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Methodology

Overview

This study of Norwegian incubators was started in October 2000. The origina question was whether
Norwegian incubators would be disintermediated. Astheinitid planning got underway, it became clear
that a current sate of the industry (and its characteristics) must be known before one could determine
the viability of the industry. Consequently this paper evolved to be A Guide to the Status of the
Incubator Industry in Norway, including some comments on the disintermediation question. The
project was conducted in four phases that overlapped intime.

Phase | - Background research

Thefirst phase of this study started with the question: what is an incubator? At the outset this seemed
likeafairly straight forward question, but it quickly became clear that the definitions of INCUBATOR
were ether too genera, encompassing everything from consulting firms and venture capitdists that
ever gave advice to an entrepreneur, to shopping malls’; or they were so redtrictive that they excluded
many companies that considered themselves incubators.

In addition to defining incubators, focusin this stage was aso on tracking down academic and public
sources regarding incubators and their business practices. The bulk of this material came from studies
conducted in the United States, though other sources (for example from the UK, Denmark, Norway,
and from the OECD) were dso reviewed. No significant discrgpancies existed between the United
States materia and the non-United States material. However, the vdidity of the application of
Incubator Best Practices/Critica Success Factors developed in the United States, to incubators outside
of the United Statesis defended in the body of this paper.

Phase |1 - Polling and interviewing

To determine what dements were critica in defining a Norwegian incubator and the types of incubator
models existing in Norway, phase two involved the identification and polling of companiesin Norway
which either considered themselves, or were considered by others, to be incubators. "Incubators' were
identified through Internet searches, trade paper searches, aswell as discussions with diverse personsin
both the private and public sector in Norway.

Once an incubator was identified, direct contact was attempted before sending a questionnaire by e
mail. In casesin which live phone contact was not possible, voice mail and email were user to explain
the project. By directly contacting individuals at the incubator, it was hoped that both the number and
the quality of responses would be higher than if such contact had not been made. Whether or not this
tactic was effective was not measured.

Phase two was subsequently expanded toinclude alimited number of interviews and/or polling of other
actorsinvolved in the crestion of new businesses - 5 Venture Capitalists NCS)Z, 2 lawyers, 3
journaligts, 1 palitician, and a handful of Norwegian entrepreneurs both in Norway and outside of
Norway. Idedlly, more VC's and entrepreneurs should have been polled, but since they were not the
focus of the project, per se, time and resources were necessarily dlocated in favor of collecting
incubators information. The extent to which V Cs provide startup assistance, and their satisfaction with
incubation models could be the subjects of their own studies. Similarly, entrepreneurs satisfaction with
the startup support services they receive from various sources would make an excellent project, though
such aproject would be far more ripe two to three years from now.

Pheselll - Andyss
Phase three was the collation and analysis of the data collected in phase two. The results both
summaries and raw data: can be found in Appendix I1.

! For example, one of the interviewee's definitions of an incubator was. "An incubator isan
organization which shares resources and thereby promotes new and growing businesses." While this
definition is correct asfar asit goes, a shopping mal meetsthis definition, but certainly isnot an
incubator.

2 Nearly 20 VC sources wereinitidly identified for polling, but because it was not possible to get the
attention of many of these VC's, despite repeated telephone calls and/or e-mail attempts, the number
actualy polled was only 5, and of these only 3 responded.



Phase I V- Writing and editing
The find phase of the study was the writing and editing of this report.

Throughout al of the phases, there were ongoing discussions, feedback, and brainstorming sessions
with Arve Magy of the incubator eScienza. While the content of our didogue is never directly quoted,
it provided the foundations for new aress of exploration and greetly assisted in identifying gppropriate
contact persons. Magy's contribution particularly, along with the contributions of dl other partieswho
havesharedt heir time and knowledge for this project, has been greatly appreciated.

Thisreport is, of course, areflection of the materia available during time period in which it was

written. If the writings of the popular press are an indication of treatises to come, it islikely that, within
the next 18 months, additional sources critical of incubators will become available. Itisdso likely, that
with in that sametime frame, some of the incubators mentioned in this paper will ceasesto exist;
equally, thereis little doubt that others will spring up. Thisreport is not meant to be completely
exhaustive, but rather, asthetitle states, A Guide to the State of the Incubation Industry in Norway.

Consolidation and Summary of Data - Criticism of Chosen Methodology

A summary analysis of the data reported, and the following listed supporting documentation, can be
found in Appendix 1:

- Compilation of raw data

- Summary and Contact details for each incubators

- Tableover client surviva rates and incubator opening year

- Blark copiesof questionnaire used

Severd problems became obvious when attempting to compile the raw datainto percentage statistics,
not the least of which was small sample size. Additionally, because the incubators slf -reported, it is
suspected that consistency errors exist due to both language interpretations and question interpretations.

While most Norwegians have avery good command of the English language, interpretations may vary
because of differing skill levels. Thus questions may have been understood differently by different
respondents simply because of trandation variations. However, no metric was in place to control for or
verify trandation variations.

Digtributing the questionnaire in Norwegian may have reduced trandation variation, however, it would
not have overcome the additiona "interpretation of the question” problem which isinherent in salf-
reporting. Question four, for example, was understood - without further explanation- by only 4
respondents. Some respondents answered the question correctly after additiona explanation, while
others till did not answer it correctly. A large group Smply skipped it. Consequently, question four has
been eliminated from the study because of the obvious unreliability of the result.

Similarly, there was aminor problem with question two. One incubator queried whether "management
for hire" would fal under "Assistance advice on: ...Critica Personnd" or ""Resource Management
Assgtance'. Consequently, whether other incubators offer *management far hire", and/or how they
would have denoted it, is unknown.

Both the language and question interpretation problems could be overcome by using an interviewing
technique instead of a questionnaire, or better till acombined polling method (both questionnaire and
interview). However, the drawbacks of such methods potentially include interviewer bias, increased
cog, and lessflexibility for the respondents as to when they will respond. Thislast point is highlighted
by the fact that more than one response was returned viae-mail well after business hours. Had an
interview been required, it is doubtful that some of the respondents would have found time to devote to
an interview during reasonably extended business hours.

Source Material

See Appendix V1. Not all websites, and magazines thet were reviewed during the study are listed.- only
those which are referred to in the body of the paper or provided critica foundation material.



Introduction

When this study was started in October of 2000, the United States technology stock market wasinthe
midst of a crash, ending a decade of steadily skyrocketing stock prices. Daily, one could find articlesin
the United States press not only about dotcom companies delaying 1PO's and going bankrupt, but also
about the incubators who had large sharesin these dotcom companies and were suffering the
consequences. Below is atranscript from a CNN/FN report which gppeared on CNN Internationd on
25 October®

Tom Bogdanovich (CNN/FN reporter):
"Experts say consolidation among incubators is bound to pick up. The recent crash has put
many firms out of business and incubators under pressure.... Money thrown at web companies
during the pre-crash euphoria has dried up; so experts say that those [incubators] that will
survivewill have to shift strategy.”

Sharon Coor (Lehman Brathers):
"The window is closed and therefore there will likely be some consolidation. Exit strategy has
to shift from one of taking the company to PO to actudly taking the company to trade sde
potentially, or making further investmentsin that company over alonger period of time."

Tom Bogdanovitch:
"That meansinjecting more cash into start-ups from the very beginning, creating agenuine
track record of performance and attracting good dedlsin the future..."

Through out the autumn of 2000 it was clear that consolidation was dready occurring among United
States incubators. CMGl, one of the largest incubator companies, had announced restructuring of its
portfolio to reduce the total number of majority owned companiesto a core of 17* | deal ab, which had
aready postponed its own |PO once, withdrew its PO and announced drastic cuts.

This crash was no surprise to industry experts. Though in January, 2000, United States incubators were
being hailed as afantastic new businessmode, by April, Forrester Research® was d reedy warning of
problems that ultimately materialized in late summer, and continue today.

In Norway, the experience has been little different. Though Kapitd's"Investorguide” reported
positively on new incubatorsin VVol. Nr. 6/2000°, by Vol. Nr.14/2000, the attitude from Kapitd's
"Finans' was more negetive: one incubator that was started in February of 2000 and had managed to
raised capital, was "put on ice".” Similarly, Incubator.no was also put on ice before it was properly
launched in April of 2000. Nevertheless, planning for new incubators continued and many opened as
planned.

Why incubators are started

In Norway, asin the United States, incubators have been and are being crested by the private sector,
public sector, academic ingtitution, and/or corporations. “Highly adaptable, incubators have different
gods:. to diversify rural economies, to provide employment for and increase wealth of depresses (areas)
and to transfer technology from universities and major corporations.” 2 In the “new economy”, many

3 Didogue from atelevision news report on Incubators, which appeared on the program CNN/FN on
CNN Internaitonal on 25 October. Copyright Cable News Network, 2000.

4 Regan, Keith. 2000. CMGI to Regorganize, Narrow Focus. [Onling] E-Commerce Times. Available
at www.ecommercetimes.com/newsartic es2000/000908-5.shtml , downloaded Oct.20, 2000.

® Parker, Andrew. 2000. European Incubators: Watch for the Shakeout. The Forrester Brief, March 31,
2000. Forrester Research Inc.

® Renni ngen, Runar.2000Rugekasse for nettgriindere Kapita nr. 6/2000:114-115.

" Forest, Morten de la. 2000. Seeyou later incubator. Kapital nr. 14/2000: 42-44.

& NBIA’s “Incubation Industry Information”. [Online]. National Business IncubationAssociation.
Available at www.nbia.org/info/history.html, as downloaded 11/03/00.




incubators have been started with aview of cashing in on the Internet wave and/or to develop
technology for the next generation of mediaand services.

With the private investors, the hope of making money may bethe only reason given. In the public
sector, however, it may be dressed in words like " stimul ating the local/region economy”, "providing
jobs', etc.. For academic ingtitutions the key phrases are "outlet for student ideas’, "commercidizing
research” and "prestige". Corporations with spin-offs link incubation with "survival" and " increasing
share holder vauefor the future”. Irrespective of whether the beneficiary is adirect investor, aregiond
community, academic ingtitution, or corporate shareholders, the smple truth is that the primary motive
for starting an incubator isto create vaue- financia or otherwise.

Norway is riding the third global wave of incubators

Though afew individua incubators existed prior to the 1970's, the growth of incubators globally can
be seen as three waves: pre-internet period (primary development in the United Statesin the 1970s-
early 1990s); the period around the globalization and hype of the internet business development (early
1990sto late 1990s); and the post- "internet bubble" (beginning in 1999 and continuing at present).

Commercial incubators started appearing in the United Statesin the late 1970's and early 1980's
(though the first is reported to have been started in Batavia, New York in 19599). Many of these first
incubators had attachments to universities, or grew out of government or industrial research facilities™
Some, however, began as regiona rejuvenation ventures set on revitalizing communities suffering from
economic blight™*

During the early 80's two clear strategies emerged for the crestion of incubators: the physical (real
estate moddl) and the business development model. The first model aimed at providing new businesses
with low cost physical facilities so that the business could focus on expanding operations, personnel,
and markets. These incubators were generally |located in renovated buildings and warehouse spacesin
low rent areas. "The incubator's success was defined in terms of leased space, and in terms of the
entrepreneur's ability to meet monthly expenses.”

"The second strategy was a more conscious attempt to build companies- that isto leverage resourcesto
help companies grow.... Although providing space was till important, the focus was on developing
firms. "3 The second strategy was pursued by investors and universities and government agencies
wishing to capitdize on and commerciaize their research developments and inventions.

® Chinsomboon (for more about Chinsomboon and reference to his paper, see note 30 below ) mentions
two additiona incubators that were started before the Batavia, New Y ork incubator. He reports
"incubators have been around since 1942, when Student Agencies Inc. ...began incubating student
companies. In 1946, the first incubator outside the student community was created by American
Research and Development (ARD), started by MIT President Karl Compton and severad MIT
aumni..." Chinsomboon's source for thisis an unpublished Ph.D. dissertation by Charles Ziegler,
"Looking Glass Houses: A Study of Fissoning in an Innovative Science-Based Firm", Brandeise
University, 1982. Since this source was not reasonably available for confirmation, the generaly
accepted statement from NBI A regarding the Batavia, New Y ork incubator is accepted here as one of
the earliest examples of commercid incubation. See NBIA History[Onling]. National Business
Incubation Associaion. Available a www.nbiaorg/info/hitory.html , as downloaded 11/03/00. (For
more about Chinsomboon and reference to his paper, see note 30 below )
1% Old becomes new? An interesting thing to note is that in 1995, Rice and Matthew identified
"5 Emerging Trends' - the second of which was "Incubators Attach to Research/K nowledge Centers'.
Rice, Mark P. and Matthews, JanaB..1995. Growing New Ventures, creating new jobs: principlesand
practices of successful businessincubation Center for Entrepreneurial Leadership, Inc.; Quorum
Books, Westport Connecticut. p136.
M See Fulton-Carroll Center for Industry, www.industrialcouncil.com
12 Smilor, Raymond W., and Gill, Michael D., .. The New Business Incubator: Linking Talent,
;I;echnology, Capital, and Know-How. Lexington Massachusetts: D.C.Heath and Company. 1986. p.3.
Ibid., pp3-4.




In the United States, from the early 1980's Small Business Administration (aUnited Statesfederal
government agency) began supporting development of incubators. As aresult the number of incubators
opened annually in the United States increased by 250% between 1984 and 1987, and numbers
continued to grow in the 1990's™

The second wave of incubator development wastruly agloba wave. In the 1990's, as the incubator
models solidified in the United States, new incubators began to spring up in other countrieswith a
smilar explosive growth pattern. For example, by "May 1996 there were at least 49 incubators
operating in Australia, which represented a 40 per cent increase over the past two year period.
ANZABI* understands that as of September 1997 there were 52 incubators operating, with a further 27
funded but not yet operational and a further 46 planned but not yet funded.™

This second wave of incubator development has focused specifically on technology based start-ups.
This growth pardleled the general explosion in technology, but the primary factor in the growth of new
business services support has been “the type of entrepreneursinvolved in [the technology explosion].
Many of the new entrepreneurs [had] negligible experience in managing and growing smal
enterprises...[and tended] to lack certain key pieces of knowledge and e<perience"1

Some of Norway's incubators were established during this second wave. For the most part these were
attached to FORNY and their purpose was, and continues to be, the commercidization of research and
development results from research parks and universities. *®

Incubator development has now entered a third wave. Towards the end of the 1999, asthe "Internet
bubbl€e" began to burst, American incubations began to suffer significant setbacks due to poor business
modesand over-investment in Internet companies without regard to appropriate valuation. Thistrend
continues. But as many United States incubators had begun consolidating their portfolioslg, dosing
offices or smply closing®, Norway began experiencing both an explosion and a shake out of incubator
development.

During the course of the project, several organizations whose business focus previoudy had been
"dotcom™ incubation were discovered. Their fates have varied- for example: Incubator.no, thoughin
fina planning stages, smply never formally opened - their website remains, but no activity or updates
occur. Another, which was reported to have been funded, was "put onice” (First Step)”’, while yet
another till focuses on Internet dotcoms, but admitted it was struggling with this Srategy. Some
Internet incubators have survived by shifted their focus to broader technology business devel opment
and/or consulting. Accenture's Dot.Com Launch Center has become Business Launch Center, and
Oracle's 2becom.com has become the Oracle Venture Network.

14 \While the exact number of incubators in the United Statesis not known, as of 1998, "there are more
than 800 businessincubatorsin North America, up from 12 in 1980". See NBIAFactshest avalable a
http://ww.nbia.org/info/fact_sheet.html as downloaded 21 Jan.2001

™ ANZABI stands for Australian and New Zesland Association of Business Incubators.

1® OECD. 1999. Business Incubation: International Case Sudies. Organization for Economic
Cooperation and Development. p.29.

Y Tornatzky, Louis G.; Batts, Yoland; McCrae, Nancy E.; Lewis, Marsha'S.; and Quittman, Louisa
M..1996. The Art and Craft of Technology Business Incubation ; Athens, Ohio : Southern Technology
Council and the National Business Incubation Association. P.3.

'8 FORNY isaprogram sponsored by Research Council of Norway, SND, NHO, and KRD. The godl
isto assst in the commercidizering of research results from universities and research parks.

' For example see Regan, Keith. "CMGI to Reorganize, Narrow Focus'. Sept 8, 2000 at E-Commerce
Times, 2000. www.ecommercetimes.com/perl/story/4235.html . Also available at
www.ecommercetimes.com/news/articles2000/000908-5.shtml  as viewed 05/04/2001.

“0 Red Herring Deal Flow, 02 April 2001. " Another incubator bites the dust: Fusion Ventures Runs Out
Of Fue" . Available at www.redherring.comvindex.aspAayout=story_generic& doc_id=RH50018605 .
Also see, Red Herring Dedl Flow, 26 April 2001. "Campsix Couldn't Scale Mount Incubator .
Available a www.redherring.com/index.aspdayout=story_generic& doc id=RH1750019175.

ZLK apital , 14/2000; at 44.
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However, during 2000 and 2001, severa new incubators openedzz. eScienza, Mobile Forza, Silicon
Capita, Segmentor/Innovation Backbone, Startbua a Gjevik Knowledge Park, The Growth Factory,
Comig@ng & Lillehammer Knowledge Park, and SIVA'sincubator development plans® continued full
force.

For those incubators starting up and till operating after the Internet bubble began to burgt, an
adjustment in market focus from dotcoms to "Internet and mobile enabling technologies' is not
surprising. One would also suspect there to be arenewed respect for the vaue of "old economy”
principles paraleing those taking place in the technology investment sector generdly, and an
expectation of longer incubation periods. Those incubators with financid modesin place to tackle the
changes should be less vulnerable to the current market downturn. However, it istoo soon to say what
the shake out will be. Some shake out is till expected, particularly amongst those with few clientsand
no other income stream in the revenue mode.

What is an Incubator?

Thereisno single definition of "incubator” that is globally adopted. Thisis because thereisno single
meaningful definition of “incubator” which can encompass the diversity of startup assistance firms that
cdl themsdlvesincubators or are referred to by others asincubators.

The dominant “definitions’ come from the European Business Incubation Association and the Nationa
Business Incubation Association in the United States but they are more descriptions of what incubators
do than definitions.

Their originslie in aUnited States Department of Commerce report published in 1986, and a book by
Smilor and Gill published the same year. In areport for the U.S. Department of Commerce, 1986
David N. Allen from the Ingtitute of Public Administration at the Pennsylvania State University,
concluded that the defining characterigtic of incubatorswasthefact that they supplied three types of
facilities: "logistical or physica, shared office support, and management consulti ng".24 Smilor and Gill
picked up on the report and built the concept further.®

It was during this time the United States Nationa Business Incubation Association started and formed

their definition of an incubator. The European Business Incubation Associdti orf® was started in 2000
and clearly relied on much of the work produced by the NBIA.

According to the European Business Incubator Associgtion: "An incubator providesfinance,
operational and management expertise aswell asfacilitiesto Internet startups and erdated
technology business" %’ The National Business Incubation Association of America (NBIA) confirms
this definition without limiting it to “ Internet startups and erelated technology business’. The NBIA
also stresses that management provided is"hands-on", and that accessto facilities are not free, but
rather flexible and may be shared across businesses ™

Extracted from this then, the primary services an organization must provide in order to be an incubator
in Europe or the United States are:

1. Accessto financing

2. Management and operationa assistance

22 5ee Appendix |1 for actual opening dates.

% See Appendix V- SIVA Mini Case for more information about SIVA'sincubators.

24 Smilor, 1986. p.7.

% |bid.

% See homepage of the European Business Incubation Association (BIA) available [online] a
www.biaeurope.org . Asviewed 22 Jan. 2001.

*" See BIA page available a www.biaeurope.org/defaullt. aspAd=2. As viewed 22 Jan. 2001.

% "|ncubators provide hands-on management assistance, access to financing and orchestrated exposure
to critical business or technical support services. They aso offer entrepreneurial firms shared office
services, access to equipment, flexible leases and expandable space — dl under one roof." See NBIA,
avalable a www.NBIA.org . Asviewed 22 Jan 2001.




3. Physicd fadilities

But this summary of servicesis unsatisfactory asadefinition. It is also too specific to encompass the
diverse range of incubator models that exist today in Norway, or the rest of the world for that matter.
For example, though dl incubators focus on developing businesses, not al of the businesses are
necessarily in erelated fidlds. Additionally, not all incubators provide physica facilities.

By starting with adictionary definition of incubator and applying it in abusiness context®®, O. Mac
Chinsomboon™ provides the following definition of an incubator:

A controlled environment that fostersthe care, growth, and protection of a new venture at an
early stage beforeit isready for self-sustaining operation. In today’ sworld,.. theterm

“ controlled environment could be either physical (real estate and office facilities) or
virtual...%

This definition is more satisfactory because it is broad enough to encompass the diverse range of
incubator models, aswell as emphasizing the main vaue of an incubator - the controlled environment.
Aslong asacompany is part of anincubator it is shidded from direct market forces which could
otherwise mean its demise during a vulnerable startup phase.

Thisdefinition is not ideal, however, because it ignores the fact that many incubators work not only
with startups, but also with reorganizations of failing companies.®? Modifying Chinsomboon's
definition to encompass this, produces the following possible dternative definition:

A controlled environment that fosters the care, growth, and protection of a venture at a time
when it cannot be a sdf-sustaining operation. In today’ sworld, .. the term* controlled
environment could be ether physical (ie: real etate and office facilities) or virtual.

Norwegian Incubator Survey

The OECD points out that "there is no unique businessincubation model. Rether, thereis considerable
diversity in the types of businessincubator, their modes of operation and the objectives they pursue."3'3
Though the OECD only considered incubetion in five countries; Austraia, Germany, Itay, the United
Kingdom, and the United States, their point was that incubators exist in many countries and that trere
isnot just one mode of incubator.

A survey of companiesthat either called themselves“incubator”, or were called “incubator” by others,
was conducted to determine what types of models of incubators existed in Norway. In this survey, the
companies were asked to provide a brief description of the organization: who their owners were, what
types of services provided, their payment regimes, what they considered to be their competitive
advantage, etc®

Early research suggested that an gppropriate way to sort the reporting incubators was by dividing them
into two groups based on the type of owners the incubator had - public sector or private sector.

% This gpproach is also taken by Lalkaka, Rastam, and Bishop, Jack. 1996. Business Incubation in
Economic Development. (joint publication) New Y ork: United Nations Development Programme,
Washington, D.C.:Organization of American States, and Vienna: United Nations Industria
Development Organization. page 20.
% 0. Mac Chinsomboon is an Electrical and Computer Engineer from the University of Colorado at
Bolder. He has studied incubators as part of aMBA at t he Sloan School of Management & MIT inthe
United States. His report "Incubators in the New Economy™ was released May 17, 2000; last updated
5lijne 10, 2000, and is available on his website at www.chinsomboon.comvincubator .

Ibid.,p.13.
* The Growth Factory, in their response in the Incubator Questionnaire, specifically list "Revitalizing
and restructuring dotcoms in trouble'.
% OECD (1999), back cover.
3 An example of the questionnaireis provided in Appendix |.



However, it soon became clear that thiswould not be very informative because character of the
incubator and the services it provided had little correlation to the ownership form. While some
incubators reported exclusively private owners, there were many hybrids - either acombined
public/private ownership; or private, but receiving public sector funds either directly, or indirectly (ie:
clients received additiona support to cover fees owed to the incubator and other creditors35). Asmore
incubators reported in, and with further research, it became clear that a better way to classify incubators
in Norway was by the type and depth of services they provided.

Onething that can be said about the wholly privately owned incubators, however, isthat they
responded with greater frequency and fewer reminders - al but one responded. On the opposite end of
the spectrumwere incubators connected to research parks and universities, which needed the most
follow-up, and/or did not respond at all. Though the reason for this result has not been studied, when
casudly asked, one private incubator commented:

“We recognize a marketing opportunity every chance we get. Knowledge parks already have a brand.
They haveit easy- everyone in the EU hears about them. .. but we in private companies have to be
smart about getting our name out there... If we fail, we lose a lot of money- personally and our
investors. Knowledge parks just get more government money till something comes out of them.”

Whileit is doubtful that the research parks have an endless flow of funds, the comment triggers many
questions which could be the basis for further research: questions regarding branding, marketing, and
the capitalistic nature of incubators are only thetip of theiceberg.

Incubator models

Six modds of incubators can be described as existing in Norway. Thefirst four are collectively referred
toas Independent Enterprise Developers (IEDs). Thisis because their focus is to create independent
"freestanding enterprises. It isthe IEDs that are the subject of this paper. The last two models, on the
other hand, aim to create new ventures within an existing corporate framework.

The IEDswere dso identified by O. Mac Chinsomboon as existing in the United States, and he
provides concise descriptions of each of these models.

Venture Incubator (Full Srvice Incubators)
A Venture Incubator isa full-sr vice organization that provides everything a venture could
need; including office infrastructure, access to a network of contacts, technology resources,
operational expertise, legal, accounting, etc.

TechCap and the SIVA® incubators are typical examples o Venture Incubators.

Venture Accelerator (Start-Up Consultancies)

Venture Accderators are service firms that accelerate the process of starting a new venture.
They provide consulting services to bolster the business plan, reposition, validate, bring to
market, provide due diligence for a venture capital firmor other investor, and make available
other for hire services pecific to a new venture. Like any consulting firm, they hope to
leverage their broad base of skills, accessthe "best practices' objectively, and benchmarking
in theindustry as a rocket booster for new ventures.

eScienzd is an example of this model of incubator.

% Severa incubators report support or ownership by various Norwegian public programs or
organizationsincluding FORNY and SND. For amore complete list of the wide variety of different
financia assstance programs available see: Spilling, Olav R.; Roppen, Jan Arild; Sanness, Anna
Huse, Simonsen, Bamnt-Olav; Steindi, Jartrud; and Staylen, Anniken. May 2000. "Entreprenarskap
som Strategi for Regiond Utvikling (Entreprenuership as a Strategy for Regiond Devel opment)” .
Available from the Norwegi an School of Business (BI) in Sandvika

% Seethe SIVA Mini Casein the Appendix IV for more details about the SIVA incubators.



Venture Portal

Venture Portals are online websites or extranets that create a network of entrepreneurs,
advisors, and investors. These sites allow the entrepreneurs to submit elevator pitches,
business plans, and other criteria for evaluation by investors and/or seek assistance from
advisors. These Sites can help a venture contact local and global resourcesthat may be
beneficial in all agpects and stages of development. These Sites may also create offline-
networking events in conjunction with the online network.

The Oracle Venture Network® isan example of thismodd.

Venture Network
Often seen as a mix between a venture capital firmand an operating company, Venture
Networks invest and sometimes operate at later -than-seed stages, smilar to post-second and -
third financing rounds. These are often strategic investorsfor the new venture aswell asfor
other ventures within the firm, with service armsthat create network synergies among these
investors.

Intermedia Invest®® which considersitsdf to beaVC, is an example of thismodel.

In subsequent email exchanges, Chinsomboon aso agreed that there are potentiadly other models (for
example, a corporate incubator modd), but did not define what he considered to be distinct
characterigtics. Two additional models have been noted in Norway specifically, the Corporate
Incubator and the Coop - Incubator. While they are briefly described below, these models are not IEDs
and therefore not the subject of this paper.

Corporate Incubator

Corporateincubators are sub-organi zations within larger corporations (often part of traditiona
Business Development), which focus on the commercid ization of new businessideas and innovations
developed within the corporation. Sometimes these sub-organizations are centralized into one ; other
timesthey exist asinnovative pockets within the concern. The new businessidess, though usually
related to the corporate business, may or may not be in line with the current core strategy. Those that
are compatible with current strategy are often developed into new divisions or subsidiaries under the
corporate parent. Those that are disruptive to the current grategy are often sold, abandon, or spun-off
aswholly or partialy owned subsidiaries. *°

Often, corporate incubation occurs in conjunction with externd incubators. Similarly, businesses that
have been abandoned or the soun-off by the corporation will often utilize other external incubator
models to further develop the business. Either way, the halmark of corporate incubation is
intrapreneurship**

%" Seethe Mini Case for eScienzain the Appendix IV for more details about eScienza.

% Seethe Mini Case about Oracle Venture Nework in the Appendix 1V for more details.

% See the section "V C's opinions about Incubators' herein for more details about Intermedia Invest.
“* Unlessthe Corporations business modd is prepared and willing to change, disruptive innovations
must be spun-out or abandon. For more on the effects of disruptive technologies see Christensen,
Clayton M. (1997) The Innovator's Dilemma: Why New Technologies Cause Great Firmsto Fail.
Boston, MA: Harvard Business School Press

1 "\When a company reaches the resource maturity stage, its need for theinitial momentum of
entrepreneurship is replaced by a strong need for intrepreneurship. Intrapreneurshi p isthe practice of
innovating by developing new products processes or serviceswhile oneis part of an organization.”
Thisisdistinguished from entrepreneurship in which "innovations are carried out by cregting anew
organization." Bartol, Kathryn M., and Martin, David C..1994. Management, New Y ork: McGraw-
Hill, Inc.. page 678.
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Hjemmet Mortensen, for example, incubates ideas for new magazines and media services through a
traditional business development organization in addition to using externa incubators. Similarly,
Telenor has developed untold numbers of ideas that have blossomed into diverse wholly or partidly
owned subsidiaries that continue development with the assistance of externd incubatorsand
consultants.

Coop-incubators

Somewhere between corporate incubation and IEDs are "coop''- incubators. These are incubators that
both own and are owned by the tenant companies through cross ownership of shares. Antares AS™in
Norway and Trilogy Systems Inc. in the United States are examples of thistype of incubator.

As previoudy mentioned, neither corporate incubators nor coop -incubators are subject models of this
paper.

Critical Success Factors/ Best Practices of Incubators

The primary sources for "Best Practices'/" Critica Success Factors' for incubators have tended to build
on each other. While there are other sources, abrief chronologica history of the most widely accepted
sourcesis provided below. A search of Norwegian sources yielded no Norwegian trestises on the
subject, though the popular press has treated the subject in anumber of occasions™. Consequently,
primary sources are, for the most part, American. One can be critical about whether results from
research conduded by researchersin the United States would be equaly applicable in Norway, given
the discrepanciesin culture. Thispointisaso discussed below.

In 1986, Smilor and Gill presented 10 critical success factors viewed from the perspective of the
incubator. "Not all successful incubatorsincorporate al of these factors, but there does seem to be
direct correlation between successful incubation development and the extent to which each of these
factorsis consistently implemented ... The more extensively these factors are incorporated into the
incubator, trlg greater the chance of success for the tenant companies and the incubator of which they
areapart.”

A little under a decade later, Rice and Matthews published their book, in which they state thereare
three core principle that are basic to the development of successful incubators. "attached to a
university to facilitate technological transfer; part of acommunity's economic development strategy; or
housed within a company to develop shelf-technolagy and offer an dternative to displaced
employess'.*®

Rice and Matthews went on to identify "Ten Best Practices’, which were subsequently modified and
adapted by the NBIA, with credit to Rice and Matthews book. The NBIA'slist has been further
promulgated by, among others, the OECD in their report "Business Incubation: |nternational Cases
Studies"#

In 2000, Hansen, Chesbrough, Nohria, and Sull in reporting the results of their study in Harvard
Business Review, focused on the incubator's network as the primary factor likely to contribute to the

“2 See Antaresin Mini Case, Appendix IV

“3 For the text or brief description of each of these, see Appendix V.

“ Recent articles from popular pressin Norwegian include: Ness, OleAsbjarn. 2001, "Inkubatorene:
Ikke Dade Allikevel". Griinder . Krigtiansand: Norsk Griinder AS. vol. 2/2001. pp.46-49); and
Lindeberg, Anne.2000. "Rugekasse for gode ideer”.Computer Communications AS, available a
http://www.computerworl d.no/cwi.nsf/f/EDBCAEQ7.12.2000. As viewed 22 April 2001.

“> gmilor (1986). p.23. See Appendix V for more detail.

“® Rice (1995)

47 OECD (1999)
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viahility of an incubator. However, in doing so, they aso incorporated many of the previous espoused
concepts. 8

Whatever you want to cal these points - Best Practices; Critical Success Fectors, Characteristics of
Networked Incubators - for discussion purposes, they can be boiled down and synthesized into three
maintopics.
Two genera principles.

- Theincubator is abusiness and should be run like abusiness,

- Anincubator is only as good asits network;
ad
Generd practices specific for incubators.

The incubator is a business and should be run like a business.

Each of the points discussed in this section could apply not only to incubators, but to most other
businesses, aswedl. Thereis nothing magicd in these points - just good common sense business
practices. The point that the incubator is abusiness and should be run like abusiness is repeatedly
stressed.

1. Coallect and AssessKey Information - Develop arédevant strategy based on the information
An incubator is abusiness and, as with any other business, an incubator is dependent on available
resources, and current and future market conditions. The incubator should have a focused strategy
that reflects these conditions. The strategic plan should contan quantifiable objectivesfor the
incubator. Furthermore, the incubator needs to engage in continua  evaluaion and improvement as
the incubator itself progresses through various stages of development and as needs of client
companies change over time. Ths evaluation should include a clear statement of the feasibility of
the current incubator mode .

2. Perception of success - Thisisimportant from a marketing perspective - the more successful the
company appearsto be, the more interested investorswill be Similarly, the more interested
entrepreneurs will be to affiliated with that incubator - giving the incubator more choice in the
ideasit chooses to develop and/or providing enough demand for the incubator to scale up to the
extent its businessmodel allows.

3. Deveop theincubator facility, resour ces, methods, and toolsto maximize the effective
delivery of business assistanceto clientsand that addressthe developmental needs of each
company. Choose clientsthat match theincubator's mode and complement other clients. An
incubator should be arole modd of efficiency for its clients. An incubator with a culture of
inappropriate or risky short cuts or bad business practicesis more likely to "breed" companies with
similar conditions. The mgjority of companiesin theincubator are staffed by entrepreneurs often
with little business experience, since an action spesks far more loudly than words, the incubator
should "practice what it preaches’.

Furthermore, clients should be chosen based on the incubator'sability to asist the client, aswell as
the client's ahility to contribute to the value of the incubator facility.

4. Build an effective board of directors committed to the incubator's misson and maximizing
management'srolein developing successful companies. The purpose of the board should beto
help management keep the incubator's mission and strategy in focus, and to provide additiona
business experience and access to a broader network for the clients. The board should also take the
responsibility to determine the feasibility of the incubator asabusiness.

5. Recruitand appropriately compensate management and staff who will managetheincubator
like a business, and havethe ability to help companies grow. Prioritize management time to
place the greatest emphasis on client assistance, including proactive advising and guidance that

“ansen, Morten T ; Chesbrough, Henry W.; Nohria; and Sull, Donald N.. 2000. Networked
Incubators Hothouses of the New Economy.Harvard Business Review. September-October 2000. p.74 -
84. See Appendix V for more detail.



resultsin company success and wedlth creation. Appropriate compensation iscritica in order to
retain the competency that has been developed in the management. Incubators have a particularly
high risk of losing competent management - failure to compensate incubator managers
appropriately will result in their exit with the clients, potentially leaving the incubator with little
internal competence.

Appopriate compensation varies from person to person. In addition to salary and other financia
benefits (for example, profit sharing, equity sharesand opti ons49), cregtive and dynamic reward
models should be considered. Factors other money can berewarding ; particularly rlevant is
sharing in the success of clients and the incubator; %E)portunity for persona devlopment; and
interesting collegues who contribute to a team spirit:

Structuretheincubator modd to befinancially self-sustainable by developing and
implementing a realistic business plan of efficient business operation. Recruit and select
client companiesthat providerevenuerequired in the financial model and have the potential
togrow and createjobs. Irrepective of whether an incubator isrun by private investors, the
public sector or a combination of the two, it needs to be run as abusiness. Cash flow must be
congidered. If it does not have aredigtic business modd, it will not have the resources the client's
need when they need them. It cannot help clientsif it is not a viable businessin its own right.
Theincubator should be a salf-sufficient modd becauseif it is not, there will be no pressure on the
incubator to be efficient. A salf-sufficient model should mean that the funds of the investors will
be used more efficiently on new businesses rather than wasted on bureaucracy within the incubator
itself. Secondly, no investor iswilling to perpetually invest without return on investment. If the
incubator is perpetually producing losses, investorswill go dsewhere to the detriment of not only
the incubator, but aso the clients.

An incubator is only as good as its network.

7.

Aspireto have a positive impact on its community's economic health by maximizing the
success of emer ging companies. Seek to integratetheincubator program and activitiesinto
thefabric of the community and its broader economic development goalsand strategies.
Keep graduatesinvolved in the incubator . The concept behind this point is multifaceted. First,
involvement in the communityis synonymous with community network, which can provide
sources of competence, as well as markets. In addition to the commercid benfits, there may
political benefits from being viewed as a positive contributor to acommunity. Concessions and
waivers aremore likely to be granted to organizationsthat bring economic prosperity and jobsto a
community. Additionally, by integrating into the fabric of the community, theincubator can
contribute to the building or expansion of abusiness cluster, and thereby receive the synergistic
value of the cluster aswell.

Therdationship between the incubator and the companies should not end with "graduation”.
Graduates should be involved as mentors, members of the companies boards, and advisors.
Incubators which take a significant equity interest in client companies often have more influencein
keeping graduates involved.

Tietoauniversity or research environment - Tying to a university or other research facility
provides severa advantages. Firg, universities'reserch facilities are filled with cregtive energy
and are a hub of ideas- many of which can be developed and commercidized; Second, universities
and research facilities are usudly on the leading edge of technology and new conceptswhich are
subject to rigorous andysis and debate within the university/research community; Third, the

“9 Accordi ng to severa sources during the study, most option packagesin Norway are not attractive for
either the company or the employees, because of the way the tax ruleswork. In one example, it was
demongtrated that a stock option in a public company cost 75% of its own vaue in the combined
corporate and persond taxes. While this has not been verified by the tax authorities, to the extent it is
true, options become agood way to transfer wealth - to the state.

% For athorough discussion of employee rewards and incentives, see Fisher, Cynthia D.; Schoenfeldt,
LyleF. ; Shaw, James B.. 1996. Human Resources Management, 3¢ Editior; Boston: Houghton
Mifflin Company.
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symbiotic relationship that can devel op between a university and an incubator or research facility
can provide prestige for both parts. Fourth, university students are among thebrightest in the
generation but lack experience. Consequently, students are often willing to share ideas and create
vauefor incubaors at lower cost, asameansto apply what they have learned and gain marketable
experience.

9. Deveop and engage stakeholder support, including a resour ce network, to help theincubator
client companiesand support theincubator soper ations. The vaue of involving stakeholdersis
smple; individuas and companies with something to gain (or lose) will more likely be dedicat ed
to the success of the incubator. These stakeholders interests should be more than immediate
financid gain.

10. Accessto financing and capitalization - Therearemoreidess looking for funding than funds to
go around, consequently, those with the money to invest are often overloaded and cannot consider
all of the projects submitted to them. While an incubator does not have to provide funding itself, it
should provide preferred access to venture capitalists and other funding facilities. Preferred access
is not the same as preferred treatment. To the contrary, it smply means that the incubator actively
courtsinvestors on behalf of the clients so that the clients can get the attention of the people with
the purse gtrings. Of coursg, if the incubator provides the funding, that attention/preferred accessis
dready given when the client enters the incubation fecility.

Specific to incubators

11. In-Kind Financial support - Theincubators should not drain the liquid financid assets of the
dient.®* Incubators should provide in-kind financial support and accept payment inkind. This
means that incubators should have revenue models that allow cash poor clientsto pay for a least a
portion of their rent and services by providing services back to theincubator. Similarly, clients
should be expected to accept services from other clientsin abarter type system. This, of course, is
dependent on an incubator popul ation that can provide complementary services.

12. Provideentrepreneurial education asneeded - The managemert of anew company needsto be
strong when it leaves the incubator. While the network created during the incubation period is
critical, no matter how good the ides, the new company will not survive for long on its own with a
management that does not understand business. The god of the incubation's management should
not be to place itsdf in the management roles of the clients, but to assist the clientsin developing
their own competent management teams.

Criticism of Application of these Principles Outside of the United States

Once criticad comment, however, isthat these principles and critical success factors were synthesized
from studies conducted by researchersin the United States. Consider briefly acomment quoted from
Globa Outpost, a Danish project which has sought to “create an onHine bridge between Danish and
American organizations focused on innovation.”

Looking at innovation becomes a study in culture, history and values as the underlying forces
that create or block innovation on various areas. America is highly innovative in businessand
information technology, which might be linked to the long history of settlers and pioneersin
America. Scandinavia is on the forefront on environmental issues and interior design. Norway
Sweden, Denmark, Finland and Iceland are small countries and populationsin the north. This
has created the ground for very collective populations fond of surrounding themsdveswith

' Onthis point, consultant firms that operate incubators have come under fire. "For one thing, their
desire to extract consulting revenues from their proteges puts them "philosophicaly and economically
in opposition to the culture of a startup which isall about preserving precious capital - minimizing cash
flow expenditures to maximize equity returns." Popper, Margaret. February 2, 2000. "The Confusing
Agenda of Conaultant VCs', Businesswegk Online, avallaile a

www.bus nessweek.com:/smal [ biz/0002/vc000203.htm2scriptFramed as viewed 22 Nov. 2000.

14



good looking design and lighting in the dark winters. Therefore creating the groundsfor
innovation it isimportant to be aware, that what works in one place doesnot in
another.....%

Whether or not the first part of this statement is factually correct isirrelevant to the discussion at hand.
What isrelevant isthefina point it raises: Can the principles supported by American researchers be
applied with the same effects in a Norwegian incubator or must the American guidelines be viewed
with skepticismin light of Norwegian culture and research?

Logical Business Principles

The Norwegian organizations aready using these principles do not doubt the vdidity or applicability of
the American modelsin aNorwegian context. SIVA®3, for example, has based their incubator building
strategy on the principles of Smilor and Gill, and the NBIA best practices without considering whether
they wererelevant or not. Thisismost likely dueto the fact that when one considers the contents of
these principles, they gppear to be nothing more the gpplication of well thought out and generdly
accepted business practices. Thereisno explicit or implicit pre-requisite of type or size of business or
market. Theonly prerequisiteis commitment to efficient business practices and networking. While
Reve and Jacobser™, might argue that Norway needs more of thistype of commitment, they should
agree thg this type of commitment is not something that is unique to the United States business
culture.

Network Effect

In their book, Et Verdiskapende Norge (A Vdue Creating Norway), Reve and Jacobsen identify case
after case in which Norwegian businesses and industries have been pressed by competition to be more
efficient, while identifying factors which have strengthened and hindered innovation in NonNay.56

A primary focus of Reve and Jacobsen isthe vaue crested by business cl usters -implicit in thisis the
vaue added by the strong locaized &ffiliation of Smilar businesses. They argue that business clusters
have both acause and effect upon themselves™”. In brief, business clusters provide:

- apressure to innovate because of demanding customers within the cluster itself

- asynergistic effect between like or unlike actors whose roles complement each other, making
infrastructure projects rewarding

- the soread of knowledge; knowledge accumulates and spreads quickly as it follows highly mobile
empl og%ees leaders, and consultants; and because the cluster hasrich and diverse communication
aenas

*2(Bold emphasis added.) From “Hot Forum Dialogue”, as repated from “Bridge Innovation”, by
Globa Outpost. Thisreport can be downloaded on: www.global-outpost.com/bridge
99/productdu/InnoReport.doc . This report was generated as part of aproject to “create an on-line
bridge between Danish and American organizadions focused on innovation.” (Globa Outpost,
Denmark, September 1999) p.7.

%% For acase discussion of SIVA and its plansto develop 25-30 incubators over the next 5 years, see
Appendix IV.

* Reve, Torger and Jacobsen, Erik W.. 2001. Et Verdiskapende Norge. Norway: Universitetsforlaget,
Norway.

% Additionally, as previously mentioned in the discussion of incubator models, it should be recalled
that the same incubator models that exist in the United States also exist in Norway (and other parts of
theworld

% Though they also rely on many theories, practices and models developed in the United States, these
theories are dready accepted and taught by academiain Norway. Additionally, they support their
Eremis&swith research conducted in Norway on Norwegian businesses.

" Reve and Jacobsen use Porter's model, to explain this phenomenon. Because Porter's modd is so
widely studied and Reve and Jacobsen provide alengthy genera discussion of Porter'smodd (in
Norwegian) asrelated to their thesis, further discussion of thistopic will beleft to otherswith afocus
on innovation and business drivers.

%8 Reve (2001). Chapter 2.
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Consequently international businesses and new businessesin the same or Smilar industries are likely
to locate in the areato take advantage of the benefits the cluster provides.

Though Reve and Jacobsen dismiss incubators as useful only in theinitia start-up phases of anew
company59 (rightly or wrongly), their concept of business clustersis not so different from the greater
networking concept espoused by Hansen, et a. The point isthat incubators that are well networked,
like business clugters, provide the same benefitsincluding "preferred access'. As previoudy
mentioned, preferred accessis not preferred treatment- arisky venture will still be viewed and trested
asarisky venture, but in the busy world where venture capitaists have too many people approaching
them looking for funding. "Preferred access means being ableto cal ameeting and receive the full
attention of busy people." ® However, being "networked" also means being able to leverage the
knowledge, technical resources, and markets created by local businesses, aswell as other clientsand
graduates, to the benefit of clients. Indeed, based on Hansen's concepts, t he more characterigticsan
incubator shares with a Norwegian business cluster, the morelikely it isto succeed.

International Data

It should be further pointed out, that though the NBIA is an American organization, its statistics and
best practices are complied from both United States and non-United States members. In line with the
NBIA best practices, are the "Determinants of Success', as reported by Lakaka, et d.. They usethe
example of Tianjin, Chinalncubator. Despite being in aradicaly differert socioeconomic and politica
culture from that in the United States,

The Tianjin China Incubator, posting an enviable record of financial sustainability, attributesits
success (56 tenants, 12 graduates, no losses, and increasing profitability) to six factors:

Government support policy guidance and financial support from national TORCH
programme through municipal government and the Tianjin Science and Technology
Committee

Location; the technology-industry zone provided a knowledge intensive environmert
adjacent to famous universities that offer necessary technological infrastructure

Service the ability to provide a range of services for new enterprises

Management keen-witted and capable management, with high efficiency in providing
whole hearted service to tenant enterprises - not solely profit driven

Networking extensive communication with all walks of life; support from departments of
industry and commerce, and fromtax, banking, utility and security agencies

Enterprise development : careful sdection and optimization of tenant enterprises,
studying both the firmi's project and its management, while addressing problemsin funding
and marketing®*

Clearly, al but the first of these points are encompassed in the two principals and general practices,
described above, lending validity to the points irrepective of socioeconomic and politica culture.
Government support on the other hand also contributed to this incubator's success - such contributions
are discussed below under Macro Environment.

% |n adiscussion about how Norway can capitalize on knowledge through commercidizing Reve and
Jacobsen comment “...incubators are a possible solution in the early phases of innovations, but awell
functioning venture capital market is decisvein the following phases” Reve (2001), at p71. Therole
of the VCisnat in question, but the relegation of incubators smply to the early sages, ignores
incubators role in rguvenating companies.

% Hansen, (2000). p.79.

61 Lakaka (1996). p.XI1 .
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Modality for Revenue Generation
The moddlities for revenue generation are the samein Norway incubators asthey arein American
incubators. Incubators primarily generate income in three ways.

Rent - thisincomeisgenerally set at alevel that isjust sufficient to cover physical overhead
and therefore does not usualy generate any profit.

Consulting and other fees- Fees may be collected both from tenant clients and external dlients
who receive consulting services. For tenant clients these rates are often st & alevel
commensurate with the client's ability to pay; and therefore seldom generate more than
enough to pay the consultants and wages of incubator staff. For externa clients these rates
may be higher, but often these additiona fees help subsidize internd clients, so profit margins
from fees are generally not great.

Equity- The mgority of incubators take an equity stake in the companiesthey assist. The
amount varies tremendoudy with the lowest noted in Norway at 5%. While equity stakes can
produce awindfal for theincubator if their client ultimately goes public (IPO) or issold on
the gray market, as arevenue generator it is not without its risks. First, the incubator may not
recoup the cost of itsinvestment in time and resources. Thisturned into aterrible problem for
United States incubators who had invested heavily in overvalued dotcoms. Second, it can lead
to aliquidity crisisfor the incubator if aclient for any reason is not ready to go public when
scheduled, and can lead to incubetors pushing new ventures out before they are mature enough
to stand done. Thirdly, often thereisaloss of entrepreneuria drive, asthe original founders
interest in the company is diluted. However, by taking significant equity stakesin the clients,
the incubator can exert influence over the graduates to keep them involved in the incubators
network -this has been the practice of many incubators in both Norway and the United States.

With business operating models and revenue generation models in common, the application of Best
Practices)CSF developed in the United States does not seem unreasonable.

Size

Though there is no explicit or implicit prerequisite of size of business or market, what effect doesa
smal population and small domestic market ecoromy have on these principalsif any? Though the size
and financial commitment of the largest incubatorsin Norway currently is significantly lessthan the
largest, or even average sized incubator in the United States, thisfactor probably does not affect the
vdidity of the Best PracticesCSF as much asiit affects the relative perspective on what constitutes
success. As the world becomes more globa, many are tempted to use the big success (and failure)
gtories from the United States as a measure of success (or failure). However, as Rafe Needleman of

Red Herring (a United States Tech Investor Trade paper) points out, “Small companies don't need
hundreds of big customer. Just afew; enough to pay the rent.”*

Different sources measure the optimal size of incubatorsin terms of number of dient$® or in terms of
square meter of physical space®. The maximum number of dlients has to do with the fact that the value
of some resources and practices declines when they becometoo diluted or bureaucratic. For example,
for vertical incubators which rely on the persona skills of their specidist to provide assistance to
clients or the personal contact network of the senior management, their ability to provide quality
assistance to each client isonly as great astheir individud persond capacity. The minimum numbers of
clients, and the gpace minimum, have to do with an economy of scae.

82 " Catch of the Day" email update from Red Herring, 12 April 2001. Publicly available &

catch of the day+328424.115661643.2@listserv.redherring.com.

%3 Meeder suggeststhat 12 isthe minimum number of clients neede to break even. (Meeder, Robert
A..1993. Forgingthelncubator. Athens, Ohio: NBIA Publications,) Other sources suggest between 10
and 35.

% "The economies of scale involved with the modadity indicate that smaller incubators are less likely to
develop financia sustainability. Incubators of less than 2,500 square metersface difficulty in raising
rental and other revenues sufficient to cover their expenses. Lakaka (1996). p.XII.
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Of the Norwegian incubators that reported back, only 2 could boast more than 25 clients - intotal - past
and present combined. Most of the incubators have not even had 10 clientsin totdl. It is hard to tell
what this means. Since the mgjority of the incubators are till relatively new, it could mean
consolidation of incubators or agenerd shakeout islikely.

Alternatively , it could mean that Norwegian incubators are adapted for the Size of the environment in
which they exist. More clients may not be necessary in incubators where revenue models are not
strictly dependent on rent, or not dependent on rent at all. That is not to say thet a shake-out and
consolidation will not occur anyway - it likely will - but simply that other factorsthan the "magic
number of 25 clients’ will be more predictive of survival in Norwegian incubators.

Macro Environment

In competing for externa intenationd investment and the locating of new production facilitieswithin
acountry's borders (sometimes referred to asindustrid recruiting), many countries have given away
more than they have received. Grants of public redl estate, environmental concessions, and tax
exemptions are only afew of the many tactics used by countriesto attract new industry. Over the past
decade, however, many countries have begun to believe that the price they were paying to attract new
industries was too high. Consequently, many countries "have abandoned or decreased industrial
recruiting in favor of growing their own entrepreneurial technology based economies™®®

The more hospitable the climate for entrepreneurs and innovation is, the more hospitable it is for
incubators as well. Lalkaka, et d, suggest that there are five factors which are conducive to good
results from incubators, the first three of which are at the macro level®”:

Palitica stability and the presence of basic businessinfrastructure

Supportive regulatory and legidativeframeworks

Initial state financial support
Government regulation that assists entrepreneurs and contributes to a culture of innovation will aso
help incubators.®

The extent to which thisinnovative culture exists and can be strengthen in Norway, isthe subject of
Reve and Jacobsen's book, A Verdiskapende Norge, and the subject of ongoing studies. Their generd
conclusion isthat Norway has not reached her potentid for innovation (outside of oil and gas). Two
politica changesthat could assist in creating an innovetive environment in Norway, are imination of
tax provisonsthat steer investors away from innovation and vaue creation, and maintenance of an
active competition policy in al product and resource markets. %

A study conducted by Globa Entrepreneurship Monitor, and reported in Dagens Naaingdiv, concurs:
"The climate for entrepreneursin Norway is generally good. At the sametime, it is pointed out that this
has not been followed up by modernizing of the laws and regulations.... Norway has good accessto
capital. Thisisan important explanation for the creative impulse. At the sametime, many

entrepreneurs often lack a network that gives them easy access to money....The tax systems doesn't
give any specia incentive to thosewho own businesses either.” ™

% Oneincubator which opened in 2000 islooking for abuyer or takeover partner, not because they are
losing money (on the contrary they have a profit) but because the synergistic effect is lacking with only
two clientsin house.

6 Kozmetsky,G. "The Coming Economy", quoted from Tornatzky (1996). p.2. Origindly appearingin
Williams, F. and Gibson, D.. 1990. Technology Transfer: A Communication Perspective Newbury
Park, Ca: Saga.

®7 Lalkaka(1996). p.XIV. The last two not mentioned above are: "Strong Board and Management
Team" and "Willingness on the part of dl partiesto adapt the concept to local culture and
communities

% Recal| the Tianjin Chinalncubator referred to previoudly.

% Reve (2001). p346-348.

™ Anda, Torgeir. 2001." Typisk norsk &vage griinder”. DagensNagringdiv. Nr.52-Arg 112. 2 March
2001. p.18.
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The focus of this paper isnot acritical anadysis of the socio-political decison making in Norway.
However, the questions of how owners are personnally taxed on employee mgjority owned enterprises,
has lead at least three Norwegians'* to "flee” Norway upon the recognition that their ideas had real
potential. Meanwhile, others till in Norway have been forced to sdll off control of their new
enterprise, according to one finance lawyer interviewed, making their stakehold much less and

depriving the new enterprise of the personal entrepreneurial energy of thefounders. The lawyer
continued that thisisthe main reason the gray market existsin Norway (for better or worse). This
sentiment was reiterated by both an incubator manager and aVC. They aso concurred that the mgjority
of the companiesin the gray market are there because operationaly they were not ready for |PO, but
for tax (and other pressing financid reasons) the original entrepreneur Smply sold out.

Suffice it to say that the more friendly the socio-palitical climateisfor entrepreneurs and innovation,
the more likely the Norwegian incubators will flourish. Specific suggestions for how Norway can
become more innovation friendly are presented in the book by Reve and Jacobsen. Specifically relating
to incubators, the suggestion has been made that SND be replaced by anetwork of incubators.”> While
no formal statement about the extent of SND's involvement with the SIVA incubators was received
during this study, thereislittle question that, a aminimum, a cooperative working relationship should
exist between SND and al of the SIVA incubators.™

Further suggestionsincluded assistance in marketing incubators by sponsoring exhibition events
smilar to Grunder 2000 - but better publicized. The Grester Baltimore Regiond Incubator Fair isa
program similar to Grunder 2000, held every October in downtown Batimore. At the fair, companies
can present exhibits about their company and the services they provide. Whilethe generd publicis
invited through newspaper and radio ads, key businessleaders, investors, and other influencia parties
in the region receive persond invitations. The fair has proven highly effectivein "publiciz[ing] the
incubator programs and expag[ing] the tenant companies to the business community and potential
investors." "

Success Rates of Incubators:

Statistics from all sources that reported on success rates for incubator, found that success ratesfor
graduates were far better than the average for companies that had not participated in an incubator
program. The NBIA quotes an 80% suiccess rate among its members incubators dlients. Lakaka®
report Smilar figures.

However, one must be a it critical of these resultsin light of the recent dot com market crash. These
statistics have not been revised since before the crash. Anecdotal reports from the popular pressin the
United States have shown that a number of “successful incubator graduates’ have now failed.
(Idedab’ s Eve.com, etoys, €etc).

The results from the survey of Norwegian incubators shows that the majority of the incubators have not
been in existence long enough to seeif their graduates will succeed. The market issmply not ripe
enough to draw any conclusions. Some foreshadowing does exit. Considering only the incubators that
have existed for more than 5 years, the result still show asuccessrate et , in the worse case only 60%,

in the best case 100%, for companies that have been part of an incubator plan. An ongoing study of
incubator clients success rates versus success rates for non-incubated startups should be conducted.
Regrettably, the SSS and Brungysund Registry do not map success rates againgt types of start up

ass gance received, asthis could be an invduable tool for assisting in the feasibility studies for
incubators.

™ Two Norwegian entrepreneursin London, and onein Boston, were interviewed on this point.

"2 Haugnes, Gunhild M.. 2001. "Finansministers samréd: Mange store og gamle, men faunge og smé’
[Online] Aftenposten Interaktiv. Odo: Aftenposten A/S available at
www.aftenposten.no/nyheter/okonomi/d189819.htmas viewed 04 Feb. 2001.

" For comments on SND'srolein the SIVA incubators, seethe SIVA Mini Casein Appendix IV.

™ Tornatzky (1996).

75 Lakaka (1996).
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VC's opinions of incubators

While there are dotcoms il looking for funding, the VCs have I ft the building.

Asaformer top employeein one of Norway's more resilient private for-profit incubators (who asked to
remain nameless) put it "these financia incubators are no good for new businesses. They focus only on
the financial returnsthey can achievein the short term ... they develop businessesto sdll them. If they
cannot turn aquick ded they're out... Recently, they (the VCs) would sell (their equity interest ina
startup) to people who don't have management experience- who think they'll make lots of money. This
isthe problem with Odo's gray market - the companies are not ready enough but theV Csaresdling
them anyway. They (the VCs) arenot init for value creation - they just want the money." For the
entrepreneur in need of true business management support, this type of approach can doom their
business before it gets started.

The reason for the gray market in Norway iswidely discussed, and the vaidity of the comment above
should not autometically be accepted. However, because of smilar comments regarding VCs
involvement in early ventures from avariety of sources early in the project,five 6 Norwegian venture
capital firmswere polled regarding their views of incubators; 3 were kind enough to take thetimeto
respond: Northzone Ventures (formerly Venture Partners), Intermedia Invest, and Four Seasons
Venture Capital.

Northzone Ventures does not invest in incubators. In fact, they give incubators very little thought since
Northzone provides mandatory startup assistance in the following areas for the projectsthey investin:
"grategy, recruiting, financing, organization, m&a, internationdization, etc.” They also assist
entrepreneurs in many ways including being a mgjor sponsor of First Tuesday, alisted investor in
Oracle's Venture Network, and a contributing investor for Venture Cup, along with Four Seasons and
others.

Intermedia lnvest does not invest in any incubators either, but *Eighteen months ago IMI had plans for
launching an incubator together with amgjor (big 5) consulting firm. During the following few months,
SO many groups were presenting new incubatorsin Norway that IM|1 decided to shelf the plans... The
reason why we shelved our plans was mainly that we expected a huge over-capacity.” "' Though
Intermedia Invest did not actually start a physicd facility that they would call an incubator, they
provide services that go beyond the services of many incubators:

Intermedia Invest works actively with the portfolio companies, primarily as active members of
their respective board of directors. We typically recruit other board members and participate
in developing strategies, establishing alliances, recruit personnel, and handle back-office
serviceslike I'T and accounting for small start-ups....(We are) active investorsfar beyond what
is common, including back office support.

In providing al of these services, Intermedia Invest should actually be considered an incubator of the
"Venture Network” variety (as described above) rather than, or in addition to, being acaled VC.

Only Four Seasons Venture Capital said that they invest in an incubator. Interestingly, however, the
incubator they invest in, eScienza, is not atypica full service "venture incubator”, but rather a"venture
acceerator”. While eScienza offers a variety of support servicesin the vertical niche of convergence
technology - it does not offer physical facilities”.

The pall of VCswastoo small to draw any conclusions about VCs generd opinions of incubatorsin
Norway, but it does confirm the need for startup support in the form of business and management
assstance - servicesthat are typically offered by incubators.

® ori ginaly the number to be polled was close to 20. For brief comment on why only 5 were polled
see Methodology.

" Trond Heier , Intermedia Invest , from response to question 6 of the VCs questionnaire. See
Appendix | for copy of the questionnaire.

"8 For more detailed information about eScienza, see Mini Cases, Appendix IV.
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Disintermediation and Darwinian Theory of Incubation

Now that the status of the incubatorsin Norway has been described, it is possible to address the
origina question that was the basis for the initiation of this project: *Will incubators be
disntermediated?’. Regrettably, thisis apoorly defined question; the obviousfollow up questionis
disntermediated from what? The role of an incubator isto be a service provider and network
facilitator. If incubators were to be disintermediated it would mean that entrepreneurs have found more
effective ways of attracting the attention of VVCs, and have found aternative, more effective, sources of
support for developing their businesses.

Considering the first point, it seems appropriate to mention the Darwinian Theory of Incubation.

The Darwinian theory of incubation as described by Chinsomboon, suggeststhat the best business
ideas and business planswill go straight to VV Cs, bypassing incubators atogether. Consequently,
incubators would capture only inferior ideas and second rate business projects that trickled down,
making it difficult for incubators to capture good clients. Starved of qudlity clients, incubators overtime
would ceaseto exigt.

A review of the clients of incubators in Norway, indicates that this does not gppear to be the casein
Norway. While some entrepreneurs bypass incubatorsin Norway (and even Norwegian VCson
occasion), plenty of good business concepts are being devel oped by Norwegian incubators.

Chinsomboon suggests that there are exceptions to the theory - for example when there are more good
ideasthan thetop VC firms can handle. In Norway, however, the case may smply be, asmentioned in
Dagens Nagingdiv, "many entrepreneurs often lack anetwork that gives them easy accessto
money...."79. Organizations like First Tu@daygotry to assist entrepreneurs with thislack of network,
but because of its overwhelming popularity with service providers and entrepreneurs, (and the reaive
shynessof VCs - lest they be overwhemed by "hungry would-be entrepreneurs') the effectiveness of
First Tuesday as a source for networking with capital must be questioned. However, First Tuesday does
provide other worthy services, like providing amonthly speakers on timely topics and aforum for
entrepreneurs to find service providers and network amongst themselves.

Another exception is when a business concept needs access to specidized testing facilitiesthat VC do
not have access to, but a vertica incubator has®! Incubators attached to research parks and research
universitiesaretypicaly in the class of incubators whose clients make incubators their first choice for
the development of their business project. Mobile Forza comments thet their access to the research lab
in Trondheim is among their competitive advantages.

Indeed, money is not the only thing entrepreneurs need. A survey of tenantsin 130 publicly funded
incubatorsin Maryland, in the United States, reveaed that while financid assistance was important,
access to universties and research facilities, aswell as business basics (management and infrastructure
assigance) and marketing assistance were valued incubator services. While some V Cs can assigt with
these services, not dl arewilling or able. Similarly, while generd adviceis available online on the
internet®, many entrepreneurs need far more practical and managerial assistance than can be offered
viathe web™.

Findly, in Norway, geography playsavery big rolein the feasibility of incubators. As Chinsomboon
putsit,
Geographic regions present opportunities for incubators when thereisan asymmetry of either
information or accessto capital in the region. Regionswhich lack the knowiedge capital to

" Haugnes (2001).
% First Tuesday is established asthe definitive New Economy forum, mesting in more than 110 cities,
in 46 countries around the world, embracing aworl dwide membership of more than 200,000 industry
glrof onds.

For example, Mobile Forza and their test lab.
% Business plan sarvices include StartGass.com, Startup.com, Oracle Venture Network, to name afew..
8 Startgass.com assistance ontlineis afirst step, but eScienzaiis clear over its limited value in full
business development.
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teach would be entrepreneurs the how-to's of creating a Sartup areregi onsin need of
assstance and are thus an opportunity for incubators.

Smilarly regionswhere thereisn't ready access to venture capital and other sources of funds
for startups also present a need for incubators (and venture capital for that matter) A

Because Norway is so large, with many disparate districts and regions, it has aneed for astrong
network of incubatorsto facilitate innovation. SIVA'spl ar® for 25-30 incubators could fit the bill.
Rather than being disintermediated, these incubators are poised to create a Spectacular niche for
themselvesin Norway. The successes of the SIVA plan, however, is as much up to the national,
regional and digtrict politicians asit is to the planners and operators of the incubators. If the innovative
climate continues to develop in Norway and is backed by the socio-palitical will, SIVA'sincubators
could become amodd to be copied. If not, they will wither and die before they ever redly get going.

Conclusion

In order to create maximum vaue, incubators must be run as businesses and must cultivate a network
that will not only financially assist the clients, but also take an active role in the incubator. At the
individua incubator level, one should not doubt that the surviva of the fittest will apply. Incubators
after al are businesses and if they do not meet the support needs of their clients, they will fail.

Whether or not Norwegian incubator will "succeed” isardative %]ueation. Given theincreasing

politica discussion about innovation and incubatorsin Norvvaty8 , the socio-palitical climateisright for
incubators, and it islikely that those that focus on networking and best business practices will succeed
in paying their bills, even it they do not make headline profits or losseslike the largest United States
incubators- CMGl, Idealab and Divine Interventures. For incubators whose investors are solely focused
on financid return, this may not be good enough; but for those focusis on vaue cregtion, the returns

will likely be satisfactory.

While macro socio-political factors affect the overdl climate for innovation and development, the need
for support services for entrepreneurs is undeniable. To the extent that there is the socid and political
will to innovate and develop new businesses in Norway, properly networked incubators should be a

part of the landscape.

& Chinsomboon (2000) . p.69.

% See Mini Casesin Appendix V.

% The Norwegian Parliament (Stortingen) has considered the relevance of incubators see St.prp.nr 1
1999/2000, s.108. The Norwegian Finance Minister has dso been briefed on the vaue of "American
style" incubators and a suggestion was put forward that incubators could in fact replace the myriad of
ill coordinated public support. Haugnes (2001).



Appendix | - Questionnaires

Questionnaire On Incubator And Start Up Services
Questionnaire for Venture Capital Organizations
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Questionnaire On Incubator And Start Up Services

[Prepared by V.Ryker as pat of aproject for Magters of Management Course - Information Technology: Innovation and|
[Leadership, BI, Odq

Name of organization, founding date, and contact details:

Name Founded: DATE

Address, telephone, fax, and web- Contact: Contact person'snameand e-mail
address address

1 Parent companies, related entities, co-owner or partners, investors

2. Do you have a specific area of focus?
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3. Services provided: (Pleasereplacethe?'swith "Y" or "N" as gppropriate.)
Evauation of idea ?  Physcd fadlities (offices) ? Funding (please
Advice on business plans ? free ? specify approximated
Assistanceladvice on reduce rent ? amounts per round)
First round funding ? regular cost ? 1.round funding
Subsequent funding ? indde incubators offices ?
Critical personnel ? shared convertible ? 2.round funding
Legal assigtance ? warehousing
Resource management ? externd commercid ? 3.round funding
sance space ?
Management meetings ? Restaurant/cateringfacilities ? 4.round funding
with tenants ?  Child carefacilities ?
Marketing ?  Other physical fecilities (please additiona
Technicd /engineering ?  comment below) round(s)
Other (please specify in
the box at the lower right)
Networking with ?  Shared infrastructure/resources ? )Other services (please
Other/former tenants ? personnel department ? describe)
other companiesin field ? accounting ?
loca companies ? security ?
government authorities ? warehousing/storage ?
other industry companies ?  Other (please comment below) ?
venture capitalists ?
Mandatory networking ?
mestings
Optiond networking ?
mestings ?
Ad hoc networking

IT facilities (please comment)

Additiond comments:

4. How dostart -ups pay for the services they receive from you? What percentage would you
attribute to these payment methods?
Equity (What percent does the incubator take?)

Cash/short term credit (<=90 days)
Long term credit (>90 days)

Government subsidy

Support from academic ingtitution (please specify)

Other (Please describe)

5. If you offer capita investment, what stage and what criteria are most important to your

investors?

6. How many start -up companies have you provided services to?
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7. Of those companiesthat you have provided servicesto, how many arein operation today (i.e.:
have not voluntarily closed their doors or been declared insolvent or bankrupt)?

8. Totheextent that you provide advice and information, how and how much do you use Intemet
or other eectronic mediato provide these services? (Please describe including URLswhen
appropriate.)

9. How would you summarize your organization?

10. What do you believeis your competitive advantage over other incubators and start-up
conaultencies?

Would you bewilling to provide alist of some of your current or former clients? Thislist would be
kept confidentid and would be used as only abasisfor contact for further academic research on this
project only.

Please return this questionnaire to vryker@

Thank you for your time and assistance. If you would like to receive a copy of my paper, please advise
and | will add you name to the mailing list. The paper should be sent out around the beginning of
summer.
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Questionnaire for Ve nture Capital Organizations
Prepared by V.Ryker as pat of aproject for Magters of Management Course- Information Technology: Innovation and Leadership, Bl, Odq

Name of organization, founding date, and contact details:

NAME Founded: DATE
ADDRESS Contact: CONTACT NAME
PHONE CONTACT EMAIL

FAX

WEB-ADDRESS

1. Parent companies, related entities, co-owner or partners

2. Do you have aspecific area of focus for your investments?

3. Inaddition to capital, do you provide other services? If so, which services?

4. Whenyou invest capitd, a what stage are the businesses you invest in and approximately
how much would you invest at each stage?
Start-up/First round funding
Second round funding
Third (or more) round funding

5. What criteriaare most important to your investors?

6. Noting that there are many different types of incubators, how would you define an
Incubator and what is your opinion of incubatorsin Norway?

7. Doyouinvest in any incubators?
A. If sowhichones?

B. Why these specificaly?

8. Howwould you summarize your organizaion?

Please return the completed questionnaire to vryker@
Thank you for your time and assistance. If you would like a copy of the completed paper sent toyou in
early summer, please advise and your name will be added to tre mailing list.
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Appendix Il - Compilation and Summary of Data

Appendix 1 isacompilation and summary of the data collected. Of the 32 incubators polled (including
"gpecid incubators'), 22 responded; however, not all respondents answered all questions. " Summary of
sarvices' raw datais present in the Excel sheet at the middle of this section, with akey to the
abbreviations appearing on the page before the table. Following the data table on sarvices, isa
summary of reported "Competitive Advanteges'. Finaly, at the end of this Appendix 1, isabrief table
and comments regarding the opening dates of incubators and client success rates.

It show be noted that there are two organizations, Startup.com and Venture Cup, which were included
in the palling that arelabled as "specid" in the ownership column of the Excdl table. Under the
definition of an incubator provided in the paper, thesetwo arein agrey zone, because it is unclear
whether they are ableto create the controlled environment described in the incubator definition. They
were included however, becauise they represent aternative incubation assistance possibilities available
to Norwegians. Briefly, Startup.com, though not Norwegian, was included in the study because asa
virtual incubator, itslocation becomesirrdvent - its services are available to anyone with access to the
internet. Venture Cup was included because, though it is a competition, its gods are the same as
incubators - develop new enterprises; and because its focus -providing assistance with businessidea
development and networking is Similar to incubators.

Services Provided

General Services
Number of respondents: 19

Diverse combinations of generd service were reported to be provided by the various incubators. While
anincubat or may have reported that they provide a service, this does not attest to the quality of the
service. For example, oneincubator which purports to provide management assistance and business
plan development is run by an individual with very little experience and training. This does not mean
the advice will necessarily be poor, or that incubators with experienced managers will necessarily give
good advice, but clients of incubators should be aware of what they are paying for, to avoid asituation
of the "blind leading the blind", and/or transfer of experience only one way - the wrong way - from the
client to the incubator. Potential clients of incubators- particularly in niche industries- should be clear
over their own, aswell asthe incubator's, competence in the niche area. One former incubeator client
who was developing an e-commerce insurance product was extremely disappointed when he redlized
that he knew more about the product developing and marketing in the insurance industry than the
conaultant incubator he used.

Physical facilities
Number of respondents: 22

Diverse physica facilities were offered by 17 of the 21. The four not providing physical facilities,
Startup.com isavirtua incubator (webubatord ) physcally located in the US, but bleglobdly;
Venture Cup, the McKinsay incubation competition; Oracle Venture Network - aventure portal; and
eScienza. (See MiniCasesfor more details about eScienzaand Oracle Venture Network). Nordicgate
was he fifth that report that it does not provide physicd facilities.

In addition to office facilities, severa incubators offered onsite "food". Notably however, only one
reported on Site childcare facilities - Startbua at Gjevik Kunnskapsparken. In astudy conducted by the
US state of Maryland, 25 % of incubator clients who responded ranked childcare facilities asamedium
priority. Thefact that Startbuais the only incubators which directly marketsits servicesto female
entrepreneurs, and isthe only one which offers child care facilities, may be a reflection of gender role
perceptionsin Norway. Whilethisisnot atopic included in this project, astudy of gender role
perceptions and innovation in Norway, could reved cultural perceptions and stereo-types which hinder
use of incubators (and innovation generally) by women.
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Shared businessservices:
Number of respondents: 21

Theincubatorsthat offered physicd facilities aso offered some shared business services. With one
exception, those that did not offer physicd facilities did not offered shared businessfacilities.
Nordicgate was the exception - they reported offering shared accounting services.

Networking
Number of respondents: 18

The results from the Networking section were the most surprising given the Best Practices/ CSF
discussed within the body of thisreport.

Surprisingly few incubators (only 2) reported that they provided opportunities to network with other
companiesin the same fied astheir clients. While fear of the competition may be areason for this, the
synergidtic effect and experience of Smilar companies could provide a vauable source of knowledge
for clients. Inviting other companiesin the sasme industries to hear topical speskersat "socia"
breskfasts can be a convenient way to increase this type of networking.

The group that the incubators networked with the most, not surprisingly was Venture Capitalist (VC).
Whether or not an incubator networked with VVC's had no correlation to the amount of funding provided
by the incubator, but those that offered assi stance with second round funding, naturaly enough, did
offer more extensive networking opportunities.

Only 5 made some type of networking mandatory, of these two were current SIVA incubators, athird
was a SIVA incubator in development. The fourth, Antares, because of its model (Coop-incubator),
networking internally is necessary. The firth was the longest existing incubator in Norway Leif
Eiricsson Nyfotek.

Mandatory networking poses some potential disadvantagesif it is over burdensome and takes key
players aw ay from their core role too frequently. However, mandatory networking is often necessary
for new entrepreneurs with few contacts or networking skills.

Funding:

Number of respondents: 18

Therange of reported funding was 0 to USD 3miillion. Thisrangeis consistent with the round in which
the mgority of incubators reported funding - namely Seed/first round.
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Summary of Services - Table Key

General Services
El Evauation of Idea
BP Advice with Business Plan

Assstance or advice on:
FF First Round Funding
S Subsequent Funding
CcP Criticd Personnd

LA Legd Assigance

RM Resources Management Assistance
MM Manaagement Meetings with tenants
M Marketing

TE Technical/engineering

PF Physical Facilities
F Free
RR Reduced rent
RC Regular Cog

I Insde the Incubator
S Shared/Convertible warehousing
E Externd commercid pace

Food  Redaurant or catering facilities

Child  Child cae

Networking

OF Other / Former tenants
oC Other companiesin field
LC Locd Companies

GA Government Authorities

al Other industry comapnies
VC VentureCapitdists

M Manadatory

(0] Optional

A Ad hoc

Funding

1 Sead/First Round

2 Second Round

3 Third Round
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Competitive Advantage
Number of respondents: 17

Of these:
76% of respondents that meant that the knowledge, experience, and/or professionalism of their staff
was aprimary competitive advantage.

41% of respondentsthat said their network was a competitive advantage.
12% did not list either personnd or network.
19% listed niche focus on telecom and mobile devel opment as a competitive advantage.

More than two thirds of respondents cited their staff as a primary competitive advantage. All of the
telecom-focused incubators (*telecom incubators') stated that they believed they had a competitive
advantage because of their saff's vertica (niche) knowledge, experience, and industry network.

Certainly, incubators with experienced staff have an advantage over incubators with inexperienced

saff. However, to the extent that the mgjority of incubators have knowledgeable and experienced staff,
this ceases to be a competitive advantage, and becomes the minimum demand for an incubator to
compete - acommercia necessity. In order for knowledge and experience of saff to be acompetitive
advantage, it mugt be differentiating and not readily available in the market. The telecom incubators
provide an interesting example. Aslong as the demand for telecom incubators outstrips the capecity of
the telecom incubators, they will maintain a competitive advantage by virtue of their focus area.
However, when the demand for telecom incubation drops (which it well may in the current dow
down), the telecom incubators may find that being competent and experienced in the telecom branch
will not be enough of a differentiation to provide a competitive advantage necessary for survival.

Certainly acompetent, experienced staff is an asset to any incubator because of the management skills
and network that such staff contributes. So, though an experienced staff may not actualy be a
competitive advantage, it does behoove incubators to appropriately compensate their staff membersin
order to retain them.

Some of the other reported competitive advantages:

"We comein earlier than most incubators' - Venture Cup and Startup.com

"Accesstotest [ab in Trondheim" - Mobile Forza

"Brand" - Antares

"Employee ownership” - Antares and eScienza

""Focus on technology which will beripe, or a least just asrelevant, in 5 yearstime' eScienza
"Officesin other countries' - Runway, Oracle Venture Network, and The Growth Factor
"Our sarvicesarefree" - Venture Cup

"Unbureaucratic”

"Focus on execution”

"Focus on subgtancein al projects’
"Location”

"Attractiveoffices'.
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Incubator Opening Dates and Client Success Figures

Name Opening Year |Total No. of| Survivors
Clients
Antares 1996 5 4
Comig@ang, Aug.2000 6 all
Incubator at
Lillehammer -
Kunnskap park
Create US 6 4
(modembad)
DaVenture 1999 Ca. 10 9
eScienza (and Apr.2000 Ca. 10 all
Startaass)
Leif Eiricsson 1998 (with FORNY | since 1994 33 plus
Nyfotek 1994) with FORNY]| (results only
50, plus 41 | for those in
licensing [which Len has
agreements| an equity
interest) 39
licensing
agreement
still running
Made4Net 1996 Ca.12-15 9
Mobile Forza May 2000 3 all
Nordicgate Oct.1999 >5 all
Rogaland 1998* 33 31
Kunnskapsparken
Runway.net Aug. 1999 3 all
Startbua: Gjarvik Dec.2000 3 all
Kunnskapsparken
StartUp.com 1998 <12 all
Steinsjer.net(IT- It-Byen exists, >10 all
Byen) incubator facility
expected to open
late 2001
TechCap March 1999 6 all
The Growth 2000 4 all
Factory
Number of Responses. 16

As mentioned in the body of the report, the surviva rates reported are between 60 - 100%, but the
significance of thisfinding is diminished by the fact that the mgority of incubators are lessthan 3 years
old, and consequently the majority of clients companies are lessthan 2 /2 yearsold. Looking at only
the incubators which are more than three years old, the range and success rate begin to drop. Given the
current business climate and the natural atrition rates over time, the very positive results being report
now are likely to be morein line with the statistics presented by the older incubators.
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Appendix Ill - Incubator Organizational Summary and Contact Details

38



This page lft blank for insertion of table.

39



This page lft blank for insertion of table.



This page lft blark for insertion of table.

41



This page lft blank for insertion of table.

42



Appendix IV - Mini Cases

Antares

Antaresis a privately owned organization which lies on the outer bounds of incubators. While the
primary business function isrenting I'T competance to other companies, Antaresinsitsthat it hasthat it
has an incubation program. The modle however, isfar more like a corporate incubator than those
incubators which were the primary focus of this study.

Typica of incubators, Antares providesidea evduation, business plan assistance, accessto first round
funding and cash flow assistance, legd assistance, resource management assistance, operationa
management assistance, marketing and technica assistance, in addition to shared internal infrastructure
resources such as accounting, personnel, and security. What is unique about Antares, however, isthat
in order to receive these benefits, a startup must become part of the Antares group. In otherwords, all of
its shares are held by the mother company, and it must in turn own shares of the mother company.

Inthisway, Antares deliverswhat it believes to be the necessary environment for startups its
competative advantage being “easy startup, facilities, management administration and board”.
Through this modle Antares has stared 5 companies, 4 of which are surviving today.

eScienza

eScienzais another private organization on the outer bounds of incubators. “eScienzais avery
speciaized incubator and consulting company with focus on the convergence areas of TV-internet and
mobile communicatiorrinternett.” It provides many of thetypica services of anincubator: idea
evduation, business plan advice, assistance with funding, criticd personnel (management for hire),
mearketing and technical assitance. But eScienza does not provide any physical facilitiesfor the
companies they assist. Though they have a server available for incubatee projects, none have needed it.
Thisis because theincubateesin their care are ususdly corporate spin-offs which have office space and
infrastructure facilities from the corporation they were spun out of, and/or can operate on an internet
based businessmodle.

Though eScienza primariliy focuses on spin-offs, they are not exclusive and are dways on the look out
for good ideas within the convergence arena. They can and do provide initial idea evaluation and
business plan advice through their affliate web Ste www. Startgass.com..

eScienzabdlievesit strength liesin its ability to critically andyze furture trends and adapt to the path
technologica development will follow; its ownership form; and its sharp vertica focus and network of
customers which are dso highly speciadized in the focus area. Though eScienzaiis currently focusing

on convergence technologies, it does so with the belief that thisis an areathat will be asrdleventin 5
yearsasit istoday. If anew technology disrupts this view, eScienza s capable and prepared to shift its
focus. With a 25% ownership interest held by a consultant company which specidizesin generd
management and I T consulting, 9% ownership interest held by a mgjor venture capitd firm, and the
remained owned by highly experienced employees, eScienza can boast a network in the convergence
market as good, if not better, than any other organization in the vertica market.

But with such a sharp vertical focus, can eScienzareally shift to the next technology when necessary?
What will happen to the current incubatees? In discussion with eScienza, Arve Mgy made the point
that if anew technology comes adong, the vertical focuswill shift for eScienza. eScienzais

continuoudy watching development of new vertical niches. Astechnology changes, eScienza may
replace consulting fees with an equity interest in the spin-off (up to 25%). Becausethereissuch alarge
employee investment in eScienzaitsdf, thereis high motivation to see that the spin-off succeeds.



Oracle Venture Network

Asits home page announces, the Oracle Venture Network (OVN) is

aWeb site created to support a unique community of independent entrepreneurs. Oracle
VentureNetwork offers a comprehensive range of servicesto put you on the road to business
SUCCeSs.
Use the Business Plan Manager to write, then electronically submit your business plan to
members of the Oracle VentureNetwork investor community. With nearly 200 questions,
the Business Plan Manager prompts you for necessary information, then deliversthe plan
in a preferred format to your selected investors. Member investors have agreed to review
and replyto all submitted plans.
Sharein Oracle VentureNetwork's on-line forum and gain the perspective and experience
of othersinvolved in developing a businessidea.
Draw froma vast resource of service member companies offering to assist you with
launching your emerging technology startup. You can search for legal, financial,
recruitment, technology, and other services by region, pecialty, or name.

Infact, OVN ismorethan just aweb site. It isaglobd corporate program crested by Oracleto
assist entrepreneursin developing their idess. By leveraging the Oracle infragtructure, OVN isa
natural extension of Oracle€'sgloba network. AsMark Jarvis, Oracles CMO, describesit OVN is
"afree, global online service to help entrepreneurs connect with service providers'. In addition, he
points out that though it isaglobal program OVN is administered regionaly and locally. Country
champions create local networks of financial ingtitutions, venture capitalist, consultants, full
sarvice incubators, lawyers, and other service providers, which agreeto review business plans
submitted through the Site.

In Norway, OVN (previoudy called 2Becom.com) was launched very successfully in 2000.
However, as the dotcom market crashed and the country champion took aleave of absence, the
program became an orphaned project that no one redly had the time to follow upon. Two main
problems existed. Firgt, the original country champion was very effective at starting the project,
but not in sharing the ownership of the project interndly in Oracle Norway. Second, successive
interim champions have not had the time or interest in following the project in the same way that
the origina country champion did- they have had other rollsin Oracle Norway that had to come
first. For example, sdleslooked at the project as a potential sales channel, but when it did not
create the large orders hoped for, interest waned.

AsOracles 4" quarter winds down (Oracle operates on a June 1-May 31 fisca year), the new OVN
champion and others within Oracle, have expressed their intention to revitalize the project in
Norway, and it gppears anew momentum is beginning for OVN in Norway.

Though the network set up by the original country champion is superb - one of the best in the
OVN globd program- Norwegian entrepreneurs have not utilized the site as much as expected.
Though the crash in the dotcom market is offered as one explanation, other possible reasons exist.
For example, theinitid publicity was done in the name of "2Becom.com”, before the name was
changed to Oracle Venture Network. Additionaly, the current URL,
www.venturenetwork.oracle.comvhtml/public/, isnot a"natural URL" and "Venture Network" on
the Oracle home page isnot particularly easy to find.

Despite dl, the tools for business plan development and access to athe broad network of service
providers and venture funding makes Oracle Venture Network an interesting place for people with
business ideas that they wantto develop.

SIVA

"The Industrial Development Corporation of Norway - State Owned, Independently Operated.”

SIVA was established in 1968. Though a state owned organization (owned by the Department
of Local Authorities and Regions - KRD), SIVA operates independently with its own board of



directors. It owns and operates 40 industrial parks and co-owns ten science and knowledge
parks, located in Norway and the Baltics.

Noting positive results from other European countries and seeking to have a similar effect in
the Norwegian Districts, SIVA created an ambitious plan to develop 25- 30 full-service
incubators over the course of the next 5 years. Toward this effort, SIVA plans to contribute 4
million NOK. Part of this fund will be used to procure 5-year leases on facilities for the
incubators. The normal size for each incubator start with will be between 250-30 square
meters, and the incubators will pay reduces rent to SIVA to SIVA based on their financial
ability and within predefined guidelines.

Though the incubators will be open to all with good business ideas, irrespective of whether
they come from research parks, industrial environments or completely private initiatives, SIVA
will not provide funding to individual incubator tenants. Instead, SIVA will contribute to the
over viability of the incubators' operations. To the extent that incubator clients seek funding
from the state, applications will be handled through two other state organizations: The
Norwegian Research Council (NFR) and The State Fund for Business and Districts
Development (SND).

As a part of the development project, SIVA will expect all new incubators to:
- be physically linked to an attractive business environment;

- have competent and dedicated leaders

- invest resources in young newly created businesses

- have alocal network

- have additional financing in place.

SIVA puts a lot of focus the roll of the primary leader of the incubator and development of a
network to support the incubator. SIVA expects that the leaders roll will be focused on the
entrepreneurial activities of the incubator clients, not internal bureaucracy. Leaders are
encouraged to build a Board of Advisors - separate from the Board of Directors - which can
provide advice on various business matters, as well as provide an additional source of
networking. They are encourage fully develop a network including local businesses, research
and education institutions, and financial organizations, though the latter are not expect to
completely replace the roll of SND and KRD.

Further on the subject of networking, SIVA also has ambitious to establish a network focused
on knowledge and development, between innovation environments in Norway. This project,
called DUN (Districts Development Network), is to be centralized on the on the business and
research/knowledge parks to help support development of district businesses.
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Appendix V - Review of Incubator Best Practices /Critical Success
Factors: Principles from Prominent Literature

Smilor and Gill's "10 Ciritical Success Factors Viewed From The Perspective
. 87
Of The Incubator

On-site business expertise

Access to financing and capitalization
In-Kind financial support

Community Support

Entrepreneurial Network
Entrepreneurial education
Perception of Success

Selection process for tenenats

Tie to a University

Concise program milestones with clear policies and procedures

8 gmiilor, Raymond W., and Gill, Michael Doud, Jr..1986. The New Business Incubator -Linking
Talent Knaowledge, Capital, and Know-How. Lexington , Massachusettes: Lexington Books.
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Rice and Matthew's Three Core Principles of Business Incubation®®

1. Best Practice Incubators develop a flexible approach to the provision of advice, counsul,
and services

2. They have different kinds of servicees and programs for their client companies

3.They deliver assistance in different ways, depending on each companie's individual needs
and stage of development.

Rice and Matthews "Ten Best Practices"°

Best Practice # 1:
Commit to the Core Principles of Business Incubation as the First Step To Developing a Best
Practices Business Incubator

Best Practice #2:
Collect and Assess Key Information. Decide Whether the Incubator is Feasible or Not

Best Practice # 3:
Structure the Incubator Program to be Financially Self Sustainable

Best Practice #4:
Structure the Incubator Organization to Minimize Governance and Aximize Assistance to
Incubator Companies

Best Practices #5:
Engage Stakeholders to Help Companies and to Support Incubator Operations

Best Practice #6:
Recruit Staff Who Will Manage the Incubator Like a Business and a President Who Has the
Capacity to Help Companies Grow

Best Practices #7:
Choose a Building That Will Enable the Incubator to Generate Sufficient Revenue and Also
Support Business Incubation

Best Practice #8:
Recruit and Select Client Companies That provide Revenue Required in the Financial Modle
and Have the Potential to Grow and Create Jobs

Best Practices #9:
Customize the Delivery of Assistance and Address the Development Needs of Each
Company

Best Practice #10:
Engage in Continual Evaluation and Inprovement as the Incubator Progresses Through the
Various Stages of Development and as the Needs of Client Companies Change Over Time

% Rice, Mark P. and Matthews, Jana B..1995. Growing New Ventures, creating new jobs: principles
& practices of sucessful business incubation; Prepared under the auspices of the Center for
Entrepreneurial Leadership, Inc.. Westport Connecticut: Quorun Books. 1995

® |hid
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NBIA's Principles and Best Practices™:

I.  The incubator aspires to have a positive impact on its community's economic health
by maximizing the success of emerging companies.

Il.  The incubator itself is a dynamic model of a sustainable, efficient business operation.

Model business incubation programs are distinguished by a commitment to incorporate
industry best practices. Management and boards of incubators should strive to:

Commit to the two core principles of business incubation.

Obtain consensus on a mission that d efines its role in the community and develop a
strategic plan containing quantifiable objectives to achieve the program mission.

Structure for financial sustainability by developing and implementing a realistic
business plan.

Recruit and appropriately compensate management capable of achieving the mission
of the incubator and having the ability to help companies grow.

Build an effective board of directors committed to the incubator's mission and to
maximizing management's role in developing successful companies.

Prioritize management time to place the greatest emphasis on client assistance,
including proactive advising and guidance that results in company success and
wealth creation.

Develop an incubator facility, resources, methods and tools that contribute to the
effective delivery of business assistance to client firms and that address the
developmental needs of each company.

Seek to integrate the incubator program and activities into the fabric of the community
and its broader economic development goals and strategies.

Develop stakeholder support, including a resource network, that helps the incubation
program'’s client companies and supports the incubator's mission and operations.

Maintain a management information system and collect statistics and other
information necessary for ongoing program evaluation, thus improving a program’s
effectiveness and allowing it to evolve with the needs of the clients.

*Developed by NBIA, with credit to the book, Growing New Ventures, Creating New Jobs: Principles and

Practices of Successful Business Incubation, Rice M. and Matthews J., 1995.

The NBIA's list has been further promulgalted by the OECD in their report "Business
Incubation: International Cases Studies'

% http://ww.nbia.org/prinprac.html
! OECD 1999. Business Incubation: International Cases Sudies, Organisation for Ecconomic Co-
operation and Devel opment.


http://www.nbia.org/prinprac.html

Highlights from "Networked Incubators Hothouses of the New Ecconomy

192

In reporting the results of their study in Harvard Business Review, Hansen, et al, identified the
network established by an incubator, as the primary factor likely to contribute to the viability of
an incubator. "Most business incubators provide office space, funding, and basic services.
The better ones also offer an extensive network of powerful business connections..." While
they focused on what "networking" should include, in doing so, they also incorporated many
of the previous espoused concepts.

"First, well designed incubators maintain a spirit of entrepreneurship”. A spirit of
entrepreneurship includes a willingness to take risks and a belief that success is possible.
The incubator assists by removing strategic, bureaucratic and organizational impediments.

Other examples of practices from successful incubators:

- establishment of advisory boards of external experts with real stakes in the incubator,
committed to helping incubatees:

To create long-lasting networked benefits for new incubatees, networked incubators
retained significant equity stakes in important portfolio companies and remain active
in them by sitting on their boards or continuing as advisers (sic). In other words they
built to hold and not to liquidate their investments. This principal contrasts starkly with
traditional venture capitalist approach...

- partner with strong local companies in various countries allowing newly
formed...operations to use those connections to forge market deals - though focused
internationally, this point does not exclude the local companies where the incubator is
established.

- when providing a physical facility, it should be one that is conducive to and enhances
networking between clients

Hansen, et al, also recommend that incubators utilize the economy of scale to:

- have "outside experts on site...so that incubatees have quick and easy access to
technological experts";

- "hire specialized deal brokers... - a person whose full-time job is to network on behalf of
the incubator companies"”;

- leverage the portfolio of companies to create an even greater network effect by vertically
integrating the companies that are incubatees and graduates so the incubator can
multiply the competence and market forces

Finally, networking should be institutionalized and in place before the incubatees need to call
upon them. "By institutionalizing networking, an incubator achieves scalability of networking
benefits."

%2 Hansen, Morten T.; Chesbrough, Henry W.; Nohria, Nitin, and Sull, Donald N.. 2000. Netwroked
Incubators Hothouses of the New Econonmy.Harvard Business Review. September-October 2000.
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