,
governance structure, and formation of value-added business
assistance programs. These errors are numerous enough to
demonstrate the importance of a feasibility study that identifies
the best practices and avoids the patterns of error;

. 7 Many political leaders, local business owners,
and other civic leaders have just enough knowledge about
business incubation to be dangerous. Conducting a feasibility
study should include substantial community education.
Otherwise, the project begins with hidden confusion as key
people, attempting to do good things, base their decisions on
an incorrect or incomplete concept of incubation that is out of
step with their colleagues' concepts and with the informed
practice of the incubator industry;
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. 8 Many incubation projects are conceived and
developed by local leaders before the incubator manager is
identified and employed. The feasibility study is a valuable
document that records the early history and activities of the
project enabling the succeeding staff and board to have a
reference point from which to work;

. 9 It is important to make contact with a number
of successful incubator programs in communities that are
similar to yours. There are enough programs with more than
three years of operating experience to permit you to identify
several from which to learn. Their experiences - good as well
as bad - from development to operation, when combined with
the wealth of information that the NBIA has accumulated on
contacts, research, and recommended practices, should
significantly reduce your margin for error and increase the
productivity of time spent on the study; and

. 10 A proper feasibility study will help you to avoid

two “classic errors": a) The temptation to accept the worst

building in town. b) The temptation to treat your management

assistance program as something that will take care of itself

with a few referrals for business plan assistance and a few
office practice services." (Meeder, 1993, p3-4.)

From the rationale set out above, the process for conducting a
feasibility study can no longer rely on real estate issues to generate its
conclusions. Rather, it must be driven from the perspective of value
adding to clients. Hence, a simplified framework for an ideal feasibility
study should look more like the following approach:

. 1) characterise in some detail the nature of the clients to
be targeted by the proposed incubator;

. 2) set out the specific value added services that will be
required by these clients in the management and growth of their
enterprises;

. 3) define the attributes and qualities required of the
incubator management team to be recruited to develop, deliver and
coordinate the incubator program, including the delivery of 2 above;

. 4) set out the costs implied by the management services
and the salaries and on-costs and other related expenses of the
incubator management team;

. 5) define the dimensions and projected cost of an
incubator building (and land) that can, at 67% occupancy, generate
sufficient cash flow from rent and service delivery to pay for the
expenses of the incubation program. That is, the incubation program
will be initiated on the basis that it is financially self supporting;

. 6) set out an expected rate at which the occupancy of the
incubator will move towards full house status; and

. 7 define any short term operational subsidy required to
tide the program over until the 67% occupancy stage is achieved. In
most circumstances this should be achieved in less than two years.
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The key question in the feasibility study is: given the targeted
clientele, how large a program, that is how many tenants are needed,
to support the costs inherent in the management team. The "how
many tenants" variable relates to the rate at which the facility will
produce core income from rent and service fees.

This approach may be contrasted against the building driven
approach. All too often incubator developments are driven by the
acquisition or lease of a building prior to the stakeholders developing
a detailed understanding of the new firm market, target clients and
incubator costs.

The merits of the seven step approach set out above are:

. it is driven by a client focus;

. it requires an in-depth understanding of the needs of
the proposed target clientele;

. the cost structure of the program is established
principally by the nature of the services to be delivered
and the process for delivery; and

. a conservative estimate of income is used

- on the basis of income source - rent and service fees

- it is recommended that break-even be calculated at 67%
occupancy to ensure an adequate margin for variation in
rent and predicted market demand.

This feasibility framework allows incubator stakeholders to seek an
outline of the few simple key assumptions in constructing the
feasibility study, thus allowing a creative scenario to be established to
ensure the ultimate viability of the incubator program.

If predicted rent and service income cannot be made to achieve
break-even due to certain "givens", for example a poorly maintained
building, contaminated site, target clientele who cannot pay market
rate rents, then other parameters in the equation may be varied such
as introduction of an annual subsidy or consideration of lower
management cost options. However, each of these decisions will
have important implications for what the incubator will ultimately
achieve.

While the above approach may have merit for those organisations
considering the establishment of a new incubator program,
organisations managing an existing program will be more interested in
how they might act to improve their existing income base. Diversifying
income sources provides incubator programs with the tools to tackle
some of the hard problems such as inappropriate real estate or
sources of funding drying up.
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Diversifying income sources in a services focused program means
being more entrepreneurial in defining incubator strategies and
moving decisively away from the "landlord" mode of operation.
Options that may be explored for income diversification include:

redefine services such that they can be sold Incubators
broadly perform two functions. One is to lease space;
the other is to offer services such as shared office
facilities and management advice and information.
Existing incubator services may be "repackaged" or
new services developed into a suite of income earning
products. This point is discussed in some detail under
Networking when the SPEDD PASSPORT? Program is
reviewed at Attachment A.

screening tenants more effectively Most incubator
managers find that a proportion of tenants refuse to use
incubator services and cannot be encouraged to try
them. This element of the tenant population may pay
their rent but do not add to the income generated from
incubator services. Incubator income from services
could be maximised by ensuring that tenants who are
recruited are likely to make use of the services. An
incubator manager could approach this issue by
emphasising or investigating the willingness of a tenant
to participate in the service programs during the
process of tenant screening. More prescriptive
mechanisms might encompass the inclusion of a
minimum monthly level of service use as an element of
the lease;

clients, not just tenants If incubator programs develop
an income earning capacity by offering services to their
tenants it may be possible to expand the income able to
be generated from such services by offering them to a
broader range of "clients" rather than just to tenants.

To maintain coherence, clients are considered to be
firms located outside the business incubator which meet
the criteria set by the incubator for entry to their
program. Both SPEDD, Inc. and the Centre for
Business Innovation have taken this step with services
they offer and have developed a significant "non tenant”
strand to their business activity. Enterprise
Development, Inc.has expanded its training and
conference capability to become a self supporting
business and has "spun-out" several other cost centres.
Cleveland Enterprise magazine, for example, is an
independent venture which makes its own way by
writing principally about EDI run programs and events.

repackage services for new market niches Incubators
can reconfigure the services they offer to meet the
needs of new or under-serviced market niches. Sydney
Business Enterprise Centre has creatively repackaged
its articulated training, screening, business advice and
incubator services and space to outplacement
consultants working to redeploy people from large
organisations. Some redeployment candidates may
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have the appropriate skills and experience to develop
themselves a new job by becoming self employed.

One important point to consider is the desirability of developing
income earning activities which are directly related to the mission of
the incubator, not tangential to it. The desirable outcome is a mutually
reinforcing relationship with the core enterprise development thrust.

Each of these techniques is predicated on the incubator developing a
range of services beyond real estate that will be valued sufficiently to
have clients willing to pay for them. In turn this assumes, that given a
set of quality services, the incubator personnel will be able to
successfully deliver, or arrange the delivery of, the services and that
the clientele will be in a position to pay for them. This ideal state of
affairs may not always exist. In such instances, where the viability of
the incubator strategy is in question, sponsors may be called upon to
supply an on-going subsidy in order to maintain incubator operations.

The second strand to achieving a rapid incubator life-cycle is
designing the incubator program to focus on enterprise development.
Five strategies should be considered in seeking to enhance the
enterprise development focus of an incubation program. These are:

e prioritising incubator roles;

. assembling the incubator team;

. main streaming enterprise development;

. tenant selection and screening; and

. devoting management time to working effectively with
clients.

In focusing on enterprise development, incubator stakeholders and
managers must effectively translate strategy and intention into actions.
This means ensuring that the implications of an enterprise
development focus are present in the design of the incubator initiative
from the outset. This requires the setting of clear operational priorities
and ensuring that the balance of time spent by the incubator manager
with clients or developing tools for enhancing clients growth, such as
networks and review panels, is appropriate.

Further, to ensure this clarity of focus, the incubator and its
management should have a significant weighting in their annual
performance review rated against the enterprise development
outcomes they have produced.

The Centre for Business Innovation (CBI), for example, has translated
their clearly stated vision, mission and objective into a coherent
approach which directly measures the value of the incubator program
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to its clients in terms of its own survival. That is, CBI earned income
is directly linked to the rate of growth and development of their clients
via the royalties and equity positions that CBI receives in lieu of rent
and fees for service. This, in turn, is linked to the quality of CBI clients
as exhibited by their growth patterns and the judgements of the
financial marketplace as to the attractiveness of such investments.

Further, the CBI incubation program is designed to maximise their
stake in a royalty and equity income base. Most advice and
assistance is delivered in-house with only occasional recourse to
external professional assistance. This ensures that CBI both justifies
the royalty and equity positions it holds in a client firm and looks after
its own interests by contributing to the creation of value.

To help create additional value, CBI has adopted a very interventionist
business development program. This is resourced, in incubator
terms, by a large professional staff, together with a strong student
internship initiative developed in conjunction with CBI's stakeholder
university. Each client is matched with at least one student intern.

CBI establishes a three person "business development team" for each
client in their portfolio. The business development team works with
each company to see that clear and quantifiable milestones are
achieved.

The CBI program illustrates the importance of coherent program
design principles. Each program design element is in-step with other
elements and the ultimate achievement of the Centre's objectives.

The quality of the personnel involved with all aspects of an incubator
program such as its operations, including its board of management, its
staff, mentors, advisers, business network and student interns, all
influence the enterprise development capacity of an incubator.

People selected to play a role with a business incubator should be
selected on their capacity to either enhance the operation of the
business incubator itself (as a business enterprise) or to make a
contribution to the business development of the incubator's clients.

The ability to attract and maintain the interest of suitably skilled and
experienced individuals is effected to a significant degree by many of
the fundamental program design decisions made at the outset of
developing a business incubator. For example, the quality and likely
growth rates of tenants, the size of the program and its influence in its
community, whether a proactive business development role is
envisaged and the quality of existing board members or management
personnel will all have implications for the type of people that will
choose to participate in, or devote time to, the program.
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The CBI and Genesis programs, for instance, have used the support
for their incubator by the president of their local university to assemble
and maintain the high quality of their boards of management and
subsidiary operating committees. EDI has used both its university
connection and its sponsorship by a business dominated committee in
its community to attract some of the best performing business leaders
onto their Board. With the additional credibility that this provides the
program, people of outstanding quality have been secured to fill the
programs' management roles.

An incubator manager's time can be spent most effectively if the
program under management is sharply and coherently focused.

However, it is common for incubator programs to be set multiple tasks.
For example, in Australia the incubator model has been adopted most
enthusiastically by state and federal government employment
portfolios, with incubators being established as a tool for job creation
and the development of micro-enterprises. However there are
grounds, in light of the emerging understanding on best practice in
incubator management, for questioning whether making these issues
the primary objective is compatible with best practice incubator
development.

To maximise the entrepreneurial content of the incubator program it is
important to separate the programs designed to advance social
objectives from the economic development function of the incubator
delivered through its central value added management services.

Choosing whether or not to participate in the delivery of social
programs, such as those related to the creation of jobs, is ultimately a
strategy decision by the incubator's board of management. If the
board chooses to divide the incubator's attention from the main task of
enterprise development then there should be a sound reason for
doing so. One effective justification could be that the social initiative
may include components which could be additive to the enterprise
development mission of an incubator. However, it must be
emphasised that being paid a fee to deliver the social program is not,
on its own, a sufficient reason to agree to divert time and other scarce
resources to tasks other than the incubator's core enterprise
development role. This point is developed further later in this Chapter
when the segmentation of a client portfolio is discussed in some
detail.

A request for assistance from a tenant might be an easy way to justify
expenditure of management time, however, the mere receipt of a
request for assistance does not necessarily mean that this will be the
most effective use of the manager's time. An incubator should have a
global overview of its clients and where management assistance can

45 Chapter Four



be provided to best effect.

Just as an investor must manage the proportion of funds between
cash, stocks and real estate investment instruments to generate the
best returns while avoiding excessive risk, so an incubator manager
should review his or her allocation of time across various clients to
generate the best returns for the incubator.

The incubator manager is presented with a time investment
OportfolioO which contains three parameters:

. which incubator clients are likely to generate the best
outcomes from the investment of incubator manager
time;

. what form of intervention is most appropriate for each
client; and

. an incubator manager can only work intensively with a

maximum of about six clients at any one time.

This incubator time management equation implies that an incubator
manager is fully conversant with all relevant information about the
business prospects of each incubator client and is able to
meaningfully rank clients in terms of both their likely response to
intervention by the manager and the manager's ability to bring to bear
the required assistance.

More than a passing familiarity with the general business status of an
enterprise is required to help make the correct intervention decisions.
This requires a comprehensive business plan which serves to guide
the strategic development of the client in question.

Without a comprehensive business plan drawing together all the
threads of a business, no verifiable source of information is available
upon which strategic investment decisions can be based. Without a
coherent strategy, the incubator manager will be relying upon other
people's opinions, a weak position from which to make critical
decisions. The business plan provides a road map which identifies
the firm's position and allows it to select a road to growth. After all,
fundamental strategy theory suggests "If you do not know where you
are going, any path will get you there." The business plan also
provides the information that an incubator needs to make its initial
screening decisions and help prioritise the clients to which most
management time should be devoted.

Each of the Genesis Program, CBI and TCG have exacting entry
criteria which excludes all but the best motivated and highest potential
enterprises.
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The initial indicator of a highly focused program is the screening
process that a program requires its prospective client to negotiate.
CBI subjects proponents to a matrix analysis which evaluates the
status of each potential client according to the stage of development
of its management team and how advanced the product development
process is. CBI has adopted criteria very similar to those used by
seed venture capitalists in identifying prospective investee
businesses. Their ideal client is one which is likely to be a future
candidate for venture capital investment.

CBI has established a system which includes weekly reporting to
clients on the status of tasks, identifying who is responsible for tasks,
when they must be completed and what criteria the completed task
must satisfy. This weekly information provides clients a confirmation
of the amount and nature of the work being performed for it by CBI.

At monthly intervals, CBI meets with clients to review progress against
clear, measurable milestones, usually set three months in advance.

In turn, these three monthly milestones are related to the milestones
and objectives which appear in each client's business plan.

Thus, due to the intensive, hands-on mode of working with its clients,
CBI has an intimate knowledge of not just the apparent financial
performance of the firm, but inner operational workings of the
enterprise. This detailed understanding of a firm's progress places
CBI in a strong position to judge how strongly a firm is growing and
what prospects it has for generating returns to the incubator.

The Genesis Technology Incubator has established a rigorous
screening process which over an eighteen month period received 54
applications and endorsed only three for entry.

Genesis Director, Samuel Pruett, submits the prospective tenant's
business and technical plans for review by experts on the University of
Arkansas staff. Only after positive feedback is received on both
commercial and technical aspects is tenant status granted.

To assist in monitoring the progress of clients, Pruett has established
an Exodus Committee comprised of financially literate people drawn
from the private sector. Members of the Exodus Committee also help
tenants with the graduation process by ensuring that they are robust
both financially and operationally prior to exiting the Genesis program.

Self sufficiency or assured funding over an extended time frame is the
most effective tool for freeing up incubator management time for
working with clients. This is true since the debilitating and time
consuming tasks of shoring up financial and political survival are
obviated.
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Incubator Managers can also generate more time for working with
incubator clients if they partition some of the lower value added, time
intensive tasks to be performed by someone else. Tasks that are a
strong candidate for this type of action include the real estate issues
including rent collection, maintenance, fit out and shared office
services.

Techniques for partitioning the lower value added tasks include:

. identifying a suitable tenant to undertake these tasks

- this option is adopted most often in the case of shared
office services when a secretarial services firm takes on
the role of reception, switchboard, mail handling , word
processing etc;

. contract out the work

- maintenance and fit out are commonly contracted out,
however, the management of this activity can still intrude
on incubator management time to a significant degree;

. arrange for a sponsor of the incubation program to
deliver the service

- one of the stakeholders in the incubation program may
be the principal of a real estate enterprise who could
contribute in-kind support by taking on the rent collection
responsibilities;

. train a donated or other staff member to perform the
role

- the incubator manager is usually selected for their ability
with respect to business development and advice. Real
estate management is not the highest and best use of the
incubator manager's time and not often a task in which
such a person has any experience;

. share people who perform similar roles amongst
several incubation programs

- where incubator programs are located within adjacent
regions, a number of incubation programs may be able to
pool resources and share the costs of much of the real
estate related work; and

. restructure the base relationship with clients to
eliminate rent collection

- eliminate rent collection by gaining payment for incubator
services through other means such as royalties or equity.

Each of SPEDD and CBI have focussed on the issue of increasing the
efficiency with which they treat building and incubator operations
issues such as rent collection and fit out. However, both are special
cases. SPEDDOs network of 18 incubator sites provides it the
economies of scale to have a specialist unit look after buildings and
operations related functions. A member of the SPEDD management
team and a small group of salaried staff perform maintenance and fit-
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out tasks across all sites, and, with the aid of the one administrative
staff member resident at each site, administers billing and payments
for rent and services.

CBI has its Director of Accounting perform most of the incubator
operations role. However, CBI is moving away from rent revenue as a
form of income and even though it still has a few remaining "tenants"
its attention is focused more towards servicing its “clients" needs.

Midland Enterprise Centre has structured its shared office services so
that they can be delivered by a secretarial services firm. The principal
of the firm performed the role of personal assistant to the initial
manager of the Centre. Now she has been formally employed by the
Centre as operations manager on a full time basis.

While real estate issues were shown to be time consuming activities
for incubator managers (Office of Local Government, 1992, p13) so
too were non incubator responsibilities. Together, real estate and
non-incubator responsibilities, on average, eroded almost three
guarters of incubator management time. Avoiding or minimising these
time traps should be a significant part of the design of an incubator
initiative, thereby allowing the incubator manager to spend more time
with clients and developing tools to enhance the intervention process.

Turning now to the second key issue for best practice incubator
management: the effective delivery of management services which
value add to incubator clients. Successful delivery of value added
management services is dependant upon three parameters:

« building the capacity of the incubator program to enhance
business development amongst its clients;

. the processes at an incubator's disposal to attract
prospective entrepreneurs as clients and help facilitate
development of each client business venture; and

. the highly targeted approaches to business
development selectively applied by best practice
incubators in working with their best clients.

Two strategies have been employed by business incubators to help
build capacity for enhancing business development in their clients:

¢ building an incubator's internal capacity for delivering value added
management assistance; and

. developing and managing business assistance
networks.

Many incubator organisations seek to leverage their lean
management resources by building a business development network.
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This approach can help keep costs down while retaining the ability to
value add. This is discussed in some detail below. There are
circumstances however, where an incubator may choose to
concentrate its value adding capacity in-house.

Building the internal capacity of the incubator program relates to
ensuring that there are sufficient staff of adequate expertise on the
incubator payroll to deliver value added management assistance.
There are be a number of incubator program design implications in
deciding to deliver value added management assistance and advice
primarily through incubator employees.

The CBI Case Study illustrates these design issues very clearly. CBI
directly employs a staff of four professionals and three administrative
staff in addition to its President, Mr Robert Sherwood.

CBI bases the cost structure of its program on the delivery of a high
value adding approach to business incubation and has chosen to
deliver this largely with in-house expertise. The costs implied by
having a critical mass of business development professionals on-staff
is significant. To justify the scale of on-going operational costs due to
staffing, it would be expected that the outputs generated by the
program would need to be significant.

CBI has developed an integrated set of management services which it
applies to its client firms. CBI makes a conscious effort to ensure that
it is placing most of its resources and attention with clients who are
going to grow most rapidly. This topic is raised at each CBI staff
meeting by asking "are we putting most effort into the best client?"
This is an essential discipline for CBI since its earnings are derived
directly from client success in terms of enhancing growth in its sales
and increasing the valuation of the client company.

The value added management programs developed by CBI are
structured along the same lines that you would expect a traditional
venture capitalist to adopt. However, CBl's predominant forms of
investment are time and management expertise rather than equity
capital.

As could be expected from a venture capitalist, CBI's initial actions
with a client are to intervene in establishing the "people" aspect of the
business venture, while helping refine the strategic and business
plans of the client. CBI helps assemble a balanced management team
which embodies the skills and experience necessary to succeed in the
identified target market. In addition, CBI establishes an advisory
board for each client to further supplement the skills base available to
each client. Most importantly, however, an advisory board also brings
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management experience to the venture initiation and growth
management phases for the client.

CBI's strategy has delivered it a portfolio of impressive high growth
companies. It is projected that the income derived from equity and
royalties in these companies will enable CBI to become self funding in
the medium term. CBI has secured long-term support from its State
Government and University to allow it to pursue this strategy.

Another example of an innovative approach to generating internal
business development capacity is TCG's network. TCG has
developed an internal network among the 24 firms which comprise its
constellation of enterprises. Inter-trading between firms that comprise
the TCG network provides the glue that binds the firms together for
mutual benefit. In addition to the strong inter-trading culture, TCG has
developed a model for financing the start-up of new ventures based
on the financial performance of the group. This provides new
ventures and TCG with a mechanism for growth not matched
elsewhere in the Australian capital market.

Where an incubator manager is an expert in the entrepreneurial
process, he or she is usually able to assist clients a great deal with the
issues that need to be faced during the start-up process. An
experienced incubator manager has been through the start-up
process many times with many of the same issues arising each time a
new venture is launched.

As ventures mature, however, their needs evolve. General
information on generic business concepts becomes less valuable to
the client while industry knowledge and market specific issues
become most critical to firm survival. For example, during the start-up
process, a client may find general information on how to set prices for
goods or services useful. However, later in its development the
venture will seek information on, say, the price sensitivity of buyers for
its product in its market niche under prevailing industry conditions,
where the product offers a number of innovative features over that
offered by a competitor. The incubator manager would be expected to
be conversant with general approaches to price setting but would in all
probability have no appreciation of the detailed industry specific
information. It is not possible for any one person, or even an
incubator manager, to be an expert in every product/market area.

One effective approach that incubator managers use to supplement
their own skills and fields of knowledge is networking to others who
hold greater expertise in a particular area. Networking itself is a skill
that can be acquired and developed as an important part of the
incubator manager's skill set.
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Used judiciously, networks can also supply the incubator manager
with significant additional resources for client interaction and value
added management assistance.

Four major approaches offer themselves for consideration in building
effective networks. These include:

e organisational design and affiliation;
. entrepreneurship education and training;
. student interns; and

e personal contact.

The need to establish networks to support and add value to the
entrepreneurial process is one factor which should influence the
selection of stakeholders to participate in the initiation and further
development of an incubator program. Therefore, in establishing the
board of management of an incubation program or subsidiary advisory
boards, and in selecting the organisation to act as host to the
incubator, it is important to consider which organisations have an
existing commitment to fostering entrepreneurship or could be a
valuable resource if they were to develop such a commitment.

One way to develop a solution to this design issue is to base the
incubator in an organisation with well developed community networks
relevant to business development, such as an economic development
organisation or university. In the case of a university, it is an
advantage if it offers entrepreneurship education and training, such as
in the case of EDI's linkage to the Weatherhead School of
Management at Case Western Reserve University.

Some incubator programs use their boards of management as
sources of advice for their tenants. Others feel that the best use of
senior people's time is directing the management of the incubator
program and so they choose to establish subsidiary advisory boards.
The subsidiary advisory boards may be established for specialist
purposes.

For example, Genesis has established an Exodus Committee which is
made up of private sector people largely with financial management
expertise. The purpose of the Committee is to assist the Director of
the incubator in analysing the financial performance of tenants. In
particular, the committee also has responsibility for smoothing the
path for enterprises as they graduate from the Genesis program. The
Exodus Committee also helps Genesis avoid any prospect of client
dependency on the incubator or University by ensuring that the client
moves towards graduation with a structured approach that ensures it
is well prepared to operate independently.
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One other approach that has been adopted by Genesis has been to
build close relationships with organisations who work with small
business such as the Service Corps of Retired Executives (SCORE)
and the Small Business Development Centre. Due to the strength of
the relationship between these organisations and Genesis, the
services these organisations ordinarily supply to small business
clients can successfully be delivered to entrepreneurial organisations
within a framework supplied by Genesis. Genesis helps establish the
framework for business development through its business planning
and monitoring functions and calls on SCORE and SBDC to help
supply components of knowledge to help complete the business
development jigsaw for particular tenants.

In direct contrast to the network oriented approach, CBI has structured
itself to deliver as many of the value added management services as
possible from internal resources, in order to effectively service the
royalty and equity positions they hold in their clients. The implications
of this are that CBI must maintain a much larger professional staff
contingent in order to service client demands. CBI has sought only
limited recourse to networking. CBI has leveraged its internal capacity
to deliver value added management assistance principally through the
use of student interns from the University of Missouri.

Midland Enterprise Centre has also associated itself with a number of
organisations, both private and public sector, who deliver services to
small businesses. The relationship established by Midland with its
clients is more laissez faire than the other organisations represented
in the case studies. The Midland tenants are routinely responsible for
initiating approaches to these organisations themselves. It is the fact
that these service organisations are co-located with the tenants that
encourages the firms to make use of their services.

Educational programs concerned with entrepreneurial development
inevitably involve a heavy reliance on practitioners and professional
business advisers for their delivery. Such programs are an ideal
forum for seeing the teacher or mentor in action with an
entrepreneurial audience and, for example, assessing the rapport that
builds. Such programs provide an ideal opportunity to source new
talent for an incubator business development network or advisory
board. EDI has used this technique to great effect through its array of
workshops, conferences, training programs and recognition events.

If the educational program were structured to be an entrepreneurial
outreach initiative, then the incubator could possibly kill two birds with
one stone. The program could be used to develop prospective clients
while also auditioning possible new members for the business
development network.
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Another important slant to the issue of entrepreneurship education
and training, as a mechanism for enriching incubator networks, is the
critical role that can be played by student interns. Student intern
programs seem to be quite common in the United States. They are
conspicuous by their absence in the Australian scene.

In the most common form of incubator/intern relationship, interns are
drawn from a variety of disciplines including journalism, law,
communications, business disciplines, engineering, the sciences and
computing. Typically, the interns who worked in the incubator
programs studied were graduate students, or less often, senior
undergraduates.

Although most intern programs were staffed by University students as
outlined above, the Genesis program had developed an innovative
approach where it had worked with the local community college to
develop an entrepreneurship course. Students who participated in the
course were then offered the opportunity to round out their
entrepreneurial education by working in an operational entrepreneurial
venture.

This approach has a number of inherent advantages. Students were
working on a "for academic credit" basis with work experience
contributing to their assessment. This also has implications for the
cost to the incubation program of "employing" student interns. Where
academic credit is an element of the reward package for the student,
payment for student work could usually be restricted to vacation
periods. Students had already self selected to undertake the course
on entrepreneurship and therefore are motivated about the
entrepreneurial process. This obviates the need for an extensive
screening and evaluation programs evident in some other student
intern programs to ensure an appropriate quality intern.

The Centre for Business Innovation accords sufficient importance to
its student intern program to spend significant time and effort in
attracting the best student talent. To this end CBI has developed a
formal marketing program including a brochure extolling the virtues of
an internship experience at CBI. CBI has one student intern per
client.

EDI has also developed some creative approaches to encouraging
competition amongst students for places on its internship program. To
achieve this EDI markets the prospect of free attendance at some of
its most practical and highly reputed marketing training programs for
growth companies. The positive feedback on the quality of the
learning experience afforded the students on the otherwise expensive
program ensures that there is a significant waiting list for internship
positions at EDI.
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Personal
Contacts

Network
Orientation and
Training

The assembly of a business development network may also be
achieved by drawing on the range of contacts held by the incubator
manager and incubator stakeholders as well as referrals from these
contacts.

It is important to ensure that the skills profile of people available to the
incubator through its management and staff, its boards or
organisational affiliations is managed to provide a spectrum of the
essential skills required in the entrepreneurial process. One way
incubators can achieve this most readily is to actively nurture the skills
and experience available within their network.

Over time, networks require management and maintenance, to
replace the skills of people who are unable to maintain their
involvement in providing advice, or to acquire new skills in an area of
expertise needed by incubator clients.

Unfortunately, people with the appropriate skills and experience to
provide value added management assistance to growing enterprises
are not always readily available. Communities will find that the
availability and sophistication of these skills will depend significantly
on the "entrepreneurial climate" operating in their region. It is also
true that inappropriate people within an incubator business advice
network can significantly undermine the credibility of the incubator
program. Indeed, Rice (1992, p67) indicates:

"To try to guard against poor performance by network members
it is important to consider how aspiring service deliverers can
be screened, inducted into the incubator network so that they
fully understand the context and likely impact of their advice,
and develop the quality of their business advising over time."

The above statement implies that these issues are under the control
of the incubator manager. Some of the incubator case studies in this
document use advisers predominantly sourced from other
organisations' networks. Without a clear common understanding
between the organisations and mutually realistic expectations, it may
be difficult to manage the quality of the services delivered.

Screening of prospective network members can be achieved through
a number of different approaches. Once an operational network is in
place, one of the most effective selection mechanisms is to rely upon
the recommendations of existing top performing network members.
Without such a reliable recommendation, an incubator may have to
resort to the standard personnel selection procedures of reviewing a
Curriculum Vitae and discussing the anticipated role with the
candidate's referees.
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Some of the most regularly occurring situations which require caution
when screening prospective network members are approaches from
consultants seeking to quickly bolster their client base and people who
may have business expertise and experience developed solely in
large business. Such people may be unable to translate their
knowledge and experience to make their advice and
recommendations relevant to newly established growth business.

Canberra Business Centre's network of business advisers consists of
over thirty people. Initial interest was stimulated in the Centre's
activities through two small articles in the ACT's daily newspaper, the
Canberra Times. Julian Webb the Centres' Manager takes particular
interest in vetting any individuals who wish to join the advisory
network. He, together with one of the more experienced advisers,
interviews the potential network member. The skills and personal
attributes of the applicant are taken into account prior to testing their
mettle on one of the regular review panels with two experienced
network members. Their performance under these managed
conditions helps form the decision on whether or not they should be
admitted to the network.

Sydney Business Enterprise Centre (SBEC) goes out of its way to
build the quality of its business advisory and mentorship services.
Each person who is part of the business advisory pool is an honorary
Associate Member of the Centre. Through this, the business advisers
receive complementary entry to all Centre membership functions and
delivery of the SBEC networking materials such as the Membership
Directory and Newsletter.

SBEC also provides training and development for its business
advisers. One of the most experienced staff members has been
designated a coordinator and plays the role of communication hub
amongst the advisers and mentors. Quarterly business adviser
functions are held in which training and development issues of
particular relevance to business advisers are covered.

In addition to this, the pool of advisers has been integrated into all
aspects of the operation of the SBEC. Initially, for example, mentors
were compartmentalised into only being involved in providing advice
to businesses which had already been accepted into SBEC programs.
On some occasions the mentors were being delivered businesses
about which they held serious misgivings. The upshot of this was to
involve mentors in the full life cycle of the tenant firms, from screening
to graduation. This means that network members now participate in
each program on offer at SBEC, including pre-screening of business
concepts, participating in selection panels and sitting on pre-start
enterprise review panels.
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The Network
Life-cycle

Just as businesses and incubators can be discussed in terms of their
life-cycle, an understanding of the development and operation of
entrepreneurial networks can also be enhanced by setting out a life-
cycle construct.

When an entrepreneurial business advice network is initiated it
consists of a loose affiliation of people who have an interest in
assisting the growth and development of new firms. The existence of
the incubator, and its strategic directions, helps provide a focus which
encourages the loose affiliation to be transformed into a team. Like
most teams, the objective is to bring together people who specialise in
certain tasks in such a way that the network too performs more
effectively than the sum of its parts. Best practice approaches
indicate that the team metaphor should be extended to include the
designation of a "coach" to help generate the benefits of teamwork.

People in the incubator network are requested by the incubator
manager to perform tasks individually, for example providing
mentorship to one firm, or in a group say, making up an assessment
panel or advisory board. The incubator manager may choose to take
the opportunity to work with members of the network so that a sound
understanding of the people in the network, and their area/s of
expertise, can be developed.

Initially, the skills required by network members might relate to the
needs exhibited by the earliest tenants in the incubator ie., principally
to an appreciation of the start-up process, business and strategic
planning, as well as early issues in finance, accounting and marketing.
Later, tenants are likely to seek assistance in establishing their
business systems and in sourcing and interpreting more detailed
market and technology-specific information. So it will become
necessary to draft additional skills to the network.

As the incubator manager becomes more familiar with the skills and
experience of the people in the network, and the services most in
demand from the tenants, the manager will play a role in seeking new
network members to fill any skill gaps in the team which may become
apparent. In addition, some network members will find that they
cannot continue with their commitments to the incubation program.
This will also necessitate the search for new talent for the network.

In seeking to bring new talent to the incubator network it could be
expected that there may be quite a distinction between the skills and
experience of practiced network members and the newcomers, with
respect to intervention with new growing enterprises. This disparity
could provide the motivation to introduce the screening, induction and
training initiatives to enhance network processes.

57 Chapter Four



Figure 1: A Network Life-Cycle Model
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Four distinct phases of this life-cycle are evident:
. finding network participants;
. developing the "team" attributes of the network;
. generating processes for screening, inducting and
training for network members; and
. ensuring a full complement of skills are available within

the network.

Dr Robert Meeder, the President of SPEDD, Inc. has developed a
significant innovation in the management and development of
incubator networks. He has developed the SPEDD entrepreneurial
network to the stage where it is a proven tool for marketing SPEDD,
enabling SPEDD to grow its business, generating significant income
and facilitating the incubator moving into higher value added aspects
of business development.

SPEDD has developed the management of a number of separate
incubators into the management of an "incubator system”. The
SPEDD Passport Program? can be characterised as having developed
over four identifiable steps.

Step One Incubator staff and the entrepreneurial network deliver
services to clients as outlined in the above life-cycle.

Step Two The services are analysed, broken down into their
constituent parts and repackaged as "products”. The product definition
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process includes developing a product description designed to
communicate effectively with an entrepreneur, a clear statement of
outcomes delivered by the product and the definition of the amount of
time needed to purchase the product and its price. Related products
are developed into articulated sets, with products early in the set
leading to the more sophisticated products later in the set.

Step Three The collection of products is defined as a system which
can be refined. Additional products are added and poorly used
products retired from the system. New people are inducted into the
system, trained in how to deliver existing products and encouraged to
put forward suggestions on how the system might be improved. The
Passport Program? is constantly redeveloped to include the most
effective sets of products.

Step Four The system is deliberately managed to facilitate the
transition of incubator management away from delivering introductory
products. The aim is to maximise the "value added" delivered by the
incubator management team through the delivery of more advanced
products. That is, members of the network are encouraged to deliver
more of the products thus allowing the incubator management team to
focus the majority of their time and attention on managing the system,
developing new products and delivering the higher value added
products. Thus, the definition and management of such a system
provides the flexibility necessary to allow incubator management to
move up the value added chain of services offered by the network.
Network members deliver the products within a managed environment
which is designed to entrench quality.

The definition of a "systems approach" to operating a network has a
number of advantages. By arranging products in articulated sets, a
form of screening process is naturally generated by the system. That
is, as clients progress through the basic products to those delivering
higher value added, those firms that exhibit the best growth
characteristics and ability to respond to the products are naturally
disposed to taking on the next product in the set, or graduating to a
new, more advanced set of products. Ultimately this leads to the best
firms getting the most attention and time with incubator management.

This innovation in network management provides a powerful tool for
enhancing the ability of the incubator to generate value added for its
clients. The life-cycle construct set out in Figure 1 to help describe
the development of the conventional form of incubator network is also
a useful tool in showing how it might be possible to introduce a
network systems approach to reorient the management of an existing
incubator network.

Figure 2: Innovation in Network Life-Cycles
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The definition of the Passport Program?@ has facilitated a paradigm
shift in the value added which can be generated from incubator
entrepreneurial development networks. As shown in the life-cycle
diagram in Figure 2, the system developed by Dr Meeder extends the
capacity of the network to deliver value added to incubator clients.
The Passport Program? has enhanced SPEDD's capacity to engage in
both deal making and deal shaping with its clients and at the same
time has enhanced SPEDD's income generating capacity by freeing it
to concentrate its efforts on the highest value added elements of
enterprise assistance.

Delivering value added is dependant in the second instance on the
processes that an incubator develops to capture prospective
entrepreneurs and facilitate the development of their business
ventures.

Information can be transferred between organisations in a number of
different ways producing varied results, both in terms of the
effectiveness of the information transfer and the usefulness of the
information.

A simple framework for the information transfer process is proposed
below. It consists of three components which relate to the
development of organisational learning by incubator clients:

. information transfer;
. knowledge transfer; and
. personnel transfer.
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Information transfer may be considered equivalent to a training
program and transfer under these conditions is relatively poor.
Knowledge transfer can be likened to a more interactive exchange
such as an interactive workshop or advisory board. The quality of
organisational learning under this process is more effective than under
the "information transfer" mode. Personnel transfer consists of
introducing new people to bring required skills to a client firm. The
result is the transfer of deep learning and understanding in the skill
area to the client. Examples of personnel transfer in the case studies
includes recruitment of new management personnel, the use of
student interns and the intensive role of business development teams
at CBI.

The case studies demonstrate that :

. at the information transfer level, education and training
programs are used by best practice incubators to attract
client candidates and to enrich their business
development networks.

. best practice incubators have devoted significant
energy towards developing applications of knowledge
transfer and personnel transfer to enhance the
performance of their clients.

. One of the principal methods employed by incubators
seeking to encourage entrepreneurship in their region is
to run entrepreneurship education and training
programs. Such programs, to be successful, require a
strong applied orientation with practicing entrepreneurs
(rather than business school academics) responsible for
delivering much of the course content. It is usual with
such programs to also use professional business
advisers along with the entrepreneurs to supply focused
information in one on one counselling sessions as part
of the educational approach.

The people who patrticipate in delivering the training and mentorship
can be ideal advisers for incubator tenants and other rapidly growing
firms.

Enterprise Development, Inc. (EDI) has developed the
seminar/conference/training program for entrepreneurship and related
areas of interest into an art form. In addition to operating annual
thematic events such as the North Coast Growth Capital Conference,
EDI also runs conferences which pitch their subject matter at
important entrepreneurial issues of the day. These programs attract a
great deal of interest from intending entrepreneurs as well as other
growth oriented enterprises. This provides EDI an excellent marketing
forum as well as an opportunity for prospecting for new
adviser/mentor/trainer talent.
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Targeted
Action

EDI has taken this process a number of steps further by running a
high profile annual recognition event, the Weatherhead 100. The
event is structured to highlight the achievements of their region's 100
most rapidly growing firms. Its targeting is finely tuned to the market
segment to which EDI pitches its services - small rapid-growth firms.
As a result of this initiative, EDI accumulates valuable information,
generates outstanding contacts, and reinforces its nodal position as a
provider of services to growing firms.

The third strand to delivering value added is the development of highly
targeted approaches to business development, selectively applied by
best practice incubators in working with their best clients.

In Chapter Two, Rice's analysis of current practice with respect to
incubators working with their clients was discussed. He identifies
three levels of intervention:

Level 1: passive environmental intervention;
Level 2: reactive direct intervention; and
Level 3: proactive direct intervention.

This intervention model is a convenient way of characterising the
relationships that develop between an entrepreneur and an incubator
manager. According to Rice, passive environmental intervention does
not require a direct relationship between the two parties. Instead the
incubator manager provides an environment and the entrepreneur
chooses how to use this to best effect. Level 1 intervention can
include facilities, shared services and peer networking among tenant
companies.

By comparison, direct intervention, in both its reactive and proactive
forms, requires a direct relationship between the entrepreneur and the
incubator manager.

Direct intervention manifests itself in two major forms: counselling by
the incubator manager and networking to external sources of
expertise. With respect to the reactive form of direct intervention Rice
states (1992, p 110 - 129) that:

"there are several flaws in the practice of reactive direct
intervention which suggest that a more proactive approach
could be effective:

. First, the process is generally initiated by the
entrepreneur. This required the entrepreneur to
recognise the potential value of initiating the intervention
and to take the initiative. Since frequently the objective
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Selectivity

of the incubator manager is to use counselling as a
catalyst for change, he will challenge the entrepreneur's
way of doing things. As the entrepreneurs' experience
with direct intervention accumulates, he or she may resist
the challenge and the change and be less likely to initiate
the intervention process;

. A second flaw in the one shot reactive intervention
process is the orientation toward short term problems or
crises; and

. Third, this style of intervention does not typically move

the venture toward addressing the long term need for
developing a complete management team and for
oversight through a competent board of advisers."

Proactive direct intervention requires the incubator manager to put in
place measures to assess the status of the company, establish clear
strategy and goals, set achievable, quantifiable short-term milestones
and monitor the performance of the company against these.
Proactive intervention often involves the injection of extra personnel
through such tools as advisory boards, business development teams,
student interns, mentors etc to assist the firm to resource its part of
the intervention process.

Rice indicates (1992, p 30) the literature shows that proactive direct
intervention is largely non-existent although some signs of
experimentation exist. Further, amongst the sample of nine
incubators he included within his survey sample, he found little if any
evidence of proactive direct intervention.

However, three of the incubators case studied in this report (CBI,
Genesis and SPEDD) show that they operate well developed
proactive direct intervention systems. The characteristics of these
proactive direct intervention systems are that they:

. are highly selective;
. include intensive review and analysis;
. identify and monitor clear quantifiable milestones which

are set as an element of a tailored business
development program;

. encourage organisational learning through knowledge
transfer via people inputs; and

. facilitate capital acquisition to underpin the actioning of
the business development strategy.

The selectivity issue, in particular, is worth exploring in greater depth
since it sets the scene for incubator success. Incubators in the cases
use five generic techniques to enhance the selectivity of their business
development programs:
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Screen

Monitor

Segment

. screening of prospective tenants to select the most
appropriate businesses to become tenants;

. monitoring tenants to identify what actions the incubator
might take to facilitate or assist growth;

. segment the tenant population and choose to work
intensively with those tenants which exhibit most growth
potential;

. structure a program to allow self selection by tenants

with those showing most potential progressing to higher
levels of intervention; and

. establishing a rigorous "deal hurdle," the structure of
which, selects firms with the right character for success.

While each of the incubators in the cases screen the businesses that
approach them for tenancy, the screening program undertaken by
Genesis illustrates a best practice approach most clearly. The
Genesis approach is centred around the review of technical
documentation and a business plan defining the proponent's business
venture. Genesis arranges for both a technical and commercial
assessment to be conducted by suitably skilled and experience
academic staff from the University of Arkansas. A firm is admitted
once consensus exists that the firm qualifies for Genesis against
clearly articulated selection criteria.

The business planning that takes place during the screening process
at best practice incubators sets strategy and business goals and
provides a sound starting point for the setting of near-term milestones.
CBI business development teams and advisory boards use three
month milestones and weekly status reports between the incubator
and entrepreneur to track progress. CBI experience indicates that
longer-term goals (set at yearly intervals, for example) are too abstract
and distant to be an effective management tool.

CBI staff meet regularly to discuss their portfolio of clients. One of the
key questions asked during such meetings is: "are we spending the
most time with the best firm?" Rice and CBI advocate the use of a
matrix to help prioritise their allocation of resources amongst clients.

Rice (1992 p 145 - 149) advocates that it is important to clearly define
the nature of the clients sought by an incubator program. Prospective
clients are assessed for four critical business success factors. These
are:

. management;
. product/service;
. market; and
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. finance.

An analysis of the maturity of the firm against these four dimensions
will provide the incubator manager with the necessary insights to
categorise client companies. This is set out in Figure 3.

Figure 3: Client Selection Matrix

Source: Rice (1992) p 146.

This matrix allows the incubator manager to determine which
prospective clients to accept and reject. Importantly, the matrix also
provides a valuable tool for ranking tenants with respect to allocation

Level of maturity of the firm with
respect to critical success factors

ih o]
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to meet
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of the
incubator
o IV: Anchor lll: Long Shots
Tenants

of incubator staff time to providing assistance.

Superstars are those firms with the greatest desirability with respect to
financial investment. The product or service is fully developed, the
product is ready for an established market and the company is fully
staffed with an experienced and competent management team.

Up and Comers are the firms which deserve the most focused
attention from the incubator. They have sufficient current or potential
competitive advantages to qualify as potential Group |: Superstars.
However, they have significant weaknesses or deficiencies that
prevent achievement of their full potential.

Long Shots are firms that might make it past incubator entry criteria
with the presence of potential competitive advantages, but the
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Self Selection

Deal Hurdle

Deal Making and
Deal Shaping

entrepreneur fails to make the advantages materialise. Further, the
entrepreneur may not recognise the deficits that must be overcome
and may not have the capacity to overcome them even if they were
recognised.

Anchor Tenants are firms which are mature in terms of the operation
of their business in that they require little or no proactive intervention
assistance from incubator management. They provide the incubator a
stability in cash flow from rent and may provide services to other
incubator clients.

SPEDD's hierarchical array of Passport Program? products helps
screen out those firms which are less capable. Only those firms with
growth attributes progress to take part in the most advanced products
within the Program. Such products commit SPEDD and the
entrepreneur to intense interaction and constitute the highest value
added contribution by SPEDD.

TCG requires prospective entrants to establish the commercial
viability of their venture at its outset. This is achieved by structuring a
deal which serves to finance the new product development phase for
the firm. This approach also has the benefit of establishing a strong
link with a lead user, that is, a large and demanding customer. The
implications are that if the technology is delivered on time and to
specification, the project will achieve initial sales. This triangular deal
structure, including a prospective large end user of the new
technology, helps TCG validate its selection of new TCG member
firms.

Perhaps the most direct and tangible contribution that an incubator
can make to a client company is to assist it or participate with it in a
business transaction.

With a client company in pre-venture or early start-up stage, an
incubator is in a position to use its better developed business skills to
pull together a business deal which provides its client company with a
short term goal and much needed cash flow.

There are a number of different deal-making roles in which an
incubator may participate. These roles include:

. bringing the skills and resources to help develop a
critical component of a venture;

. assembling a venture; and

. participating in a client's business to help generate
sales and growth.
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Venture
Components

Prospective incubator clients often present themselves with the core
of a good concept for a business venture that has one or more
significant weaknesses. Such ventures may be accepted by an
incubator in spite of such flaws because the incubator is in a position
through its knowledge and experience, or access to this through its
network, to overcome the problem to deliver a strong and viable
enterprise.

Examples of this role are common within the cases.

EarthCare Systems Inc came to Genesis with a good concept for a
composting business. Its technology consisted of a cocktail of
microbes which it used to inoculate compost materials to significantly
accelerate the composting process. Genesis, through its linkage to
the University of Arkansas, helped transform a good idea into a
business system.

The University helped to identify the conditions and species of
bacteria which for defined compost raw materials would give optimal
composting results. As a result of this analysis, a University research
centre worked with the company to design and construct an
"agricultural scale" machine protected by patents, that provides the
company the capacity to convert large tonnages of material into
compost. Local Authorities in the US required the system to have the
capacity to treat significant tonnages of material prior to considering
its purchase. Thus, Genesis made a critically important contribution to
EarthCare Systems becoming a viable business by helping to develop
the venture's technology to meet the needs of the company's clients.

Capital acquisition is an important element of any business. Most
incubators give some attention to assisting tenants to build a
relationship with a local bank and help them to effectively present their
case for being granted a loan. However, incubator programs have
also adopted a far more pro-active stance to assisting clients to
capitalise their ventures. This includes assisting clients to access
government programs to support research and development.
Genesis, for example, has an outstanding record in helping to attract
SBIR Program grants. Similarly, TCG companies have a strong track
record in securing GIRD grants and in using the 150% tax incentive
for R&D to good effect.

Beyond this, however, the Centre for Business Innovation and TCG
have regularly secured tranches of funding for their clients from other
sources. In the case of CBI, this has included venture capital. In the
case of TCG, funds have been secured from corporate backers who
would be significant users of the product being developed by the
capital seeking firm.
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Assembling a
Venture

Participating in
the Business

The experience, relationships and resources that incubators bring to
the capital acquisition process can make a significant contribution to
their clients. Such incubators use this knowledge to advise their
clients on establishing the appropriate configuration of business which
is most likely to be received well by targeted backers.

The skills and industry experience of a venture's founder is one key
attribute held as an important indicator of the likelihood of success of
a business venture. CBI maintains a CEO database to assist
businesses to develop a strong management dimension to their
venture. One example of the usefulness of this database is recorded
in the Centre for Business Innovation case study. The vignette
discusses the initiation of a company known as MorningStar
Interactive Corporation.

The CBI MorningStar and TCG ILID vignettes illustrate the proactive
deal-making and deal-shaping stance that incubators can take where
they consider that the business rewards are likely to be significant. In
both ventures, a new technological concept spurred the assembly of a
new venture, largely developed by the CBI and TCG management
respectively. Itis likely in the absence of the deal-making knowledge
supplied by the incubator in these instances that the technology would
have remained "on the shelf* and that a new venture would never
have formed.

It is pertinent to contrast the level of value added contributed by
incubators under these circumstances with that of the "landlord" model
incubator which provides space, shared office services and little else.

SPEDD's Passport Program? contains an articulated set of value
added management services which is purpose-designed to encourage
the most developmental and responsive clients to participate in the
proactive services designed by SPEDD for intensive client interaction.

SPEDD has evolved its Passport services to the stage where through
its TRADEMAKER Program? it assists its most advanced clients to
make sales, explore new market territories and enter international
business.

The value added management inputs delivered by the incubator
derives significant returns for SPEDD which generates income
through fees and royalties.

The above examples provide a snapshot of the types of value added
relationships that have been developed between incubators and their
clients. Appropriately configured incubator programs can make a
significant contribution to business formation and development.
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Best practice in incubator management results from firstly,
establishing an incubator so that it may rapidly move from a real
estate focus at start-up to a business development focus and
secondly, by enhancing the capacity of the incubator to "value add" to
the business development of its clients.

Summary

The operational mix of each incubator facility will vary since its
regional context, entrepreneurial climate, nature of its stakeholders
and their objectives, clients, and the skills which it can assemble to
apply to business incubation. However, within this mix, a number of
common parameters influence success.

The incubation programs which value add most effectively will be
those that adopt a pro-active business development stance based on
a sound appreciation of the business needs of their clients. The
characteristics of pro-active direct intervention systems will be
developed further in Chapter Five.
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Chapter Five

Conclusion

In Chapter Four the best practice approaches to incubator
management were identified and discussed. It is important to
emphasise the interrelatedness of these elements of best practice
incubator management. It is generally not possible to select one
element of best practice and implement it in isolation from other
elements. Success in incubator development therefore depends to a
significant extent on how the incubator program is designed and the
way in which the interrelated elements of best practice are assembled.

If the industry in Australia is to mature, it will be necessary to develop
a sufficient number of business incubators based on these design and
management principles.

PROGRAM How each incubator program is designed has critical implications for
the rate at which it travels through the business incubator life cycle,
DESIGN . L .
and its ability to make a value added contribution to its clients.

National and international experience, based on the case studies,
shows that best practice in business incubator management means:

. concentrating on enhancing the capacity of the
incubator program to contribute to the business
development of its clients rather than focusing on real
estate operations; and

. adopting a pro-active business development stance, as
opposed to merely responding to client requests.
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The capacity to become pro-active in business development is largely
set by how a business incubator is set up initially. As Dr Matthews
states in his case on the TCG group:

"It is a general rule that the origins of an organisation profoundly
mark its subsequent evolution and modus operandi.”

This report suggests that an incubator program should design its
business development strategy as the key element in its feasibility
study. Business development capacity in an incubator, especially if
this is to be delivered with any aspirations towards quality, is not a
cost-free activity. Frameworks for assessing the feasibility of business
development centred incubation programs are discussed in Chapter
Four.

Meeder (1993, p38) makes this point particularly clearly:

"You would be surprised to learn how many self-styled business
incubation programs opened for business without asking
themselves if they were really an incubator. Granted, there are
many variations to the definition of a business incubator.
However, every definition must include the requirement that a
business incubation program provide value-added management
assistance to the entrepreneur. Too many business incubation
programs fail to establish their niche in the community as a
service provider.

A centre with adequate facilities but no tangible service
program is hard pressed to justify an identification as a
business incubator. The service program with a relatively
comprehensive management assistance portfolio of services is
essential.

What is a business incubator?

. a facility is not enough.
. a facility with below market rent is not recommended.
. a facility offering just shared office practice services and

equipment is not enough.

. a facility offering management assistance services via
referral to other service organisations is not enough.

. a facility with a list of tangible office practice services,
management assistance, and technical services (some
by referral and some delivered directly) is beginning to
warrant the label "business incubator".

The definition, organisation and implementation of your service
program is more important than you