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INTRODUCTION: BEST PRACTICES IN BUSINESS INCUBATION

EXECUTIVE SUMMARY

Business incubators accel erate the successful development of entrepreneurial companies through
an array of business support resources and services, developed or orchestrated by incubator
management and offered both in the incubator and through its network of contacts. The goal isto
produce successful firms that will leave the program financially viable and freestanding. These
incubator graduates have the potential to create jobs and wealth, revitalize neighborhoods,
commercialize new technologies and strengthen local and national economies. An incubator
must provide management guidance, technical assistance and consulting tailored to young,
growing companies. Incubators usually also provide clients access to appropriate rental space
and flexible leases, shared equipment, technology support and assistance in obtaining the
financing necessary for company growth/[f]

Maryland has approximately 14 incubators and incubator-like programs currently in
operation. They include programs associated with universities and community colleges,
nonprofits and for-profits, operating in both urban and rural settings. Existing programs
range in age from 16 years to less than a year, and they have achieved varying levels of
benefit to both sponsors and clients. While the State of Maryland has funded the physical
infrastructure of some of itsincubators, it has no ongoing program of operating support.

Business incubators are helping build healthy, lasting businesses and they are doing it for low
cost, according to an Economic Development Administration funded survey conducted in 1997.
Incubator performance and return on investment vary widely, however — with the highest returns
created by incubators that have been well organized, have management capable of catalyzing
entrepreneurship in their communities and that prioritize staff time toward working proactively
and in-depth with client firms. Programs that do not have staff of sufficient quality to provide
high value-added assistance to entrepreneurs and who offer primarily real estate services and
amenities cannot claim any significant role in client company success. At worst, these incubators
may be glorified executive suites or other multi-tenant facilities that provide little more than
space in which businesses can operate.

This project, Best Practices in Business Incubation Programs, was designed to assist in
educating Maryland incubators on the highly effective practices used by other incubators
—national, international and within Maryland — and to answer the need for measurable
criteria against which incubator performance can be tested and future funding decisions
can be made.

Project goals included:

. Compiling national and international incubation best practices to identify key
practices that might be applicable to Maryland incubators

. Evaluating alternative incubation models (e.g., Internet incubators and “virtual”
incubators) that might effectively support Maryland emerging technology firms

1 Adapted from the Definition of an Incubator, approved by the National Business Incubation Association Board of
Directors, 1996.



. Identifying —in collaboration with Maryland’ s incubators — best practices
guidelines and outcome measures useful in spurring improved incubator
performance

Best Practices in Business Incubation Programs represents the major outcome of this
effort, conducted by the National Business Incubation Association in partnership with
Ohio University and Claggett Wolfe Associates. The partners surveyed existing
publications on incubation best practices and conducted new research in the field by
examining NBIA award winners and incubators that have achieved national or
international prominence. The partners found they were unable to confirm practices
reported in some earlier publications due to the significant changes at these incubatorsin
theintervening years. Thus, they found it necessary to collect considerable new data and
information from current programs.

Best Practices in Business Incubation Programsis divided into ten chapters, each
addressing a key best practice or set of best practices that can be viewed as practice
domains. Each chapter provides an overview of the importance of the best practiceto
incubator and company success, summarizes the components of the practice and provides
examples of the best practice in action — as put in use by model incubation programs.
Additionally, eight incubators were chosen as representing best practice or innovative
approaches in a comprehensive incubation program. These incubators are profiled in
Appendix A. Individua practices for each of these incubators are highlighted in the
appropriate chapters of the report. The eight incubators that are profiled include:

. Incubator for Technological Entrepreneurship, Kiryat Weizmann, Ness-Ziona,
Israel

. Software Business Cluster, San Jose, California

. Panasonic Digital Concepts Center (PDCC), Cupertino, California

. University of Californiaat San Diego CONNECT, San Diego, California

. Boulder Technology Incubator, Boulder and Longmont, Colorado

. Rensselaer Polytechnic Institute (RPI) Incubator Program, Troy, New Y ork

. St. John’ s Innovation Center, Cambridge, England

. ideal abs!, Pasadena, California

As noted earlier, the ten chapters correspond to ten domains of best practice, some

representing a single practice type and some representing a set of related best practices.
The partners identified the following key domains and practices.

BUSINESS INCUBATION BEST PRACTICES

DOMAIN 1: COMPREHENSIVE BUSINESS ASSISTANCE PROGRAM

Needs Assessment



1

2.

Develop and implement a systematic process for assessing client needs that has
the flexibility to adapt to the changing environment surrounding high-growth,
early-stage ventures.

Assess needs prior to accepting a business into the incubator and on a continual
basis after it has entered the program.

Coaching and Facilitation

1.
2.
3.

Dedicate sufficient staff time to meet with clients on aregular basis.
Allow clients to make decisions and to complete tasks.
Provide oversight and support as clients use program resources.

Monitoring Client Progress

1.

Develop milestones designed to meet the specific goals of the client and the
incubator.

Develop and implement a systematic process for monitoring the client’s progress
in meeting milestones.

Utilize monitoring processes to modify the services package offered to clients.
Utilize monitoring processes to graduate clients from the program.

DOMAIN 2: PROFESS ONAL INFRASTRUCTURE

K now-how Networ k

1

Develop a broad-based pool of individua advisors from the private and academic
sectors and ensure they have the technical and business skills needed to support
client businesses in various stages of their devel opment.

Establish alarge enough pool of advisors to minimize the impact on a specific
provider, especialy if services are provided on a pro-bono basis.

Limit exclusive arrangements with individual service providers to ensure that the
appropriate services are available to meet client needs.

Negotiate afee structure to minimize the financial impact on the client.
(Examples include pro-bono services, services in exchange for equity and services
with deferred payment until equity capital is secured.)

Facilitate the interaction between the service provider and the client.

Screen service providers and establish a feedback mechanism to assess client
progress and satisfaction.

Mentors

1

Develop apool of volunteers willing to serve as mentors for clients. Mentors
should have been involved in actual business operations in the appropriate
industries at various stages of the development process from proof-of-concept to
Initial Public Offering and/or acquisition.

Ensure that mentors meet with clients according to aregular schedule.



3.

4,

Meet with mentors periodically to monitor client progress and identify additional
needs.
Screen mentors and establish a feedback mechanism to assess client satisfaction.

Advisory Boards

1.

Develop a pool of professionals, technologists, business owners, etc., willing to
volunteer their services as advisory board members for clients. Individuals should
have experience in the appropriate industries at various stages of the development
process from proof-of-concept to Initial Public Offering and/or acquisition.
Ensure that advisory boards meet with clients according to aregular schedule.
Meet with advisory boards periodically to monitor client progress and identify
additional needs.

Screen advisory board members and establish a feedback mechanism to assess
client satisfaction.

DOMAIN 3: CLIENT CAPITALIZATION AND FINANCING

1.

2.

3.

4.

Provide access to debt and equity capital to launch and sustain the growth of
clients and train clients on requirements for obtaining financing.

Establish linkages with “angel,” venture capital and corporate equity investors
through capital networks, brokers and personal contacts.

Consider creating in-house equity and debt funds to seed adeal and to fill
financing gaps.

Create relationships with corporations that are willing to provide services (e.g.,
product devel opment, manufacturing, sales and distribution, etc.) for clientsin the
incubator in lieu of capital.

DOMAIN 4: CLIENT NETWORKING

1

2.

Proactively encourage client networking to establish and sustain the incubator’ s
nurturing environment.

Pay attention to facility design issues, host brown-bag lunches, CEO roundtables
and affiliates programs to bring business owners together to exchange ideas, share
experiences and |leverage resources.

Hire incubator management that values client interaction and networking and is
capable of facilitating these processes.

DOMAIN 5: TECHNOLOGY LICENSNG AND COMMERCIALIZATION

1. Develop partnerships with technologists and technology transfer offices with the

principal objective of commercializing technology through new company
formation.



Manage conflicts between al parties; offer incentives for commercialization and work to
change potentially incompatible cultures to become more responsive.

Establish a seamless interface between the incubator and the technology generator
to ensure fast and effective commercialization.

DOMAIN 6: UNIVERSTY AND FEDERAL LABORATORY LINKAGES

Establish linkages with universities and federal |aboratories to leverage the
valuable assets these entities can provide to incubator clients.

Use these linkages to provide clients with faculty/technologist consulting services,
student interns and employees, access to technical facilities and equipment,
databases, researchers and R& D financing.

Ensure that partnerships and linkages provide value to all parties.

DOMAIN 7: FACILITY BASCS

1.

Ensure flexible space and the necessary amenities (e.g., high-speed
communications, parking, security, etc.) to meet the needs of different clients at
various stages of their development.

Encourage client interaction through the use of common meeting areas (e.g.,
kitchens, mail rooms, copy rooms, €etc.).

Provide sufficient |easable space for the incubator to reach financial
sustainability.

DOMAIN 8: GOVERNANCE AND STAFFING

1.

2.

Ensure that the incubator has an effective governing body including private-sector
perspectives.

Achieve consensus among staff and major stakeholders on the mission of the
incubator.

Ensure that the incubator’ s president/ CEO has appropriate skills and is capabl e of
hel ping companies grow.

Ensure that staffing is sufficient, that certain staff is designated to work primarily
and directly with client services and that those people have the highest
qualifications.

Hire entrepreneuria presidents/executive directors capable of identifying client
needs and matching them with a wide range of resources, and ensure they do this
without impeding the client’ s need to learn or diminishing the client’s
responsibility for growing a business.

DOMAIN 9: CLIENT SCREENING AND GRADUATION



Utilize an extensive screening process to select clients that can benefit from the
value-added services the incubator provides.

Ensure that screening processes determine the needs of the applicant, the ability
of the incubator to provide value to the applicant and the willingness of the
applicant to accept the value provided by the incubator.

Establish appropriate graduation criteria.

DOMAIN 10: INCUBATOR EVALUATION

1.

2.

Utilize arange of quantitative and qualitative measures to eval uate performance
relative to the incubator’ s mission.

Obtain client feedback on the value of the program while they are residents and
following graduation.

Ensure evaluation processes are both manageable and consistent and that
outcomes are used to improve incubator performance.






CHAPTER 1: COMPREHENSIVE BUSINESS
assistance programs

overview

The value-added services that characterize a successful incubator program are broad, as
evidenced by the number and diversity of the topics addressed in the chapters of this
guide. However, the ability to coal esce these services into a comprehensive business
assistance program designed to successfully nurture emerging ventures must be the
ultimate objective of abest practices incubator. Such a program should follow alogical
progression of steps as described below.

Needs | dentification — Identifying client needs is an on-going process. At the onset,
an incubator must clarify the needs of applicants to determine whether the services
offered by the incubator can provide sufficient value to adequately fulfill these needs
and, thus, justify their admission into the program. Once admitted, the incubator
must continually assess the needs of its clients on a pro-active basis to address the
ever-changing environment faced by emerging technology ventures. Early in the
process this may consist of daily meetings with the management team. Asthe
management team matures, this may diminish to semi-monthly or monthly meetings,
but pick up once again if the venture works to secure equity capital. Regardless of
the situation, needs identification provides the platform from which an incubator can
take action to assist its client.

Rolein Supporting a Successful Incubator Program

Provides a benchmark for screening new applicants
- Isthe venture ready for incubation or should they be referred to other
programs (e.g., business counseling, education, etc.)?
- Does the incubator have adequate value-added services to fulfill the
needs of the applicant?
Clarifies actions to be taken and resources to be mobilized by clients as
well asincubator staff during coaching and facilitation activities

Coaching and Facilitation — Coaching and facilitation are logical extensions of
needs identification, and ultimately serve as vehicles for continuing the process. The
true value of coaching and facilitation comes when the incubator’ s staff can facilitate
the use of specialized resources or instruct the client on how to do something in such
amanner that they can then complete the task themselves. Thisis different than
serving as referral sourcesin that the incubator’ s staff must engage in the process
through its entirety to ensure that the desired outcomes are attained. Other aspects of
coaching and facilitation include serving as a sounding board and cheerleader for
client businesses as they face the many challenges associated with starting a new
venture, and continuing to identify needs before issues become urgent or problematic.
In fulfilling this role, the incubator staff must walk a fine line between coaching
someone through an issue and solving it for them. Staff must resist the temptation to



complete tasks for clients because this can undermine the entrepreneur’ s ownership of
the business and diminish the entrepreneurial spirit and drive needed to successfully
launch a new venture]

Rolein Supporting a Successful Incubator Program

+  Provides clients with an outside perspective of their business, and allows for
strategic thinking that might be neglected due to the pressures of dealing with the
daily operation of the business

«  Provides amechanism for continually assessing and fulfilling needs

+  Providesfor the timely mobilizing of resources

«  Provides support and oversight to ensure that the full benefit is derived from each
resource

Monitoring Client Progress— Monitoring client progress can easily be overlooked
when responding to the specific needs that arise on adaily, weekly or monthly basis.
Consequently, the incubator’ s staff must periodically take a step back to objectively
evaluate a client’ s progress through the incubation program and whether it islikely to
graduate from the incubator. Progress can be measured in terms of specific
milestones that reflect the evolution of a new venture as well as the mission of the
incubator. Specific accomplishments such as completing/refining the business plan,
solidifying the management team, completing the “proof of concept,” securing
capital, establishing strategic partnerships, graduating from the incubator, etc. all
serve as examples of specific milestones for tracking the progress of a client through
an incubation program.

Rolein Supporting a Successful Incubator Program

«  Providesfocusto both client and incubator actions, thus ensuring that the goals
of the client and the incubator are attained

+  Ensuresthat the client is committed to launching the venture and graduating from
the incubator

By properly executing each of these steps, an incubator can increase the success rate of
its clients as well as solidify its position in supporting the formation and growth of new
ventures. The figure below provides a summary of the best practices associated with a
comprehensive business assistance program. These practices are further highlighted in
the section entitled Best Practicesin Action.

TABLE 1.1: Summary of Best Practices
Comprehensive Business Assistance Program

Needs Assessment

1. Develop and implement a systematic process for assessing needs that has the flexibility to
adapt to the changing environment surrounding high-growth, early-stage ventures.

2 Chuck Wolfe, et al., Technology Innovation Centers: A Guide to Principles and Best Practices, California Office of
Strategic  Technology, December 1999, p. 20.




2. Assess needs prior to accepting a business into the incubator and on a continual basis after it
has entered the proaram.

Coaching and Facilitation

1. Dedicate sufficient staff time to meet with clients on aregular basis.
2. Allow clients to make decisions and to complete tasks.
3. Provide oversight and support as the client uses program resources.

Monitoring Client Progress

1. Develop milestones designed to meet the specific goals of the client and the
incubator.

2. Develop and implement a systematic process for monitoring the client’ s progressin
meeting milestones.

3. Utilize monitoring processes to modify the services package offered to clients.

4. Utilize monitoring processes to graduate clients from the program.

Best Practices in Action

Software Business Cluster, San Jose, California
Practices Highlighted: Needs Identification
Coaching and Facilitation

The SBC assesses the needs of its clients on a continuous basis during their stay in the incubator.
Initial, basic needs are assessed during the application and screening process (see Chapter 9:
Client Screening and Graduation). Once the business becomes a client of the SBC the executive
director and/or managing director meet with the business regularly so that at any given time they
have alist of threeto five priority itemsidentified by the client. When the client first enters the
SBC these meetings may occur daily, but once the company gets settled the meetings can occur
asinfrequently as every two weeks or once a month. When the client is ready to begin the
process of securing funding or is negotiating to be acquired, these meetings may again occur on a
daily basis. The SBC does not use aformal needs assessment process, but has adopted a more
flexible approach to assisting clients by maintaining regular contact and prioritizing items on an
ongoing basis. Throughout this process, the executive director and/or managing director
providing coaching to the client and facilitate the use of SBC resources such as the Executive
Associates Program and the Venture Capital Referral Program, and they link clientsto
appropriate outside professionals, university professors, etc. to address specific business and
technical needs.

(Source: National Business Incubation Association Randall Whaley Incubator of the Y ear Award
Application, 2000, and conversations with James Robbins, Software Business Cluster Director,
May 2000.)




Boulder Technology Incubator (BTl), Boulder and Longmont, Colorado
Practices Highlighted: Needs Identification
Coaching and Facilitation

The Boulder Technology Incubator (BTI) has devel oped a seven-step process, the
Entrepreneur Success Model, to provide its clients with a comprehensive business
assistance program. The selected client firms work with several advisory boards
developed for the company as it moves through each step. The steps take the firm through
an initial screening process, market and organizational development, and right on to
preparing a presentation to investors. Qualified, technology based start-up companies
with a good start on abusiness plan are invited to take alook at the incubation program.
Potential firms are evaluated extensively in four areas including technology, business,
principals/directors, and factors such as community benefit/awareness and ecological
benefit. The incubator program provides support in the areas of business planning,
management development, an advisory team customized to the business' s needs,
executive suite services, assistance in finding financing and access to other entrepreneurs.

The Entrepreneur Success Model is a comprehensive, flexible approach, providing assistancein a
customized format that can be used for companies at any early stage of development, regardless
of the entrepreneur’ s experience. The seven-step process utilizes advisory groups that move the
company through the stages of the model; these groups evolve to meet the client’ s needs and
serve as an ongoing advisory board. Some companies may skip a stage if they are mature in that
particular area:

INITIAL SCREENING

Conducted by management with companies expressing initial interest in the
incubator, this process culls out anyone who would not be a match for the
incubator’ s resources and company mix.

ADMISSIONS COMMITTEE

Composed of members suited to assess each particular company, this committee
takes a hard ook at the business plan, the entrepreneur’ s resources, goals, sales
and other characteristics and shepherds the company through the entire
Entrepreneur Success Model program. Each client is also appointed its very own
advisory board, tailor-made from the BTI’ s large advisory pool.

PRODUCT DEVELOPMENT
The advisory board works with the company to analyze, improve and further
develop its product or service.

MARKET DEVELOPMENT
The advisory board helps the company hone its marketing analysis and marketing
strategies.

ORGANIZATIONAL DEVELOPMENT
The advisory board helps the company develop its management team, corporate
structure and board of advisors.




FINANCIAL DEVELOPMENT
The advisory board examines all cash flow statements, pro formas, business
valuation and financial assumptions.

CLIENT FUNDING

The advisory board determinesif the company is ready for itsinitial capital
investment. The team here consists of experienced investors who prepare the
company for the due diligence process.

(Sources. Adapted from Gibson, Andrea, “No Substitute for Good Advice — At Boulder
Technology Incubator, Custom-Made Teams Are Key,” NBIA Review, vol. 15, no. 1
(February 1999), pp. 6-9, 16; Business Incubation — Building Companies, Jobs & Wealth,
edited by Sally Hayhow, National Business Incubation Association, Athens, Ohio, 1997,
p. 15.)

University of San Diego CONNECT, San Diego, California
Practices Highlighted: Coaching and Facilitation

University of San Diego CONNECT' s Springboard Program was started to assist high
technology and biotechnology entrepreneurs who are in the very early stages of
developing a concept and strategy for a business. Upon acceptance into the Springboard
program, the entrepreneurs spend four to eight weeks in coaching sessions with
experienced business people to help them develop their business opportunities. Upon
completion of the program, the entrepreneur isinvited to make a presentation of hisor
her ideato a select group of CONNECT sponsors and members. This group will usually
include a venture capitalist, accountant, corporate and patent attorneys, marketing
professional and an executive from a successful company in the same industry. Experts
will also be drawn from insurance, real estate, human resources and other areas as
needed. The goals of the one-and-a-half-hour Springboard meetings are to provide the
entrepreneur with candid recommendations for the devel opment of their business plan or
concept and to help define the desired outcome of their efforts.

(Source: UCSD CONNECT Website at http://www.connect.org/, April 2000.)

Arizona Technology Incubator, Scottsddle, Arizona |
Practices Highlighted: Monitoring Client Progress
Coaching and Facilitation

The Arizona Technology Incubator’s advisory board programs3 was started to provide high-quality
service to clients and to ensure client and incubator success. Individual company advisory boards
are brought into operation following an initial client-training workshop. All ATI clientsare

3 ATI's Advisory Board Program received the 1997 National Business Incubation Association’s Innovation Award,
sponsored by the Ewing Marion Kauffman Foundation.


http://www.connect.org/

required to attend the two-and-a-half-day workshops conductédl by Management Action
Programs, Inc., which focuses on issues such as self-appraisal, growth goals, growth strategies,
action steps, progress and corrective strategies. Highly trained instructors run these workshops.
During the workshop the tenants devel op steps that they need to accomplish in order to become
successful.

Once the workshop has been completed, ATI appoints an advisory board to meet with
each client. The advisory board is made up of fiveto eight people with different
functional backgrounds. The incubator manager attempts to identify one marketing
person with experience in the firm'’ s industry, finance, legal and accounting persons.
Advisers are al volunteers, some retired and some still employed. The process of picking
each company's advisory board is carefully executed to ensure diversity and chemistry
among board members. In addition, board members are matched with companies on the
basis of similar industry experience whenever possible.

The client company CEO and the advisory team select five critical goals the incubator company
must achieve. The team then meets monthly to monitor the company's progress towards those
goals. These meetings encourage the entrepreneur to think about what he/she needs in the area of
business assistance and encourage discipline with regard to the business plan and its execution. If
the company is not meeting goals, its advisory board will help devise a plan to help achieve those
goals. Intwo cases a member of the advisory board has invested in a company and became its
CEO/President.

(Source: Conversations with Sandy Hunter, Arizona Technology Incubator Assistant to the CEO,
May 2000.)

Incubator for Technological Entrepreneurship at Kiryat Weizmann (I TEK), Ness-Ziona
Practices Highlighted: Monitoring Client Progress

As with other incubators sponsored by the Israeli Ministry of Trade and Industry (the
Incubators Authority of the Chief Scientist’s Office), ITEK’s clients face milestones
imposed by the Incubators Authority. These milestones are derived from the techno-
scientific-business review performed by an expert appointed by the Office of the Chief
Scientist. The resulting milestones are mandatory, and may be technical achievements,
recruiting specific manpower or starting a strategic activity, for example. Each milestone
is associated with a date for completion, which may be changed if justified. A request for
revising milestone dates is made to the incubator manager, who constantly follows up on
each project.

Additionally, ITEK clients must meet voluntary milestones set by the project
management for each company. Normally these are of atechnical character. The
incubator-appointed project manager and the incubator manager review them internally.
In some cases the incubator’s R& D Commiittee is requested to participatein an
assessment. Voluntary milestones are reviewed during the regular meetings between the
project manager and the incubator manager, either at aregularly scheduled meeting or at
ameeting called on as as-needed basis.



(Source: Correspondence with Shmuel Y erushalmi, ITEK Incubator Manager, May and
June 2000.)



chapter 2: professional infrastructure

overview

A comprehensive business assistance program is only as strong as its component parts.
Needs identification defines the direction, coaching and facilitation provides the process
and client monitoring measures the outcomes. However, the strength and diversity of the
resource pool supporting the program will ultimately influence the integrity of the
incubator, as well as the subsequent value it providesto clients. A key element of this
resource pool is professional infrastructure, which is described in this chapter.

Professional infrastructure is comprised of three basic resources.

K now-how Network - The know-how network,flor professional services network, is
acollection of experts from the region served by the incubator who are willing to
provide services to the incubator’ s clients at no cost or at reduced rates. These
networks typically consist of senior level accountants, attorneys, marketing
specialists, venture capitalists, professors, technology specialists and others who have
chosen for one reason or another to support new ventures. These individuals are not
typically available to early-stage ventures and, thus, the value of the incubator isits
ability to make these valuable individuals available to its client. It isimportant to
understand that not every individual in these broad groups can provide value to the
network. Consequently, an incubator should focus on developing a pool of
individuals who are recognized as experts in the particular areas represented by the
incubator’s clients (e.g., communications technology, information technology,
biotechnology, etc.). The process of attracting these individuals may take time, but it
will become easier once the incubator has established its own identity as avaluable
source of support for successful ventures.

The term enlightened self interest (or value to the participant) has been used by many
incubator operators to explain why they have been able to obtain the services of such
talented individuals at cost-effective rates. Some participate for the opportunity to
obtain new, potentially lucrative clients or to identify investment opportunities, while
others participate for the public relations benefits or the desire to give something back
to the community. Regardless of the reason, acknowledging and managing the value
to these participants will be as important to the incubator as it will be to the client
businesses it serves, because without them, the value of the incubator to new ventures
diminishes significantly.p]

Rolein Supporting a Successful Incubator Program
Opens doors to experts not typically accessible by early-stage ventures

4 Mark P. Rice, et d., Growi ng New Ventures: Creating New Jobs (Westport, Connecticut: Quorum Books, 1995) p.
XXi.
5 Wolfe, p. 21.



Expands the range of technical and professional expertise available to incubator
clients
+  Expandsthe number of stakeholders interested in supporting the incubator

Mentors— During the period of time aclient isinvolved with an incubator, there will
be numerous instances in which they can benefit from interacting with someone who
has been successful in launching a new venture and has been in similar circumstances
to theirs. Although some may fedl that the incubator’ s staff can provide this support
through its business coaching services, staff timeistypically in short supply, and an
outside, third-party perspective can enhance the effectiveness of the guidance
provided by in-house staff. Consequently, mentors provide additional value to
incubator clients. Typical mentoring programs draw on a pool of experienced
entrepreneurs—even incubator graduates—who have been successful with their own
ventures and who wish to share this experience with others. The one-on-one nature
of thisinteraction allows the mentor to become more familiar with the intricacies of
the client’ s business operations at alevel that may not be feasible for advisory board
members or incubator staff. Mentors also provide clients with what they may
perceive as amore realistic approach to handling an issue or to making a business
decisionf] Aswith business coaches, mentors risk undermining the entrepreneurial
spirit if they take ownership of the business concept away from the founders. This
may be less of arisk if the mentor takes a more active role in the business as an
investor and/or board member, but the risk still exists, and an incubator should work
with its mentors to mitigate this problem.f] A detailed article on incubator mentoring
programsisincluded in Appendix B1.

Rolein Supporting a Successful Incubator Program

«  Provides clients with access to individuals with practical, real world experience
in dealing with the formation and growth of a new venture
Expands the number of stakeholders interested in supporting the incubator

Advisory Boar ds— During the early stages of development, many new ventures lack
an effective board of directors. Consequently, an incubator can provide value by
assisting with the formation of atemporary advisory or “shadow” board to serve in
this function until aformal board of directorsis established. Advisory boards can be
agood, early substitute for a board with the advantage of being easier to recruit (no
fiduciary responsibility), and being better timed for entrepreneurs that have yet to
establish a corporate structure. The advisory board should be comprised of
volunteers with the range of expertise needed by the client. The composition of this
board may change over time as the business progresses through its various stages of
development, but steps should be taken to obtain a commitment from a core group of
these volunteers to provide continuity within the board over time. Another important
consideration when devel oping an advisory board is conflict of interest. The

6 LouisG. Tornatzky, et a., The Art & Craft of Technology Business Incubation (Athens, Ohio: NBIA Press, 1996),
p. 65.

7 Wolfe, p. 21.



incubator should address intellectual property concerns, product positioning and other
issues before it provides this service.f]

Rolein Supporting a Successful Incubator Program

«  Provides clients with an organizational framework for building the business early
in the devel opment process
+  Expandsthe number of stakeholders interested in supporting the incubator

8 Ibid., p. 22.



Table 2.1 Summary of Best Practices
Professional Infrastructure

K now-how Networ k

1. Develop abroad-based pool of individual advisors from the private and academic
sectors and ensure they have the technical and business skills needed to support client
businesses in various stages of their development.

2. Establish alarge enough pool of advisorsto minimize the impact on a specific
provider, especialy if services are provided on a pro-bono basis.

Limit exclusive arrangements with individua service providers to ensure that the
appropriate  services are available to meet client needs.

3. Limit exclusive arrangements with individual service providers to ensure that the
appropriate  services are available to meet client needs.

4. Negotiate afee structure to minimize the financial impact on the client. (Examples
include pro-bono services, servicesin exchange for equity and services with deferred
payment until equity capital is secured.)

Facilitate the interaction between the service provider and the client.
Screen service providers and establish a feedback mechanism to assess client progress
and satisfaction.

o o

Mentors

1. Develop apool of volunteers willing to serve as mentors for clients. Mentors should
have been involved in actual business operations in the appropriate industries at
various stages of the development process from proof-of-concept to Initial Public
Offering and/or acquisition.

2. Ensure that mentors meet with clients according to aregular schedule.

3. Meet with mentors periodically to monitor client progress and identify additional
needs.

4. Screen mentors and establish afeedback mechanism to assess client satisfaction.

Advisory Boards

1. Develop apool of professionals, technologists, business owners, etc., willing to

volunteer thelr services as advisory board members for clients. Individuals should

have experience in the appropriate industries at various stages of the devel opment

process from proof-of-concept to Initial Public Offering and/or acquisition.

Ensure that advisory boards meet with clients according to aregular schedule.

Meet with advisory boards periodically to monitor client progress and identify

additional needs.

4. Screen advisory board members and establish afeedback mechanism to assess client
satisfaction.
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BEST PRACTICES IN ACTION

Rensselaer Polytechnic Incubator Program, Troy, New York
Best Practices Highlighted:  Know-how Network
University and Federal Laboratory Linkages

The strong partnership between Rensselaer Polytechnic Institute (RPI) and its incubator
is probably the most distinguishing attribute of the incubator. One very successful way in
which this partnership is manifested is in the involvement of RPI’s students with
incubator companies. Every MBA student isrequired to perform afield project with a
company. In addition, at least eight other elective courses are based on students
performing field projects, most frequently with incubator companies. The students may
help rewrite business plans, develop marketing plans, perform specific marketing
research projects, create advertising plans, develop cost accounting and financial
reporting systems, write technical brochures or manuals, devel op financing plans and
prepare financing applications, etc. While the students are most often graduate students
from the Lally School of Management, students from science, engineering and
humanities schools also participate. The incubator’s clients benefit from afree
consulting project performed by students who often have substantial prior work
experience. Surveys have shown that the companies feel these projects would have been
worth an average of $3,000 to $5,000 if professional consultants had performed them. At
the same time, the students rate the courses that require field projects as one of the most
valuable learning experiences they receive at RPI.

In one example, ateam of students helped an incubator affiliate evaluate the potential for
exporting their automation equipment to the Pacific Rim. The company wanted to know
if their equipment would sell in the Pacific Rim and, if so, which distribution method was
most appropriate and which Pacific Rim country would be the best target for initial entry
into that region of the world. Inthe MBA course Technological Entrepreneurship ateam
of students was formed that included Taiwanese, Korean and American students. The
students performed a thorough market analysis using traditional secondary sources, but
also leveraged the international composition of the team to contact potential customers,
manufacturers representatives and distributors in the Pacific Rim countries. They
analyzed the cost of various distribution methods as well as cultural and legal factors for
an American firm doing business in each country. They concluded that there was an
attractive market for the incubator affiliate’ s equipment, that Taiwan was the most
appropriate and attractive market for initial entry, that using a manufacturers
representative was the most effective means for distribution, and even identified and
initiated discussions with a specific representative who was very familiar with the
particular type of equipment sold by the incubator affiliate. The cost of this project to the
incubator firm was less than $200, mostly for long distance phone charges, while the
value of the project was many thousands of dollars.

In addition to utilizing students to conduct research for clients, RPI’s Incubator Program
organizes “ Consulting Desks.” Thisinvolves professional business service providers
visiting the incubator for one day each month to consult with clients at no cost.



Pricewaterhouse Coopers, the big five accounting and business advisory servicesfirm, a
human resources company, and alaw firm speciaizing in general legal issues currently
participate, and incubator Director Bela Musitsis negotiating to add alaw firm that
specializesin intellectual property issues. Clients may sign up in advance for a one hour
consultation, and the incubator schedules the visits and notifies the professionals of the
companies and issues they’ || be addressing. In some cases, Musits may forward a
financia statement or other document for the professionalsto review in advance. The
incubator also provides the office space for consultations. Since the program began
operation in the fall of 1999, every consultation session has “sold out,” according to
Musits.

(Sources: Glenn Dodll, National Business Incubation Association Randall Whaley
Memorial Incubator of the Y ear Award Application, 1995; telephone conversation with
RPI Incubator Program Director Bela Musits, June 2000.)

Software Business Cluster, San Jose, California
Practices Highlighted: Know-how Network

The SBC has established an extensive network of professionals (or know-how network) through
its board of directors, partners and sponsors. This network consists of senior level professionals
and technol ogists from around Silicon Valley with specific expertise in the software/Internet
industry. Representatives include partners at law firms, accounting firms and consulting firms
who have agreed to work with SBC clients on a deferred billing basis (until the company secures
financing) or for equity in lieu of payment. Use of the network is facilitated by the executive
director and/or managing director on an as needed basis in response to the three to five priority
items identified by the client.

The SBC also has a more structured program known as the Executive Associates Program, which
has been designed to ensure that the SBC has a diverse pool of resources to meet the varying
needs of the SBC’ s clients at different stagesin their development. The program consists of 15 to
20 volunteer mentors/coaches who have been pre-screened by the SBC. When asked to assist a
client, these individual s contribute three to four hours per week on a pro bono basis to provide
business or marketing advice, make referrals, serve as atemporary board members, etc. The pool
of volunteersis rotated periodically to minimize the time demands on any one individual and to
ensure that the skills reflect the changing needs of SBC clients.

(Source: National Business Incubation Association Randall Whaley Incubator of the Y ear Award
Application, 2000, and conversations with James Robbins, Software Business Cluster Director,
May 2000.)

Long Island High Technology Incubator, State University of New York at Sonybrook,
New York
Practices Highlighted: Know-how Network

The Shared Service Providers program gives incubator clients access to extremely valuable (and
affordable) professional services. Selected professional business service company representatives



work with the incubator clients in-house, utilizing a 250 square foot shared office set aside for
this purpose by the incubator. Each of the service providers pays an annual fee of $4,000 —
basically alicense agreement (see Appendix B2) for use of the space — for the privilege of
meeting with and assisting client firms. Initial meetings are on a pro-bono or a reduced rate basis
with ongoing terms and conditions specified thereafter. Companies often establish relationships
with more than one of the providers. In addition to advising the companies and assisting in
preparation of financial reports, etc., the providers also make referrals for more specific and
special needs for each business. The service program currently includes three legal firms that
specializein intellectual property. However, in the past it has also included venture capital and
accounting firms. The amount of time the service providers spend in the office space varies, but
the contact person for each service firm iswell known to each client firm's staff. Appointments
are both walk-in and scheduled in advance. The incubator attempts to ensure that service
providers are familiar with incubator activities and clients.

The program has evolved since it was instituted. For example, it was sometimes difficult to get
clients to participate in programs that were offered by providers. Now, the incubator has
implemented a point system in which clients receive a specific number of points for attending
seminars. When a certain number of points have been accumulated, the client receives areward,
such afree parking pass. Long Island has no dearth of experienced, high-quality business service
providers. Typically, the provider has approached the incubator to offer its services. Many big
firms with solid reputations for excellence have assisted incubator clients through the program.

(Source: Conversation with Jim Finkel, Associate Director, Long Island High Technology
Incubator, May 2000.)

Technology Advancement Program (TAP), University of Maryland, College Park,
Maryland
Practices Highlighted: Mentors

Affiliated companies have access to the Michael D. Dingman Center for Entrepreneurship’s New
Venture Mentoring and Management Counseling Program. TAP companies are subsidized in
their use of the Dingman Center services such as seminars, luncheons and mentoring. In addition,
TAP subsidizes the Dingman Center program fee for its companies. The program has more than
150 volunteer mentors, including faculty members, entrepreneurs and professionalsin
accounting, compensation staffing, financing/financial planning, government contracting,
international business, joint venturing, law, marketing/sales and strategic planning. The mentors
also provide introductions to business contacts, give advice and focus start-up businesses on key
problemsthey are facing. TAP has its own mentors as well, which include law firms
representatives, business consultants and accountants. TAP clients can either use the mentors
through the Dingman Center or through TAP. Dingman offers a greater variety of specialized
business technical services, while TAP provides quick consultations related to intellectual
property or accounting matters.

(Source: Conversations with Ed Sybert, Technology Advancement Program Director, May
2000.)

Arizona Technology Incubator, Scottsdale, Arizona
Practices Highlighted: Advisory (Shadow) Boards



Each Arizona Technology Incubator (ATI) firm is assigned an advisory board. The
incubator has a pool of 25-30 volunteers who have agreed to advise these new firms. The
volunteers are selected by the incubator manager and made up of corporate attorneys,
engineers, entrepreneurs, bankers and corporate managers. From this pool five to eight
people with different functional backgrounds are selected to serve on each client’s
advisory board. The incubator manager attempts to identify one marketing person from
the firm’sindustry, as well as expertsin finance, law and accounting. Advisers are all
volunteers — some are retired and some still employed.

The process of picking each company's advisory board is carefully executed to ensure
diversity and chemistry among board members. In addition, board members are matched
with companies on the basis of similar industry experience whenever possible. The board
meets with the client firm management once a month, advising companies on strategic
direction much like a public corporation board of directors.

(Source: Conversations with Sandy Hunter, Arizona Technology Incubator Assistant to the CEO,
May 2000.)



Incubator for Technological Entrepreneurship (ITEK) at Kiryat Weizmann, Ness-Ziona,
Israel
Practices Highlighted: Advisory Boards

A board of directorsis created for each new company during the incubation period, and
the incubator contributes two to three individuals, including the incubator manager, to
thisboard. Others appointed by the ITEK board of directorsto the client company board
include individuals selected according to the character of each firm — sometimes
scientists and sometimes business people. This board becomes the legal board of the
company, and thusit is agoverning rather than advisory board. At the end of the
incubation period, this board is replaced by the choices of the company stockholders. At
that time, a dilution process has already taken place following rounds of investments,
which naturally influences the balance of power in each company. In casesin which the
incubator is not heavily diluted, it may hold one seat on the new board. The client
company’ s board meets as often as necessary, from one to two times a year up to five or
six times, depending on the decisions that need to be taken in regard to investments,
financial matters, modifying the development plan, etc.

Asnoted in an earlier chapter, each company is aso assigned a business manager by the
incubator — in most cases independent experts or individuals appointed by their business
consulting companies. The incubator maintains a pool of such individuals, either known
from previous experience or recommended by others. The incubator manager meets with
potential client business managers to assess whether there would be a fit between the firm
and the expert, both on professional and persona grounds. Occasionally, the incubator
must replace the business manager because of a poor fit.

The incubator also has an R&D Committee that meetings as frequently as necessary —
normally with two weeks advance notice. Four to five such meetings are typically held a
year to consider client company technology issues. Open channels of communications
are maintained throughout the year.

(Source: Correspondence with Shmuel Y erushalmi, Incubator Manager, May and June
2000.)

Boulder Technology Incubator, Boulder and Longmont, Colorado
BEST PRACTICES HIGHLIGHTED: ADVISORY BOARDS
CLIENT SCREENING

BTI has exceptional professional advisory teams representing the business who's who of
Colorado and the Rocky Mountain Region. It has been successful in finding peoplein
the areawilling to serve as advisors not only because the incubator is situated in an
affluent community but also because the program offers these advisors a chance to get
involved on the ground floor of growing companies. Some advisors come from the BT
board of directors but othersfill only the advisory function. Advising sometimes leads to
closer tiesto the client companies. For example, investors can get a heads up on a good



client. But in other cases, successful business people enjoy helping because they seek the
opportunity for community service.

The incubator has a rigorous 60-day screening process for prospective clients, accepting
just one out of every five applicants. Donahue and the executive vice president make the
initial assessment of incubator applicants, who must also gain approval from an eight-
member executive committee and the full board of directors. Evaluatorslook for the
following criteria: innovative technical ideas; legal patent protectability; product
feasibility without undue risk, technical knowledge and edge; market niche and
understanding of market; broad application base; growth and job potential; adequate
startup funds; financial pro forma statements; professional experience and education;
recognition of marketing, financial and management needs; community
benefit/awareness; and ecological benefit. Donahue says BTI islooking for
entrepreneurs who have potential to become lead management in their growing
companies or, if they can’t servein that capacity, have the flexibility and savvy to take
the role best suited for them. AsBTI’s halmark is placing ateam of advisors around its
incubator clients, applicants also must be receptive to learning. Since the incubator
receives many applicants from the scientific community, another criteriafor clientsis
whether a prospect has adequately scoped out the market before making its business
pitch.

Oncein the incubator, a client proceeds through an orchestrated set of stepsto make it
ready for independence, investment and success. The advisory board is at the heart of
this strategy. A company’s two-to-four member advisory team typically includes a
marketing specialist, a professional from atrade or industry related to the client business
who is knowledgeable about the marketplace and afinancial expert who can crunch
numbers. First the advisory team helps the client write or refine a business plan, put
together a good management team and network with the technology community. Next
the advisors perform afirst due diligence, making sure a bank or venture capital firm will
not run into any surprises when the client applies for funding. Finaly, the team will help
the client seek and secure capital, which can come from avariety of sourcesincluding
loans, profits from sales and services and angel investors. Some clients have benefited
from a strategic partnership with an established corporation. For example, alarge office
supplier pumped money into an incubator company working on a system to track all
commodities for prospective purchases, in order to fast-track the software. The
partnership triggered more revenues for both companies. The incubator fosters an
exchange of ideas, not only with support staff and advisors but also with other
companies.

(Sources. Adapted from numerous sources including Gibson, Andrea, “No Substitute for
Good Advice — At Boulder Technology Incubator, Custom-Made Teams Are Key,” NBIA
Review, vol. 15, no. 1 (February 1999), pp. 6-9, 16; and the BTl Website,

www.boul dertechincubator.org.)



CHAPTER 3: CLIENT CAPITALIZATION AND FINANCING

overview

For high-growth ventures, accessto capital is likely to be perceived as the most valuable
service that can be offered as part of an incubator’ s comprehensive business assistance
program. Sound management, market potential and a myriad of other factors will
influence their chances of success, but if everything elseisin place, alack of capital will
force even the most promising new venture to miss its opportunity for competing,
particularly in the fast-paced technology marketplace. Capital can come in the form of
equity, debt or some hybrid of the two.

Equity Capital — Equity is the most important form of capital for new, high-growth
ventures, and an incubator’ s ability to provide access to this form of capital will be
essential to itslong-term success. Sources of equity capital include, but are not
limited to, venture capitalists, high-net worth individuals or “angels’p] corporate
investors, Small Business Innovation Research (SBIR) grants, and other federal and
state equity/grant programs (e.g., the National Center for Research Resources —
Biomedical Technology Program, the Maryland Challenge Investment Program, the
Maryland Enterprise Investment Fund, etc.). Some private incubators have
established venture funds specifically to fund the incubator’s clients.

Debt Capital — Debt capital sources include conventional lending institutions and
community-based lending programs focused on broader economic devel opment
objectives. Institutions such asthe Silicon Valley Bank, with an office in Reston,
Virginia, specializesin lending to technology ventures. In addition, funding through
participating lendersin the Small Business Administration’s 7a Loan Program and
venture leasing companies may provide viable opportunities for securing debt funding
for clients. Lending criteria, allowable uses and acceptable levels of risk will vary by
source and in many cases will not be accessible by early-stage ventures. Because of
these limitations, some incubators have established focused lending programs that are
only availableto their clients. These programs have modified typical lending criteria
by shortening the required time in business, the level of collateral needed to secure
the loan, the term or length of time for repayment and the interest rate charged. In
addition, these programs have provided different lending products such as contract or
purchase order financing as a means of supporting early-stage ventures.

Equity and debt capital can be secured for clients using a number of different approaches.
Some incubators have been abl e to establish relationships with traditional equity and debt
sources by extending incubator board seats to venture capitalists, “angel” investors and

9 Overthe past few years “angel” investors have moved to the forefront in providing seed capital to early stage
technology ventures. In addition to capital, many of the investors provide mentoring and technical support to
companies in which they invest. Moving from investments made as individuals to those by members of small
investor groups, “angels’ have established highly visible networks following the lead of the Band of Angelsin
Silicon Valley.



bankers. Others have accessed outside resources, state-funding programs or taken steps
to establish their own in-house capital pools. A brief overview of some of these sources
is outlined below.[9)]

Capital Networks and Brokers— Capital networks and brokers are formal
organizations that facilitate the interaction between companies and potential
investors. Facilitation can comein the form of areferral with no participation in
negotiating the deal or areferral with participation in negotiating/brokering the deal.
To date, nonprofit networks such as the Golden State Capital Network in California
and The Capital Network in Texas have focused on providing referrals with no
participation in negotiating the deal. A similar serviceis provided on anational level
by ACE-net, which is supported by the U.S. Small Business Administration. Private
sector models such as garage.com and Off Road Capital actually broker the deal, and
participate in the deals using their own venture funds.

In-house Capital Funds— An in-house capital fund consists of an equity investment
fund or aloan fund established specifically to provide capital to incubator clients.
Management of such funds may be handled by the incubator staff or by an outside
party with specific expertise in equity investing or lending. The recent proliferation
of .comincubators established with $50 to $100 million-plus equity fundsis probably
the most visible example of this approach. However, other incubators have been
successful in establishing smaller equity and debt funds to serve their clients. Some
of these funds have been structured as follows:

«  Seed Capital Fund — One of the greatest challenges facing technology and
other fast-growth ventures is securing capital amounts of less the $1 mil Iion.
Consequently, a seed fund designed to provide equity investmentsin this
dollar range can be used along with “angel” investmentsto fill thisgap in
financing for incubator clients. Seed capital istypically used to finance
feasibility studies, proof-of-concept and prototype devel opment.

«  Tenancy-Contingent Financing — This form of financing provides equity funds
to clients once they have been admitted into the incubator. These funds
typicaly link the investment to performance milestones established for the
client, and the incubator taking an equity position in the client’s business.[2]

Corporate Partners— Corporate partnering can be used to offset the capital needs of
an incubator client. Utilizing this approach, a client can obtain valuable support such
as research and development, manufacturing, marketing and distribution, sales, etc. in
exchange for license agreements, equity, an increased portion of the revenue
generated from sales or some other arrangement that provides financial return to the
corporation.

10 Chuck Wolfe, Capital Opportunities for Gazelles in Rural California, Golden State Capital Network, February
2000, p. 21.

11 Based on interviews conducted by Claggett Wolfe Associates with technology incubator managers, “angel”
investors and venture capitalists.

12 Tornatzky, p. 15.



Regardless of the approach, it isimportant for the incubator to understand—and facilitate
access to—all sources of capital by utilizing personal contacts, venture forums or other
vehicles. In addition, the incubator should maintain information on each source (e.g.,
approval process, information requirements, allowable uses of funds, amount available,
time until the release of funds, etc.) and be prepared to assist clients in securing the
capital they need at various stages of their development.

An incubator may not have this service available when it opens, but it must establish this
service within arelatively short period of timein order to provide access to the funding
sources necessary to capitalize the first round of entrants into the program. The
establishment of incubator specific capital program is time consuming and complicated
and should only be undertaken if the incubator has sufficient expertise and support to
manage such programs.

Rolein Supporting a Successful Incubator Program

Capital is essential to the success of any technology venture since few can
finance growth from revenue generated from sales. Consequently, capital is
critical to the success of incubator clients and, in turn, to the success of the
incubator itself.

TABLE 3.1: Summary of Best Practices
Client Capitalization and Financing

1. Provide access to debt and equity capital to launch and sustain the growth of clients
and train clients on requirements for obtaining financing.

2. Establish linkages with “angel,” venture capital and corporate equity investors through
capital networks, brokers and personal contacts.

3. Consider creating in-house equity and debt funds to seed a deal and to fill financing
gaps.

4. Create relationships with corporations that are willing to provide services (e.g.,
product development. manufacturina, sales and distribution, etc.) for clientsin the

Best Practices in Action

Evanston Business and Technology Center, Northwestern University, Evanston, Illinois
Practices Highlighted: Equity Funds

The Evanston Business Investment Corporation (EBIC) operates seed capital fundsasa
service for clients of the Evanston Business and Technology Center. EBIC islocated in
the incubator but operates independently from that organization. It invests between




$50,000 and $150,000 in incubator companies and other local businesses. EBIC aso
provides financial advice to clients who are seeking financing options. Thusfar, it has
developed two seed funds. The first fund was $1 million, and the second fund was $1.5
million. As of 1999, the first two funds were fully subscribed.

EBIC islocally organized and makes equity investments in early-stage, growth-oriented
companies based in Evanston. Founded as a nonprofit, EBIC has adopted a mission of
encouraging entrepreneurship and new job creation in Evanston. Investments are initially
limited to $50,000 and are structured as 10-year notes. The advisory board of the fund
consists of representatives from venture capital firms, successful entrepreneurs and
academics.

A matching investment from another source is generally required; however, the size of
the match depends on the financial requirements of the client. In addition, the applicants
must either be based in Evanston or agree to move to the areawithin 90 days of EBIC’s
investment. Applicant qualifications include a strong business plan, a capable
management team and significant personal and financial commitment to the success of
the business. EBIC management generally requires representation on the boards of
directors of each company in its portfolio.

EBIC'sjob creation goals are achieved as aresult of its growth-oriented investment
strategy. EBIC follows these investment guidelines:

* No more than 10 percent of the partnership's total capital may be invested in any
one company. Thislimits EBIC's maximum investment to between $100,000
and $150,000 per company.

* Additional commitments from other investors are generally required, although no
set dollar-for-dollar matching ratio has been established.

» EBIC requires representation on the board of directors as a condition of investing
in start-up companies and/or in cases where EBIC isthe firm's lead investor.

* EBICinvestsin adiversified portfolio of technologies and industries rather than
specializing in just one or two industries.

» EBIC will make 75 percent of its investmentsin companies that are located in Evanston
or that have agreed to relocate to Evanston within a reasonable period of time after
EBIC's investment. The remaining 25 percent will be made in companies that are located
elsewhere in the Chicago metropolitan area.

(Source: Conversations with Tom Parkinson, Executive Director, Evanston Business
Investment Corporation, in May 2000.)

Arizona Technology Incubator, Scottsdale, Arizona



Practices Highlighted: Equity Funds

The Arizona Technology Venture Fund (ATVF) isa $600,00 seed capital fund. As of the
end of 1999 it was fully subscribed. The fund invested from $25,000 to $60,000 in each
company inits portfolio, including 10 to 12 firms that were residents in the Arizona
Technology Incubator. In several instances the fund’ s agreements included clauses
allowing the fund the right to convert its equity stake to debt — to recover the original
capital —in the event that the firm awarded an investment does not go public in five
years. ATVFiscurrently in the process of developing a second seed capital fund.

(Source: Conversations with Sandy Hunter, CEO, ATVF, May 2000.)

Incubator for Technological Entrepreneurship (ITEK) at Kiryat Weizmann, Ness-Ziona,
|srael
Practices Highlighted: Equity Funds

Private seed capital isin short supply in Israel for commercializing new and untried
technologies and growing new companies. Although several Isragli incubators have had
positive relations with venture capital, so far ITEK has had better results with business
angels. Yerushami believes this may be related to the rather small financial needs of
ITEK’s projects at the time they |eave the incubator — normally less than $1 million, and
in many cases bridge financing of only $200-$400,000 until the real first round. Angel
investors have been finding ITEK themselves, either through their contacts with people
and organizations familiar with the incubator’ s operations, upon browsing its Website, as
the result of frequent mention in the press or other news media, or through word-of-
mouth. The incubator plans to become more proactive in identifying angels.

Most of the angels associated with incubator clients are local, but an increasing number
of them are located abroad, primarily in the United States or Europe. Aswith angels
elsewhere, they are individuals who have already invested in successful enterprises — not
necessarily startups — and they have the



financial capability to participate in risky outlays. They come to understand ITEK’s
structure, its board and management, and this becomes an important ingredient in
establishing trust on a personal level.

(Source: Correspondence with Shmuel Y erushalmi, ITEK Incubator Manager, May and
June 2000.)

Idaho Innovation Center (11C), Idaho Falls, Idaho
Practices Highlighted: Debt Funds

The Center hasinitiated a $1 million revolving loan fund that can be used to help
companies purchase equipment or meet other needs, except finance existing debt. It
provides needed financial resources for companies without them having to go outside the
incubator. The minimum loan is $1,000 and the maximum is $250,000. The rate/term
for working capital is prime plus 1-5 percent for 60 days to five years. For fixed assets it
is prime plus 1-3 percent for not more than 20 years or the useful life of the asset. Some
flexibility is alowed depending on the borrower’ s needs. Eligible businesses include
new and emerging high-tech businesses that are involved or related to the technology
from the Idaho National Engineering and Environmental Laboratory (INEEL), afederal
lab, and businesses started by INEEL dislocated workers. Businesses must be located in
the same county as the incubator. Selection criteriainclude a turndown letter from a bank
or private lender and an emphasis on creating jobs. Once I1C receives the turndown
letters from the lenders, it returns to the lenders with a request for partial participation.
The incubator asks the financial institutions if they will reconsider the loansiif it (11C)
puts up a percentage of the loan amount. By leveraging money in thisfashion, I1C has
used a$1 million investment to create $2.3 millionin local capital investment.

(Source: Conversations with Rick Ritter, Idaho Innovation Center Director, in May
2000.)

Incubator for Technological Entrepreneurship (ITEK) at Kiryat Weizmann, Ness-Ziona,
Israel
Practices Highlighted: Debt Funds

This incubator commonly provides in-house financing to companies who have completed
the two-year incubation period by delaying its charges of overhead expenses (rent,
electricity, faxes, copying, etc., which are normally charged at cost). Thiskind of
financing enables a graduate company to continue its presence on site, to be able to make
presentations before potential partners and to use whatever source of income it may have
(sub-contract work, etc.) to cover salaries and sundries. In paralel the incubator manager
continues his efforts in helping the graduate find and negotiate with potential partners
from a position of strength. According to Y erushalmi, this policy has been quite
effective, and so far al of theseinternal “loans’ have been duly returned. Given the
difficulty of acquiring financing and corporate partners for companies, Y erushalmi is



considering creating a “ post-incubation” operation that will exist under the same roof and
management and will allow ITEK to provide more value to its graduates.

(Source: Correspondence with Shmuel Y erushalmi, ITEK Incubator Manager, April
2000.)

Panasonic Internet Incubator (PIl), Panasonic Digital Concept Center, Cupertino,
California
Practices Highlighted: Corporate Partnering

The Panasonic Internet Incubator (PII) is one of three components of the Panasonic
Digital Concept Center. Through its affiliate program, the Panasonic Globa Network
(PGN), clients of the PIl have access to awide range of corporate resources at Panasonic
and parent corporation Matsushita Electric Industrial Co., Ltd. Pl clients obtain the
following benefits:

- Thetechnologies of Pl firms are profiled and distributed worldwide to
appropriate Matsushita research and product development divisions.

« Technical and business specialists from Matsushita s worldwide research and
product development divisions are brought on site to work with Pl clients and to
anayze market opportunities avail able through Matsushita internal clients.

PIl clients are sent to Matsushita research and product devel opment sites
worldwide to present their technologies and to investigate strategic partnering
opportunities.

«  Panasonic alows clients to pursue market opportunities outside of Matsushita.
Matsushita may provide other opportunitiesto PlI clients by licensing
technologies and/or providing support by manufacturing products, co-branding,
co-marketing, co-distributing or embedding a technology in a Matsushita product.

(Source: Conversations with James Robbins, Panasonic Internet Incubator Director, May 2000.)

Rensselaer Polytechnic Institute (RPI) Incubator Program, Troy, New York
Practices Highlighted: Capital Networks

Each month Rensselaer Polytechnic Institute’ s Incubator Program asks that two client companies
stand up and present their business plans to alarge audience. According to Bela Musits,
incubator manager, the “motivation is not to raise capital but to learn how to present your
business plan. We hill it asalearning experience.” Each company gets 20 minutes to present
their plan before an audience of 70 to 100 people, including angel equity investors, venture
capitalists, business professionals, students and other incubator clients. The clients also spend 10
minutes answering questions from a panel of three to five venture capitalists. The investorsdon’t
come with the understanding that they're doing a hard review of abusiness plan, but of 10
companies that have thus far presented, three have raised money. Since students and other clients
arein the audience, the learning isn't limited to the presenters. In fact, the audience learns alot
about how and how not to present their own plans. The program is marketed through the
incubator newd etter and flyers, which go to 1,500 community members. Soft drinks and cookies
or some other refreshment — and a half-hour of networking — always precede it. The success of



the program is evident in its growth, given that 30 attended the first session and the fourth
program attracted 100.

RPI’ s Incubator Program also mounts a “technology fair” each year during the Institute’ s annual
Entrepreneur of the Y ear Celebration, which is organized by the Lally School of Management.
This event normally salutes a highly successful entrepreneur —typically an RPI alumnus. Many
wealthy people, including investors and alumni, are on hand for this event, which attracts 300 to
400 attendees.

The“fair” involves poster board presentations of a half-dozen to a dozen incubator clients and
others who may have a great idea but have not yet begun company operations. Again,
refreshments are served, and each entrepreneur stands next to his or her poster board to describe
their project. Several participants have devel oped partnerships (business or marketing) and
investments as aresult. In once instance, an alumnus “discovered” anew Ph.D. with a
tremendous idea and by the end of the day they had a handshake agreement and subsequently
began acompany. Incubator Director Musits identifies companies for the fair, which is strictly
optional insofar as client participation isinvolved. The program is marketed heavily in the
incubator newsletter and flyers and also in RPI news rel eases that announce the keynote
presentation by the Entrepreneur of the Y ear.

(Source: Telephone conversation with Bela Musits, Rensselaer Polytechnic Institute Incubator
Program Director, June 2000.)

The Capital Network, Austin, Texas

Practices Highlighted: Capital Networks

The Capital Network (TCN) is an Austin, Texas-based company that is one of the
nation’s largest seed and venture capital networks, consisting of over 15,000 firms,
financing sources and business assistance organizations. The network offers investor-to-
entrepreneur introduction services, educational programs, venture capital conferences,
seminars, software and an extensive "know-how network™ of experts and advisors. The
network maintains a database of business experts who can help firmsin deal structuring,
marketing and management. To become a member of the network, entrepreneurs pay
$750 to be listed for six months, while investors pay $1,250 for a year.

TCN organizes angel investor receptions, which are held to showcase three high-growth-
potential startup businesses. These events are held nine times a year. In addition, larger
conferences are held for venture capitalists, corporate investors and money managers.
These conferences draw an attendance of 500-750 people.

As of May 2000, the Network claims to have facilitated agreements totaling more than
$250 million between participating investors and ventures.

(Source: Conversation with Christian Garces, Business Development Manager, The Capital
Network, May 2000.)

Softwar e Business Cluster, San Jose, California
Practices Highlighted: Capital Networks



The SBC has developed a Venture Capital Referral Program designed to assist clientsin
securing equity capital from venture capital and “angel” investors. Each SBC client
received personalized support from the incubator’ s executive director and/or managing
director throughout the process, which includes:

» A comprehensive review of the business plan/model from the perspective of
potential investors. Thisreview is conducted by SBC staff was well as
appropriate incubator board members, Executive Associates Program
volunteers and area professionals who are members of the SBC's
professional services network.

* Directed comments, gquestions and suggestions to help the client restructure the
business/plan model.

* Assistance in preparing a funding presentation.

If the SBC staff believes the business to be fundable, they will refer it to one or more
venture capital and “angel” investorsin their network. Due to the thorough analysis
conducted by the SBC, several venture capital forums have supplied designated “slots”
for SBC companiesto present. In the past three years all but one SBC company received
aventure capital term sheet offer asaresult of their presentation at these forums. In total,
over 80 percent of the SBC's clients have secured venture capital.

(Source: National Business Incubation Association Randall Whaley Incubator of the Y ear Award
Application, 2000, and conversations with James Robbins, Software Business Cluster Director,

May 2000.)



The Boulder Technology Incubator, Boulder and Longmont, Colorado
Practices Highlighted: Capital Networks

The Boulder Technology Incubator has a close alliance with the Venture Capital
Association of Colorado, which is a stakeholder and sponsor of the incubator. Notes
President Jerry Donahue: “We still don’t have the pot of gold. They do. But they look to
us for sourcing some of their deals, particularly their very early stage ones — for example,
with technology coming out of the University of Colorado, where market studies and
business plans haven't yet been conducted.”

BTI has assisted clientsin raising $500 million in capital, mostly from three different
sources. In order of magnitude, these are formal venture capitalists, strategic partners
(usually another corporation) and angels. Of these the angels “come to the fore” first but
usually provide the smallest investments. Donahue is always scouting investment
opportunities for his companies. “When they get to the point of being ready for prime
time, we invitein ahost of investors’ (including partners, angels and venture capitalists)
to hear a presentation of about 20 minutes or less, sometimes only 12 minutes. Donahue
also embeds several clients seeking financing in the annual meeting program of the
Association. Companies aspiring to investment provide 12-minute presentations at the
VCAC annua meeting.

(Source: Telephone conversation with BTI President Jerry Donahue, June 2000.)



CHAPTER 4: CLIENT NETWORKING

overview

A much-vaunted benefit of businessincubation programsis the synergy that develops from client
networking. Incubator managers recognized the effects of client networking for many years
before research confirmed them. However, the extent and significance of these effects was
unknown until Dr. Gregg Lichtenstein revealed them in his Ph.D. dissertation for the Wharton
School at the University of Pennsylvania, The Sgnificance of Relationships in Entrepreneurship:
A Case Sudy of the Ecology of Enterprise in Two Business Incubatorgl3] Since then, it has been
imperative for best practices incubators to be attentive in providing the environment and
facilitation required to encourage client networking.

Lichtenstein described three types of benefits received by clients through their interactions and
relationships: psychological, instrumental and developmental. An overview of each of these
interactions and relationships is highlighted bel ow.

Psychological - The first represents the moral and psychological support provided by the
incubator and by clients to each other. In abest practicesincubator clients feel nurtured,
encouraged and supported and they obtain a sense of security that they would not have on
their own. Given the extreme stresses that entrepreneurs experience when careers,
investments and even family relations are threatened, the atmosphere of the incubator can
provide a significant margin of difference. While legend extols the entrepreneur who started
businessin agarage or dorm-room, this isolated venue is probably best suited to the youthful
entrepreneur who has few responsihbilities or endangered investments. As Lichtenstein notes:
“The uncertainty of not knowing from one day to the next about whether oneis going to
survive can be extremely stressful

Instrumental - Instrumental benefits are those that relate to the work or tasks of operating a
business and take the form of increased sales, lowered costs, enhanced capabilities and
reduced risk. These benefits derive from beneficial business contacts and expertise provided
by the incubator’ s know-how network, mentors and other experts, opportunities for sharing
employees and equipment, co-bidding and the availability of computers, |aboratories and
other business and technical resources.

Developmental - Developmental resources are those most likely to be underestimated by
incubator management, but they also are critical. According to Lichtenstein, entrepreneurs
are learners in many aspects of their work. Development is, therefore, “the process of
increasing the firm's and entrepreneur’ s abilities by acquiring skills and generating new
ideas.” Interaction with others facilitates the process — during informal meetings at the
coffee machine and formal CEO meetings, at which significant issues are raised and
discussed. While entrepreneurs also learn through presentations by outside experts, the
"tilling and watering of the soil” both before and after these presentations represented by peer
interactions is invaluable to the learning process.

13 A dissertation in entrepreneurship for the Social Systems Science Group in the Management Department at the
Wharton School, 1992.

14 |bid., p. 49.
15 |bid., p. 51.



Lichtenstein characterizes eight factors that influence incubator interactiond™ These are:

» Typesof businesses— Clearly it is easier for companiesin similar industries to share
equipment, obtain contacts and learn from each other.

» Personal characteristics — Some entrepreneurs are loners and not suited to an incubator
environment, which requires awillingness to take advice and accept criticism.

» Stage of development — Entrepreneurs at the same stage of development face similar
changes and benefit from sharing problems, whereas entrepreneurs at lower stages of
development can also learn from and emulate those that have preceded them.

e Space— Layout of space contributes to interaction. A common entryway, common lunch
and meeting rooms, doors that are open, windows from client spaces into hallwaysand in
meeting rooms all encourage greater interaction among entrepreneurs.

*  Forums— CEO meetings, brown-bag lunches and other facilitated discussion forums
permit learning and interaction, and they help create the trust that is necessary for higher-
level synergistic relations.

*  Critical mass— The smaller the number of firmsin the incubator, the less likely
entrepreneurs will find others with common interests or problems, or resources for
sharing. Likewise, an extremely large program might make meeting others of like
interest more difficult unless attention is given to overcoming barriers.

* Normsand attitudes — The incubator must promote norms and attitudes that include
sharing, support, openness to ideas and friendly relations among clients. Potential clients
who show evidence of unfriendliness, excessive secrecy and unwillingness to learn from
others should be excluded at the outset.

*  Theincubator manager — Perhaps the “most important influence on interaction,”
according to Lichtenstein, isthe incubator management It is key for the manager to
recognize the importance of relationships to entrepreneurship and to be skillful in
promoting them. A manager who stays behind closed doors is the wrong choice for any
incubator.

Issues related to incubator staffing, facilities and know-how networks are dealt with elsewherein
thisguide. The most common practices to promote client networking outside of these areas
include the following:

Brown Bag L unches — These generally involve providing expert speakers about topics
that have been suggested by incubator clients or have been revealed through client
monitoring. Programs where lunches are provided tend to draw more clients, but the key
is having speakers who are knowledgeable, interesting and rel evant—ensuring a meaty
presentation—and providing opportunities for facilitated discussion.

CEO Forums—These are primarily facilitated discussions of company founders and top-
level management, at which the clients critically discuss plans, problem-solve and share
high-level concerns. In some cases, more experienced entrepreneurs and business service
providers are invited to these sessions, but care must be taken that these individuals don’t
become the focus of the meeting and promote their expertise to the disservice of sharing
among the entrepreneurs.

16 |bid., p. 53.
17 1bid., page 56.



Affiliates Programs— Often larger groups of incubator clients and those outside the
incubator who are also involved in developing emerging companies participate in
affiliates programs. Rensselaer Polytechnic Institute’ s programs bring in prestigious
speakers, but they provide plenty of time for networking and discussion.

Rolein Supporting a Successful Incubator

* Provides clients with moral and psychological support, reducing stresses and the
likelihood of failure due to burnout, depression and other ills

* Providesinstrumenta benefits including opportunities for sharing expertise,
employees and other resources, co-bidding, etc.

* Providesimportant contributions in preparing clients for learning and enhancing the
learning experience

»  Shifts some of the burden of counseling clients to othersinside and outside the
incubator, permitting management more time for monitoring and higher-level
coaching

TABLE 4.1: Summary of Best Practices
Client Networking

1. Proactively encourage client networking to establish and sustain the incubator’ s nurturing
environment.

2. Pay attention to facility design issues, host brown-bag lunches, CEO roundtables and
affiliates programs to bring business owners together to exchange ideas, share experiences
and leverage resources.

3. Hireincubator management that values client interaction and networking and is capabl e of
facilitating these processes.

BEST PRACTICES IN ACTION

Advanced Technology Development Center (ATDC), Georgia Institute of Technology,
Atlanta, Georgia
Practices Highlighted: Client Networking

The “Brown Bag Program” is a weekly lunchtime seminar that addresses issues critical to ATDC
clients. The program provides highly targeted, high-quality assistance to client companies at a
fraction of market value. The program has three basic goals: to provide networking opportunities
for clients and graduates; to raise awareness of the issues that are critical to small businesses; and
to give client companies opportunities to preview awide range of professional service providers
during an extended period of time before deciding to hire them. The incubator holds over 40 of
these brown bag lunch programs ayear. The program is driven by the needs of client companies
because ATDC finds out what topics are of interest through annual surveys and word-of-mouth.




Once aweek, client companies assemble in the incubator’ s conference room to hear a guest speak
about atopic in which they have expertise. A staff member hosts the speaker before each session
and familiarizes them with the incubator if they are new to the program or brings them up to
speed on current events if they have participated previously. The topics fall under five categories
including legal, financial, human resources, marketing or business planning. The format of the
session varies from lecture to roundtable to Q & A; the presentation method is chosen to get the
most out of the speaker’stime and subject. The sessions’ length varies, but the speakers
generally bring 20-30 minutes of material on agiven subject. Sometimes the speakers are
employees of graduated companies. Recruiting speakersisalso fairly easy because many seeit as
free exposure to potential customers, although the invitation to speak clearly states that the focus
must be on education and not selling services. Due to the nature of the program, it generally costs
the incubator |ess than $20,000 per year, which covers costs of staff management, videotaping the
sessions and mailing costs associated with sending materials to off-site companies. The speakers
provide the luncheons. Attendee benefits are learning hands-on skills that are important to the
success of their businesses and meeting people who in the future may provide one-to-one
assistance to them. The Brown Bag Program offers a wonderful networking opportunity for
clients and graduates.

(Source: Adapted from Innovative Programs That Help Companies Succeed, National Business
Incubation Association, 1997, pp. 59-65, and updated through conversations with Susan Shows,
Associate Director, Advanced Technology Development Center, in May 2000.)

Rensselaer Polytechnic Institute Incubator Program, Troy, New York
Practices Highlighted: Client Networking

The Venture Affiliates of RPI (VARPI) is another innovative RPI program, geared to
incubator affiliates. Start-up and fledgling technology companies not located in the
incubator pay several hundred dollars each year in program feesto join VARPI, giving
them access to every program and all services of the incubator. The program “extends
the wingspan of the incubator beyond the four walls of this building,” says incubator
Director BelaMusits. VARPI workshops are held each month in the afternoon. Both
clients and affiliates (and RPI students) participate in workshop programs featuring a
businessperson or business services professional who addresses a discrete topic of
interest to the entrepreneurs. Topics meet the description: *Everything you want to
know about running a business that they didn’t tell you when you got your MBA,” says
Musits. A recent session focused on human resource management including employment
law, hiring, how to conduct a good interview, what you can’t ask in an interview
situation, how to write a good job description, how to terminate employment, etc.

Each workshop begins with refreshments and networking and lasts about an hour-and-a-
half total. VARPI meetings are marketed through the incubator’ s newd etter, its Web
page, flyers and broadcast email. Rensselaer boasts 50 VARPI affiliates, who can access
Musits for consulting whenever they need. The admission requirements are that the
applicant be a technology company and have a business plan —which are the same
entrance criteria used by the incubator. Other than that, there are no rules, says Musits.
The incubator manager finds that VARPI members are happy to be included in the
incubator’ s many programs and to obtain the resources of RPI.



(Source: Telephone conversation with Bela Musits, Director, Rensselaer Polytechnic
Institute Incubator Program, June 2000.)

Software Business Cluster (SBC), San Jose, California
Practices Highlighted: Client Networking

The SBC has two structured programs to encourage networking between clients. Thefirstisa
Brown Bag Lunch Program that consists of monthly lunch seminars by local business
professionals from incubator bankers, outplacement specialists, venture capitalists, lawyers,
accountants and others. The topics are selected based on information gathered during the regular
coaching and facilitation meetings conducted by the executive director and/or managing director.
The focus of the lunches is to stimulate interaction between the SBC' s clients, to educate clients
about specific topics of interest and to introduce clients to competent and experienced
professionals.

The second client-networking program supported by the SBC isthe CEO’ s Roundtable.
This program consists of a monthly meeting that allows the CEOs from client businesses
to present success stories, discuss common problems, provide advice, and exchange ideas
on issues with their peers. These discussions focus on assigned topics identified during
the regular coaching and facilitation meetings conducted by the executive director and/or
managing director. A different CEO facilitates each session.

(Source: National Business Incubation Association Randall Whaley Incubator of the Y ear Award
Application, 2000, and conversations with James Robbins, Software Business Cluster Director,
May 2000.)






Chapter 5: Technology Transfer and Commercialization

Overview

In March 1999 the Committee on Science, Engineering and Public Policy of the Nati 0

Academies of Science and Engineering and the Institute of Medicine released a report
whose chief finding is that one of the keysto current U.S. economic strength is the
growth of new science and technol ogy-based businesses. The study assessed how well
the United States is capitalizing on its science and technology investments, identified the
reasons for U.S. success and made recommendations to strengthen the commercialization
process.

The report presents detailed recommendations to strengthen R& D capitalization,
summarized as follows:
» Maintain strong, stable funding for a portfolio of research investmentsthat is
diverse in terms of funders, performers, time horizons and motivations
* Maintain afavorable environment for capitalizing, characterized by a strong
incentive structure for investors, competition in the market and free movement of
ideas and people between institutions
» Support a skilled, flexible science and engineering human resource base that allows
the United States to maintain research at the cutting edge and capitalize effectively
» Support mechanisms for research and capitalization that encourage co-operation
between academics, industry and government{®]

In brief, the Committee encourages even greater diversification of funding sources for
U.S. R&D, acontinued experimentation by governments, universities and industry with
consortia and partnerships, and improved incentives for capitalization; in particular,
incentives at universities should be revised to encourage technology commercialization.

This report by such prestigious institutions should give added impetus to the current
movement by research institutions to participate more directly in technology
commercialization by company formation. Forward-thinking universities, federal
laboratories and private enterprises throughout the United States are increasingly
recognizing the limitations of continuing to license technology innovations only to large,
established firms. Instead, many owners of exciting technologies now license assets to
new enterprises that promise to maximize the return on their research investments. A
small cadre of these institutions is breaking still newer ground — going beyond merely
licensing to start-up businesses. These universities are identifying platform technologies
and participating in hands-on company formation.

18 Committee on Science, Engineering and Public Policy, Capitalizing on Investments in Science and Technology,
National Academy Press, Washington, D.C., 1999.

19 |bid., p. 4.



This strategy is controversial in some quarters because the traditional culture of federal
laboratories and of universitiesis that these institutions engage in basic research, leaving
to private industry the creating of saleable new products and processes. Asan
engineering school, the Massachusetts Institute of Technology has bucked this tradition
and has long sought to apply its discoveriesin the real world. A Bank Boston study
recently found that combining revenues of all of the companies formed by MIT faculty
and graduates would equal the world’s 24th largest economy. Many other universities,
however, have not encouraged faculty to penetrate the barriers between creating
technology and applying it. Y et a growing percentage of university R&D support isfrom
industry. Penn State, for example, reported that business paid for 15 percent of all its
1995 R&D.

The managing director of MIT’s Sloan Entrepreneurship Center, Ken Morse, notes that
the “best vehicle for taking technology from the lab to the marketplace is the company.
That’ s why we think and care about creating companies.”

How are the leading edge U.S. technology universities creating companies? Thisvaries
from ingtitution to institution, but it involves the following series of steps.

Identifying a platform technology within the university. Thisis atechnology that

can result in not just a new product, but a series of new products and processes of

sufficient breadth and market potential on which to base a company and attract

investment

* Investing in patents and other intellectual property protections and developing the
technology to the point that the company can be formed. Also determining the role
of the inventor

* Incorporating the company, issuing stock, completing license agreements and
executing other company formation processes including identifying interim
management — both a CEO and initial board of directors

» Developing the business plan of the company, which includes financing plans,
valuation and how the original investors will exit, or liquefy their investment

» Providing technical and business support during start up of the new venture
including assistance with human resources management, access to laboratories and
egui pment, contacts with a network of resources and potential alliance partners, and
access to flexible office and/or research and production space

» Raising the substantial venture investment required for getting beyond initial stages
of business and bringing in additional sophisticated management

» Handing the company off to management as an independent company

As noted, the structures for accomplishing all these steps vary and involve a number of different
players: the laboratory’ s outreach services, the university’s technology commercialization office,
afor-profit or not-for-profit technology commercialization arm or research foundation, and a
business incubator program and facility. A key to successis close and synergistic relations
between all these individuals and offices — a seamless interface, in fact.

All of these successful technology commercialization efforts recognize the following:



* The"art” of partnering. R&D doesn’t magically pass over the transom from
university to business

» Itisnot possibleto avoid conflicts of interest between the parties involved and their
different goals, but it is necessary to manage them by setting up appropriate
institutions and procedures

» Itisnecessary to address the requirements for cultural change within the university
or laboratory. This means working within the university and the community to
affect aspects of both cultures

* Universities face similar challengesto other institutions that are involved in

“reinventing” themselves and devel oping “customer responsiveness’

Businessitself is akey customer of the university

Several reports, iﬁl uding oneissued in 1999 by Battelle Memoria Institute and Ohio

State University, address best practices in university partnerships including technology
commercialization. Basic to thisisarticulating a vision, expectations, policies and
incentives for technology commercialization. Thisvision must have commitment from
the institution’ s senior leaders, who must work to revise structures, hire the right staff and
promote changes in faculty incentives. The leadership must also invest in increasing the
return from technology commercialization — words are not enough. Thisinvestment
should finance active identification of platform technologies for commercialization,
intellectual property protections and business incubation activities.

Universities must also exercise flexibility in licensing agreements and recognize that the
goal of the university must be to ensure the success of the business. John Preston, former
technology commercialization manager at MIT, got rid of the university lawyers that
previously held sway and brought in people who understood the requirement to provide
incentivesto all partiesin order to ensure the success of the start-up company. The
university must forego its natural inclination to demand an agreement that is biased only
toitself. Theinvestment and management partners must have incentives to develop a
successful company that can, in turn, “make the university alot of money.” The structure
of agreements and ownership must balance incentives and returns for each of the
different partnerspt]

In our view, technology commercialization can be differentiated from technology
transfer, in that the former implies substantial involvement in ensuring that the
technology is expressed in commercializable products and services. A best practices
university, research laboratory and affiliated incubation program can promote technology
commercialization in two ways. by assisting the research institution in moving its
technology into the widest array of applicable products and services — using new
company formation when thisis the best means of doing so — and by identifying
problems and challenges faced by business and industry that can be addressed by
applying a new technology as a solution.

20 Technology Partnerships: Benchmarking Ohio State University and Peer Ingtitutions, Battelle Memorial Institute
and Ohio State University, 1999.

21 Heretofore, this introduction has been adapted from an unpublished speech authored by Dinah Adkins, National
Business Incubation Association Executive Director, and first given in St. Petersburg, Russia, June 1999.



The primary practices incubators and their affiliated or host institutions utilize to promote
technology licensing and commercialization include:

Overcoming cultural impediments— This involves recognizing cultural
differences between research institutions, technologists, entrepreneurs and
community businesses, and building forums, policies and procedures for
overcoming them. In particular, it isimportant to recognize that conflicts of
interest cannot be avoided but can be managed.

Providing financial incentives — Small Business Innovation Research (SBIR)
grants work on the national level to promote technology commercialization by
entrepreneurial companies — and thus achieve a better return on the investment in
these technologies. On the local or state level, commercialization grants can be
just as effective.

Organizing to promote the “ seamlessinterface’” — Incubators and their host
ingtitutions are best served by co-locating technology licensing and
commercialization functions, or ensuring that they report to the same individual.
Developing comprehensive support for commer cialization — These involve
developing expertise in business incubation generally and in strategic
partnerships, licensing, equity participation, deal making, and all the other
components of transforming technologies into companies.

Due to their focus on entrepreneurial firms, incubators are less commonly involved in developing
astrong interface with existing business and industry to assist them in solving their problems
through the applications of new technology. Usually, some other office of the university or
laboratory has thistask. However, this function also promotes effective technol ogy
commercialization and is sometimes rolled into the responsibilities of the incubator with
beneficial results.



Rolein Supporting a Successful Incubator

* Increases the business incubator’ s potential client base and its impact

*  Expandsthe expertise of incubator-affiliated volunteers and staff in all aspects of
technology application and company devel opment

* Increases the return on investment to the incubator host research institution and binds
incubation more solidly to the economic development and research missions of the
host institution

* Increasesthe prestige of the incubator as an “engine” for devel oping technol ogy
infrastructures and entrepreneurial economies

TABLE 5.1: Summary of Best Practices
Technology Licensing and Commercialization

1. Develop partnerships with technologists and technology transfer offices with the
principal objective of commercializing technology through new company formation.

2. Manage conflicts between al parties; offer incentives for commercialization and work
to change potentially incompatible cultures to become more responsive.

3. Establish a seamless interface between the incubator and the technology generator to
ensure fast and effective commercialization.

Best Practices in Action

Advanced Technology Development Center, Georgia Institute of Technology, Atlanta,
Georgia
Practices Highlighted: Technology Transfer and Commercialization

University and Federal laboratory Linkages

The Faculty Research Commercialization Program hel ps academic and research faculties from six
Georgia Research Alliance institutions move research technology from the conceptual 1ab stage
toward acommercially viable product. The grants are for one year, range from $30,000 to
$100,000 and are supplemented by business guidance. The technology must be beyond the basic
research stage and should be directed at a specific product or technology with commercial
potential and a demonstrated market opportunity.

The process works in several stages. First, applicants are asked to conduct a self-assessment and
are given guidelines for doing so. Second, they submit atwo-page proposal preview to ATDC for
initial consideration. At this point, aresearcher must decide to proceed to the next stagein which
he/she submits afull proposal that effectively communicates the project’ s technological
innovation and business merit. Each application is reviewed for a sign of commitment from the
principal and evidence that the project might continue without ATDC funds. After review by
staff and external consultants, the field is narrowed to 12-16 semi-finalists. All semi-finalists are
visited on their campuses for extensive review and a hands-on look at the technology. A second
cut narrows the group to 9 to 12 who present their projects to staff and discuss key issues. Six to




seven finalists are awarded grants each year. Each winner’s grant varies depending on the
project. Theincubator makes awards to the highest extent possible within the budget alocation
by the state. The total budget allocation in 1999 for this program was $350,000. Awards of
$50,000 or more must be matched by outside sources. A senior staff member monitors the use of
funds and progress of the project throughout the year. This involves monthly progress reports
and quarterly meetings. Success rates have helped convince the State of Georgiato allocate more
money to the program in each succeeding year. The resulting understanding of high-technology
commercialization processes that ATDC staff members gain helps them improve their consulting
and widen their skills base.

(Source: Adapted from Innovative Programs That Help Companies Succeed, National Business
Incubation Association, 1997; updated through conversations with Susan Shows, Associate
Director, Advanced Technology Development Center, in May 2000.)

Louisiana Business and Technology Center, Louisiana Sate University, Baton Rouge,
Louisiana
Practices Highlighted: Technology Transfer and Commercialization

University and Federal Laboratory Linkages

Louisiana State University is an example of university that has institutionalized
technology commercialization. Asthe result of achangein Louisianalaw directing the
university to emphasize licensing technology to Louisiana firms, LSU has recognized the
importance of contributing to economic development in its mission statement. LSU also
created a position responsible for technology commercialization and economic
development at the vice chancellor level. The university administration has directed
faculty and staff to partner with local industry, assist in commercializing technologies
and participate in supporting startup companies. LBTC Incubator Manager Charles

D’ Agostino reported significant increases in sponsored research, industry partnerships
and royalty payments. Further, of the 25 firmsin the LBTC incubator, 15 license LSU
technology or are owned by faculty or students.

(Source: Commercializing Technology Through New Company Formation, National
Business Incubation Association, Athens, Ohio, June 2000.)

Arch Development Cor poration, The University of Chicago, Chicago, Illinois
Practices Highlighted: Technology Transfer and Commercialization
University and Federal Laboratory Linkages

The University of Chicago decided that they should focus on company creation as a way
to capture greater financial value. UC set up awholly owned corporation, Arch
Development Corporation, to act as the university technology transfer program. This
corporation has been creating and investing in new companies since the mid-1980's.
Initial funding for Arch Development came from the university. However, by the early
1990’ s the corporation was able to fund itself from returns on investments. Arch Vice
President Terri Willey explained that Arch takes equity in companies based on university
technology in lieu of licensing fees, in return for assisting in founding the companies and



providing management team development and, finally, in exchange for investing cash in
technology start-ups.

(Source: Commercializing Technology Through New Company Formation, National
Business Incubation Association, Athens, Ohio, June 2000.)



Technology Innovation Center (TIC), University of lowa, lowa City, lowa
Practices Highlighted: Technology Transfer and Commercialization

The University of lowa s vice president for research is responsible for its technology
transfer program. Technology Innovation Center (TIC) Associate Director Tom Bauer
believes that the program’ s success is due, in part, to the fact that intellectual property
management, the technology transfer office, the business incubation program and the
industrial park al report to this same individual. The incubator was established to assist
new business ventures that are likely to devel op research relationships with the
university. The incubator nurtures formal spin-offs from university research as well as
“gpin-in” firms. In the latter case, it assists companies that wish to gain access to
university resources and technologies. Asof April 2000, faculty, staff or students started
14 of 17 current TIC clients. Of 14 graduate companies, faculty, staff or students started
seven.

(Source: Conversations with Tom Bauer, Technology Innovation Center Associate
Director, April 2000.)

Incubator for Technological Entrepreneurship at Kiryat Weizmann (ITEK), Ness-Ziona,
|srael
Practices Highlighted: Technology Transfer and Commercialization

According to Israeli R&D Law, technologies developed under the financial support of the
OCS (Office of the Chief Scientist, Ministry of Industry and Trade) cannot be sold
abroad, nor can production rights be sold in such away that production will be performed
outside Israel, unless granted a special approval from the OCS.

Therefore, at the Incubator for Technological Entrepreneurship at Kiryat Weizmann
(ITEK), Ness-Ziona, commercialization commonly encompasses the following
aternatives, singly or in combination:

» Strategic partnerships with aforeign enterprises, under which the
product/technological platform will be adapted to the specific partner’ s product
line

» License of marketing rights (exclusive or not, worldwide or split among
territories)

» Equity partnerships

» Financial support for further devel opment against specific commercialization
rights



Technology may be transferred to a partner that is an Isragli operating enterprise, even if
it belongs to aforeign owner; safeguards are then established to avoid circumventing
OCS guidelines.

Each of the alternatives listed above are utilized during and following incubation, with
the participation of the ITEK incubator manager, the business manager associated with
each specific project and external consultants and others who procure investments, where
applicable.

In the event the two-year period allotted for incubation is over and there are no incipient
dealsto be closed, the incubator allows the project to remain on site, and provides further
intensive support in order to find the best available deal for the project. Thismay
sometimes take more than one full year.

ITEK management undertakes a continuous search for potential corporate partnersfor its
clients. Sourcesthat are researched include Websites and business representatives of
large multi-national organizations that maintain liaison officesin Israel (independent of
their marketing and sales agencies and representatives). Partners are also identified
through the flood of overseas delegations (governmental and private) that are
continuoudly visiting the incubator. There were more than 50 such delegations last year.

Preferred strategic partners are industrial enterprises for whom the technology platform
offers the opportunity to define a new product to be incorporated into their existing
product line. Generally the partners provide funds to assist in developing this new
product or adapting the existing product to their specific requests, and they normally
obtain marketing rightsin return.

(Source: Correspondence with Shmuel Y erushalmi, ITEK Incubator Manager, April
2000.)






CHAPTER 6: UNIVERSITY AND
Federal Laboratory Linkages

overview

It would be difficult to under-estimate the value that universities and federal |aboratories
offer to a best practices incubator. As discussed in Chapter 5, both can serve as sources
of new technologies that might be commercialized by incubator clients. However,
universities and federal 1aboratories can also provide valuable services and unique
resources to both the incubator and its clients. A list of common resources obtained
through these linkages is presented below.

«  Faculty/Technologist Consulting — Provided on a pro-bono or fee basis, university
faculty and laboratory technol ogists@offer both technical and managerial expertiseto
incubator clients. Theses relationships provide the client with high-quality technical
skills and business knowledge and, in turn, offer faculty/technologists practical
experience working in a private market environment. The synergistic relationships that
devel op often hone expertise on both sides of the partnership, and lead to cutting-edge
technology applications and business models.

« Student Interns and Employees— While amgjority of student intern programs
involve students at the graduate level in business, science or engineering,
internships also involve senior-level undergraduates. Accelerated activity in the
Internet sector has further resulted in incubator clients more often utilizing
students in technical disciplines at the undergraduate level. Clients can cost-
effectively use students from many disciplines, however, including law, public
relations, journalism/technical writing, photography, graphic design, etc. With
adequate supervision, whole student teams can take on many useful business
projects. The key ismotivation and intelligence since, except possibly on the
graduate level, experienceis not asignificant factor. Students are either paid,
obtain credit or both, and clients obtain low-cost employees. Thus student
interns and student employees can provide awin-win situation for all parties
involved B3|

« Accessto Technical Facilitiesand Equipment — Universities and federal
laboratories have awide range of technical facilities and equipment that can
expand the resources of an incubator without adding to its on-site development
costs. Facilities and equipment are usually provided on a pro-bono or reduced fee

22 Access to federal laboratory technologists, facilities and equipment can be obtained by executing a Cooperative
Research and Development Agreement (CRADA). These agreements are common with larger corporations, and
an incubator may be able to execute a blanket CRADA that alows all its clients to utilize the services provided
through the agreement. One of the greatest challenges with these agreements is in identifying the entity that will
be accept the legally liability requirement of the agreement.

23 The Ewing Marion Kauffman Foundation's Center for Entrepreneurial Leadership (CEL) has funded several
hundred Entrepreneuria Internship Programs over the past five years at universities, colleges and business
incubators. Kauffman requires high standards for funded programs but many have had spectacular results. See
http://www.entreworld.org for more information.




basis to incubator clients, along with access to on-site technicians who can assist
clientsin utilizing these resources. In some circumstance an incubator may be
able to secure unused equipment from a university or laboratory on aloaned basis
to fit-up on-site lab space. Since research universities and federal laboratories are
highly knowledgeabl e about hazardous waste disposal, environmental safety and
other areas of concern, techniciansin these fields are often available and
extremely useful as well.

- Accessto Databases and Resear chers— Universities and federal laboratories
often subscribe to database services that would be too expensive for an incubator
to access on alimited use basis. Arrangement may be made to allow incubator
clients access to these services on a pro-bono or per-use charge with the support
of auniversity or laboratory researcher who is familiar with the service.

« Accessto R&D Financing — Accessing federal research funding such as that
provided through the Small Business Innovation Research (SBIR) programis
greatly enhanced when incubator clients submit ajoint application with a
university or federal laboratory. Other sources of R& D financing may also be
available through such arelationship.

Universities and federal laboratories offer many additional services and resources
including patent knowledge, alumni who may serve as advisors, business contacts and
strategic alliance facilitators or investors, access to afar-flung network of laboratories
and technical expertise, and access to investment by university foundations. The value of
all these resources can vary by institution and by individual due to a number of different
factorsincluding, but not limited to, the university’ s/laboratory’s culture and interestsin
entrepreneurship and applied research, its policies on non-academic related consulting,
the ability of the client to manage and utilize the expertise of the faculty/technologist, the
fee structure assigned for outside users, and the ability of the faculty/technologist to work
in a private market environment. Research has shown that effectiveness of these services
is directly related to the universities/laboratories’ affiliation with the incubator.f4]
Regardless of the situation, incubator staff will have to manage these services closely to
ensure that all partiesinvolved benefit from the experience.

Rolein Supporting a Successful Incubator Program

Expands business and technical services available to incubator clients
Offers access to pro-bono and low-cost consulting and employees

Provides a pool of future employees for client firms

Provides incubator clients with access to specialist facilities and equipment
Reduces the development costs of the incubator facility and its clients

TABLE 6.1: Summary of Best Practices
University and Federal Laboratory Linkages

1. Establish linkages with universities and federal laboratories to leverage the valuabl e assets

these entities can provide to incubator clients.

2. Usethese linkages to provide clients with faculty/technologist consulting services, student
interns and employees, access to technical facilities and equipment, databases, researchers

and R&D financing.
3. Ensurethat partnerships and linkages provide value to all parties.







Best Practices in Action

Louisiana Business & Technology Center, Baton Rouge, Louisiana
Practices Highlighted: University and Federal Laboratory Linkages

This 40,000 sguare foot incubator that opened in 1988 is located in the middle of the Louisiana
State University campus. Its concentration is on high technology businesses. LBTC focuses on
two primary tasks involving high-tech matters: working with federal laboratories and programs to
determine what is available that can be transferred to L ouisiana businesses, and scouting
Louisianato figure out businesses’ technology problemsto determine if NASA or other federal
programs can solve these problems. Hence, LBTC considersitself primarily to be a broker of
technology and solutions. In other words, LBTC is not a problem-solver per se, but merely a
resource to connect those with problems to those with solutions.

LBTC works in conjunction with the National Aeronautics and Space Administration’s (NASA)
Stennis Space Center to commercialize technology. Eighteen federal agencies (Environmental
Protection Agency, U.S. Geologica Survey, etc.) maintain laboratories at Stennis, and serve as
primary resources for LBTC. Theincubator identifies technology that is available through the
agencies, and then funnels this technol ogy to appropriate businesses throughout Louisiana. LBTC
maintains its own office at Stennisin order to work closely with NASA and the other federal
agencies located there. LBTC also helps businesses write and process federal Small Business
Innovation Research (SBIR) grants. To date, LBTC has helped about 10 clients and numerous
other firmswin SBIR grants.

In its effort to determine the technology needs and problems of the state’ s businesses, LBTC
holds about 12 seminars ayear. Six are usually in Baton Rouge, and six are held elsewhere
across the state. In order to avoid duplicating existing efforts, LBTC networks with other key
economic development agencies, Chambers of Commerce and Small Business Devel opment
Centers to identify businesses that would benefit from its workshops on how to work with NASA
and how to apply for research and commercialization grants. The local businesses are asked to
complete atechnical request sheet that identifies their needs. Then the LBTC takes the lists of
local businesses, screenstheir situations, and investigates the talent or agency that would be
required to resolve the dilemma. LBTC can visit up to 20 companies within a one-week period to
work on these technology matters. For example, a machine shop needed a special welding
procedure in order to secure a private contract with Exxon. The process required a special metal,
so LBTC went to NASA, and an expert in the area sat down with the local businessman to obtain
details. Once the details were known, NASA wrote a procedure, and the local business won the
contract, adding five more employees as aresult. On average, about 100 of these partnerships are
developed each year. Having the federal agencies as partners provides a strong resource base for
the incubator, and if the resource is not available at Stennis, NASA has resource support from the
Kennedy Space Center in Florida, Johnson Space Center in Texas and Marshall Space Center in
Alabama. Although NASA serves as the main interface for the incubator, if problems cannot be
solved within NASA’s domain, it directs the LBTC and its businesses to other appropriate
government agencies that might have technical solutions.

LBTC has had concrete results from its programs. In 1999, the incubator assisted 36 businessesin
creating and submitting SBIR grants. Nine of these proposals were funded. In addition, 12
NASA CRADASs (Cooperative Research and Development Agreements) were signed. In that
same year, the dollar amount in grants and contracts to Louisiana s businesses totaled $2.2



million. Since the LBTC opened its office at Stennis, it has documented over $10 million in SBIR
awards to L ouisiana businesses.

The LBTC does not charge for its services. The incubator is funded through contract dollars from
NASA to implement the space agency’ s outreach program. Additionally, economic devel opment
funds come from the State of Louisianato operate the technology transfer office. LBTC hasa
contract with the state and a memorandum of understanding with NASA. LBTC accomplishes all
of itstasks with a staff of eight full-time employees and eight students, which include four
MBAs.

(Source: Conversations with Charles D’ Agostino, Louisiana Business and Technology
Center Executive Director, May 2000.)

Lewis Incubator for Technology (LIFT), NASA/Glenn Research Center, Cleveland, Ohio
Practices Highlighted: University and Federal Laboratory Linkages

This program operates two sites for emerging companies that are clients -- one a
laboratory intensive facility at Warrensville and the second, referred to as the software,
electronics and communications site. The latter incubator is located on the grounds of the
NASA Research Center. The Lewis Incubator for Technology develops links between
local businesses and federal research laboratories. It commercializes NASA research,
works with local businesses that are devel oping technology of interest to NASA and
identifieslocal firmsinterested in receiving technical assistance from NASA. About two
thirds of the funding comes from NASA and the other third comes from the State of

Ohio.

The incubation program has a full-time technology officer who reviews the technology
that has been developed by NASA and tries to identify those technologies that have the
greatest commercial potential. This full-time staff person identifies recently established
startup or existing firms that might be able to commercialize the high-potential
technologiesidentified at NASA. The program has been in existence for three years and,
of the 28 current clients, all but one has an on-going relationship with the NASA
laboratory.

(Source: Telephone conversations with Wayne Zeman, Director of LIFT, and Jackie
Gardner, Incubator Coordinator, June 2000.)

Rensselaer Polytechnic Ingtitute (RPI) Incubator Program, Troy, New York
Practices Highlighted: University and Federal Laboratory Linkages

Thisincubator provides many services traditional to university technology incubators, but it is
distinguished by its close relationship to almost all divisions and departments of RPI. The unique
services of the RPI incubator are based on access to both the physical and intellectual resources of
the university. Physical resources used by incubator clients include conference and seminar
facilities complete with catering; access to the university library; self-service and made-to-order
machine shops for prototyping; glass blowing shops; media services for custom photography;



prints and presentation materials; electronic and chemical stockrooms; high volume and color
photocopying services; university dining and athletic facilities. The incubator helps client
companies access sophisticated university equipment such as electron microscopes and materials
characterization equipment; computer graphics and image processing labs; and other equipment
that would otherwise be too expensive for a startup firm. When thereis afee for any of these
services the incubator client may charge to their university account. The charges are billed back
to the firm through the incubator’ s monthly invoicing process.

The intellectual resources of the university are also extremely important to RPI incubator
clients. RPI’s Career Development Center acts as a human resources department, helping
incubator clients find interns and coop students, as well as full-time permanent, part-time
and summer hires. A number of RPI faculty volunteer free consulting time to incubator
firms, in addition to those available for paid consulting. RPI administrative departments
have helped incubator firms with issues such as regulatory compliance and risk
management, patents and licensing and public relations. Research centers on campus are
available to help incubator clients with product and process development. In one
example, the Center for Advanced Technology in Automation and Robotics used its
expertise and expensive robotic equipment to develop a mathematical ssmulation of a
repetitive and difficult assembly process that an incubator company was performing by
hand. The simulation data was subsequently used to design a simple machine to perform
the assembly processin high volume.

In addition to the traditional economic development mission common to most incubators,
the RPI Incubator Program has the added goals of helping to educate RPI students by
providing a*“living laboratory” and commercializing technologies developed in RPI
laboratories. Since the incubator was started in 1980, the living laboratory concept has
helped hundreds of RPI students become more aware of entrepreneurship through their
work with the incubator and its clients, and two-thirds of incubator firms have been
started by RPI faculty, staff, students and graduates based on either specific inventions or
on general expertise developed in RPI |abs.

(Source: Glenn Doell, National Business Incubation Association Randall Whaley
Memorial Incubator of the Y ear Award Application, 1995.)

CENTER FOR BUSINESSINNOVATION, KANSAS CITY, MISSOURI
Practices Highlighted: University and Federal Laboratory Linkages
Know-how Networks



THE CENTER FOR BUSINESS INNOVATION IN KANSASCITY ISCURRENTLY
UNDERGOING COMPLETE RESTRUCTURING AND WILL EMERGE WITH A NEW
NAME, MANAGEMENT AND GOALS. IN ITSPREVIOUSINCARNATION, HOWEVER,
CBl OPERATED A BUSINESS RESIDENCY PROGRAM PROVIDING INNOVATIVE
INTERNSHIPS FOR UNIVERSITY GRADUATE STUDENTS. THE INTERNSHIPS
OFFERED EXPERIENCE WORKING WITH AND CONSULTING FOR
ENTREPRENEURIAL COMPANIES HOUSED IN THE INCUBATOR AND CLIENT FIRMS
LOCATED OFF-SITE. THE BENEFITS OF THE PROGRAM WERE THREE-FOLD AND
CREATED A WINNING SITUATION FOR ALL PARTIESINVOLVED IN THE PROCESS:

* Graduate Students — Graduate students from a variety of fields were given the
opportunity to apply classroom material to real-world business situations. At
the same time the students were exposed to the realities of entrepreneurship.
Students gained hands-on experience working with avariety of firmsin
different stages of development. They were introduced to all aspects of these
businesses, not just a specific discipline or subject matter.

* Client/Business — Incubator clients received much more individualized attention
and one-on-one counseling. The students were highly motivated and
enthusiastic, and the quality of their work was ensured by close supervision
by full-time incubator staff. In addition, clients saved valuable dollars at
critical stages of their business' s devel opment.

* The Incubator — Student participation eased the workload of the full-time
incubator staff. In addition, they gave the incubator a generous pool of
talented, experienced individuals to pull from for filling full-time staff
positions.

The students were each hired to work with incubator staff and clients for approximately
20 hours aweek. Each student received a stipend of $600 a month for his or her work,
and up to three credit hours through the University of Missouri at Kansas City. The
incubator used the local university and word-of-mouth to find the student employees.
The students came from various degree programs and backgrounds, and they were chosen
on the basis of the incubator’ s needs and the opportunity to create a student workforce
with diverse skills. The total number of student employees depended on the needs of the
incubator at each point in time.

Each student served as a“point” of contact for one business, and assisted the business
with any and all relevant/reasonable activities. Student progress was monitored through
weekly staff meetings with clients and staff and weekly meetings with their team leaders,
which were incubator staff members responsible for monitoring students’ work with the
clients. At the beginning of the internship, student skills were assessed through a
complete and thorough educational matrix. Educational gaps were covered through
additional hands-on experiences and guest speakers. Residents leaving the program
completed an exit interview that assessed the student’ s knowledge. The program’s
interns boasted impressive job placements.

(Source: Innovative Programs That Help Companies Succeed, National Business
Incubation Association, Athens, Ohio 1997.)



Software Business Cluster (SBC), San Jose, California
Practices Highlighted: University and Federal Laboratory Linkages

The SBC has a close relationship with San Jose State University due to itsrole as the host
organization for the incubator. Asaresult of this situation, the SBC has devel oped
working relationships with professorsin the business and engineering schools who
provide technical support to client businesses. For example, one professor in the business
school is arecognized expert in Internet markets and has worked with several SBC
clients on a pro-bono basis to assist with market research, product development and
product positioning. The SBC aso has an internship program; approximately 15 teams of
San Jose State MBA students are assigned to clients to assist with market research,
business planning, etc. Each team works with aclient for one semester, with many
students securing employment with the client upon graduation.

(Source: National Business Incubation Association Randall Whaley Incubator of the Y ear Award
Application, 2000, and conversations with James Robbins, Software Business Cluster Director,
May 2000.)

BOULDER TECHNOLOGY INCUBATOR, BOULDER AND LONGMONT,
COLORADO
Practices Highlighted: University and Federal Laboratory Linkages

Boulder Technology Incubator (BTI) President Jerry Donahue sits on the board of
directors of the University of Colorado technology transfer agency, the University
Technology Corp. This body meets monthly, says Donahue, “so I'm pretty much on top
of what’s coming down the transom.”

(Source: Telephone conversation with BTI President Jerry Donahue, June 2000.)



chapter 7: facility basics

overview

The term incubator has long been synonymous with afacility-based program. Virtual or
non-facility based incubators also exist, and have recently garnered renewed interest as
practitioners have embraced the Internet with new models for business incubation.
However, for the purposes of this chapter, the discussion will focus on the facility and its
relationship to the incubation process.

A facility-based program can be advantageous when incubating new ventures. From a
client perspective, afacility can provide value in four specific areas.

Image — An attractive facility with a receptionist and conference room makes an
impressive statement to potential clients and investors, one that cannot typically be
obtained when working out of the home, garage or low-cost office space.

- Operational Efficiency — A facility outfitted with furniture, phone lines and support
equipment allows the client to get up and running immediately, pay more attention to
their core business and spend less time dealing with operational issues.
Responsiveness — In afacility with an on-site business coach, the client can quickly
obtain assistance in dealing with a specific challenge or need rather than waiting to
schedule an appointment. In addition, the on-site business coach may be able to
identify an issue before it becomes problematic due to daily interaction with the
client.

«  Peer Support — Over time, awell run facility-based incubator can develop a sense of
community among it tenants that provides an intellectual aswell as emotional support
structure for clients. Clients also share resources, strategies and technologies.

When siting a new facility or evaluating an existing one, other factors such asimage,
security, access, parking and proximity to resources (e.g., restaurants, coffee/espresso
shops, copy centers, professional services, etc.) are important to ensure that the incubator
will provide the appropriate environment for its clients. In addition to location, the
following objectives should be considered during design and layout stages of anew
facility or renovation project.f5]

» Hexibility — Throughout the incubator’ s useful life, numerous businesses will
enter the building as tenants and exit as successful and growing ventures. During
their stay, these businesses will typically increase both the complexity and size of
their operations, placing additional demands on the incubator to meet their needs.
Reconfiguration of space and installation of additional telecommunications lines
or circuits to handle increased power will occur frequently and must be
considered during design and layout. Flexibility should be a primary

25 Wolfe, Technol ogy Innovation Centers: A Guide to Principles and Best Practices, p. 43.



consideration, and multiple phone and power closets and zoned HVAC should be
considered to meet this objective.

Interaction — As noted in Chapter 4, effective incubators establish a sense of
community among tenants. Thisis achieved through programs and by using a
layout that encourages interaction. Long, sterile hallways and minimal shared
areas designed to optimize the amount of rentable square feet may be beneficial
from arevenue perspective but do not support client synergy. Consequently,
incubator devel opers should include a reception area, kitchen, copy room, and
meeting rooms in their design. These areas should be positioned—along with
mailboxes and bathrooms—so that clients are forced to venture out of their own
space to interact daily with others.

Financial Sustainability — Long-term financia sustainability is achallenge for
incubators. Those dependent on rental income for a significant portion of their
operating revenue must ensure that the quality of the space is consistent with the
rental rates to be charged, and that there is sufficient rentable space (excluding
common areas) and market demand to meet revenue projections.

Specifications for incubator design and layout vary by project. The following specifications are
provided as suggestions,PSJand should be refined with architectural and engineering professionals
to meet the incubator’ s client needs. The information reflects configurations for office, light
manufacturing and laboratory space that can be mixed and matched as necessary. It should be
adapted according to the intended Iayout

Space Configuration — Space should be configured to maximize interaction
among clients and to provide the greatest flexibility for handling emerging
company needs. Office space should be configured in 100 sg. ft. to 300 sq. ft.
hard wall offices with locking doors between some of the spacesto allow asingle
user to expand easily. Although cubicle space is less costly to develop, incubators
find it difficult to rent due to client concerns with security and protecting
intellectual property.

Light manufacturing space should be configured into 800 sg. ft. to 1,200 sg. ft. units with
asmall office space. Each space should have aroll-up door with accessto aloading
dock. This may be accomplished by fronting the roll-up doors onto a centralized corridor
that accesses a common loading dock.

Laboratory space should be configured into single units of approximately 400 sg. ft. to
600 sg. ft. with adjoining doors on some units to allow for expansion up to 1,200 sq. ft.
Clients utilizing laboratory space will also need office space to handle other aspects of
their business.

Common Areas — An incubator should have common areas providing amenities for
smooth business operations. A reception area, kitchen (with refrigerator, vending
machines, soda machines, microwave, coffee, etc.), copy room (with high-speed copier
and production area), computer lab, conference room (which can also double as atraining

26 Al projects should conform to local building codes and design guidelines for permitted uses.
27 Wolfe, Technology Innovation Centers: A Guide to Principles and Best Practices, p. 44.



room), and meeting/presentations rooms. Common areas should be centralized to
encourage client interaction.

Shared-Production Areas — Some incubators may provide value by offering clients access
to shared-use equipment and test facilities such as precision and tooling labs for
prototype devel opment, electronics test labs, wet labs, etc. These should be integrated
into the facility design, both to encourage use and promote firm interaction.

Storage — Many incubators overlook the need to provide storage space for clients and the
incubator itself. Since most clients will maximize use of their primary space, centralized,
secure storage areas can be very valuable.

Communications/Network — An incubator should provide advanced communication
services through an internal Local Area Network (LAN) with enough access ports to
support client businesses. Cabling in the incubator should be Category 5 or better, and
the incubator should offer its clients access to T-1 service or better depending on client
needs.

Security — An incubator should offer a secured facility with 24 hours access, seven days a
week. The system should permit addition and deletion of users as clients enter and
graduate. Key cards currently provide an effective solution for security. However, new
security technologies should be considered.

HVAC — HVAC should be zoned for flexibility in the use of space. Work areas, light
manufacturing and laboratory units should each have their own systems that meet air
quality standards for intended use of the space and control airborne contamination.
HVAC should also allow clients to override the program during after-hours and
weekends.

Electrical — Sufficient electrical power should be provided including 3-phase power for
light manufacturing operations. Electrical power in offices should be distributed in zones
so that space can be reconfigured asrequired. Light manufacturing and laboratory spaces
should be individually metered, and the cost of distributing power within these spaces
should be borne by the client. Architects and engineers must take into consideration the
fact that early-stage businesses may utilize more power per square foot than conventional
businesses.

Plumbing/Sewer — Plumbing and sewer system design should meet the incubator’s
specific needs. Light manufacturing and laboratory space should—at minimum—have
water and sewer stubbed out to each unit. Attention must be given to how hazardous
materials will be handled and design should incorporate waste containment systems
(including floor drains).

Parking — Incubators typically have higher demands for parking due to the typical client’s
desire to house as many individuals per square foot as possible and to due the likelihood
of numerous outside visitors and customers. Four to six parking spaces per 1,000 sg. ft.
of rentable space are recommended for office space vs. three to four spaces per 1,000 sqg.
ft. for light manufacturing.

Specia Features/Considerations — Special features that might be suitable for an incubator
facility are listed below.
- Access points/corridors of sufficient size for moving equipment and
materiasinto labs
- Animal storage and handling area
- Compressed air to each unit




- Corridor widths suitable for forklifts

- Gasto each unit

- Hazardous materials storage and handling area

- Inside and outside recregtion areas

- Loading dock(s)

- Roll-up doors to each unit (to the exterior of building or to acentral corridor)
- Safety wash

- Test lab with RF shielding

Client businesses may pay for improvements to meet their specific needs. However, the
incubator should avoid making any investments or admitting clients that are not
compatible with the incubator’ s broader objectives and mission.

Rolein Supporting a Successful Incubator Program

«  Enhances the image of the client’s business

+  Provides an environment for stimulating interaction between clients

- Allowsfor the timely identification of needs and mobilization of solutions
- Reduces the time and cost associated with starting up a new venture

TABLE 7.1: Summary of Best Practices
Facility Basics

1. Ensure flexible space and the necessary amenities (e.g., high-speed
communications, parking, security, etc.) to meet the needs of different clients at
various stages of their development.

2. Encourage client interaction through the use of common meeting areas (e.g., kitchens,
mail rooms, copy rooms, €tc.).

3. Provide sufficient |easable space for the incubator to reach financial

Best Practices in Action

Facility practices have been grouped in categories to show how incubators have utilized
them.

Designs to Encour age Networking

University of Nebraska Technology Devel opment Center, Lincoln, Nebraska
Thisisa 28,000 square-foot, horizontal, single-floor incubator. The design requires people
passing each other in the halls, promoting a family-type atmosphere.

Massachusetts I nstitute of Technology, Boston, Massachusetts
The horizontal structure promotes more networking than avertical layout with small floor areas
that provide less research variety on each floor. Its layout includes five low narrow wings that



give good daylight throughout the building and also provide courtyards between the wings that
could be utilized through future construction.

BioScience Enterprise Centre, Halifax, Nova Scotia
A quiet coffee shop with walls decorated with art gives clients an inviting place to chat with
colleagues.

eHatchery, Atlanta, Georgia

Entrepreneurs at this incubator hold impromptu meetings atop bar stools that surround a fifteen-
foot-long wooden bar. Clientswork in alarge space separated only by occasional three-foot
wallsin order to promote an open look.

Ben Craig Center, Charlotte, North Carolina
A courtyard between the two sides of the “V” shaped building draws clients outside to meet
informally. Red maplesinvitingly shade the tables and chairs.

Flexible Space Design

BIO/START, Cincinnati, Ohio

The incubator manager closely studied potential biotech clients' needs before deciding on afinal
mix of spaces, which includes five offices of 100 square feet, eighteen wet labs of 450 square feet
to 1,100 square feet, four dry labs of 450 square feet to 800 square feet, and six tissue culture labs
of 100 square feet, in addition to many offices. BIO/START also has shared labs.

Long Island High Technology Incubator (LIHTI), State University of New York at Siony Brook,
New York

Thisincubator features two sizes of laboratories, 500 and 700 square feet, with the ability to bring
two contiguous spaces together when a company needs to expand.

Gulf Coast Business Technology Center, Biloxi, Mississippi

The incubator offers 69 client offices ranging from 150 square feet to 450 square feet. Firms can
combine rooms to make suites. Manufacturing areas vary from 700 square feet to 1,400 square
feet.

Santa Fe Business Incubator, Santa Fe, New Mexico

Thisincubator has six large “pods’ of about 800 square feet that can be divided in half or quarters
by adding walls with metal studs, sheetrock and doors into the hallway. Each pod hasits own
heating, ventilation and air-conditioning (HVAC) unit. Plans for future door |ocations and extra
electric outlets, phone outlets and light switches were based on the assumption that the spaces
might be divided into their smallest components. Additionally, the 850 square foot production
units can be divided in half.

Cambridge Incubator, Boston, Massachusetts

E-commerce incubators make creative use of open floor designs that | et entrepreneurs easily
converse and see each other at work. Office bays with translucent walls open into generous
common space. This design feature accommodates the incubator’ s fast-growing startups.

Shar ed Facilities
Advanced Technology Development Center, Warner Robins, Georgia

In 1991, the City of Warner Robins built the 36,000 square foot building and leased it to ATDC,
which manages both the common areas and an incubator program that takes up 10,210 square



feet. The building also is home to ajunior college and the Georgia Tech Research Institute.
Having the three organizations under one roof creates a buzz of activity and an awareness of
small business activities.

MGE Innovation Center, Madison, Wisconsin

MGE has devel oped economies of scale in building an incubator within a large multi-tenant
building. The Center opened in March 1999 and occupies one-half of a 64,800 square foot
building. The remaining half houses established companies. The incubator |ease rates can be
lowered if the cost of the infrastructure — common areas, staff offices, and phone and data
systems, for instance — can be recovered from more tenants and leased square footage. In this
case, the incubator’ s rates are six percent less than they would otherwise be because of the ability
to spread these costs over the entire building rather than just the incubation program.

Communications Infrastructure

Ehatchery, Atlanta, Georgia
This 25,000 square-foot e-commerce incubator has six T-1 lines, including a direct line to its off-
site Web hosting facility.

Cambridge Incubator, Boston, Massachusetts

Each office bay has 20-30 Ethernet data jacks, and overall the facility boasts well over 600 jacks.
Clients or visitors working in any of the incubator’s common areas can easily plug in their
laptops. For even greater ease and efficiency, the incubator is looking into a wireless system.

(Source: Bricks & Mortar: Renovating or Building a Business Incubation Facility, National
Business Incubation Association, Athens, Ohio, May 2000.)






chapter 8: Governance and Staffing

overview

The success of any new venture is contingent on many outside factors including market
forces, technological advances and capitalization. The strength, tenacity and adaptability
of the venture’ sinternal leadership and organizationa framework—and their ability to
execute—are the critical determinants of success, nevertheless. Those involved with an
incubator must embrace the same standards. Raising capital, adapting to changing
markets, responding to technological advances, rolling out a product and executing the
business model are as important to a successful incubator as they are to the ventures it
serves. Consequently, an incubator must create alegal structure that will allow the
organization to achieve its mission and a board of directors and management team with
the leadership capacity to meet the many challenges the incubator will face.

TAX STRUCTURE — THE INCUBATOR'SLEGAL STRUCTURE WILL BE
INFLUENCED BY ITSMISSION (SEE CHAPTER 3: CLIENT CAPITALIZATION
AND FINANCING) ASWELL ASTHE FINANCIAL MODEL SELECTED TO
SUSTAIN ITSOPERATION (SEE CHAPTER 6: UNIVERSITY AND FEDERAL
LABORATORY LINKAGES). AN INCUBATOR CAN PURSUE NONPROFIT OR
FOR-PROFIT TAX STATUS, AND SHOULD EVALUATE THE OPTIONS UNDER
EACH WITH EXPERIENCED LEGAL COUNCIL.

e Nonprofit Structure

Nonprofit tax structure offers numerous benefits over for-profit status.
Corporations formed under Section 501(c)(3) of the Internal Revenue Code
have the greatest benefits. Contributions to the incubator can be deducted,
and the incubator will be exempt from most corporate income, real and
personal property taxes. Obtaining 501(c)(3) status requires that the incubator
be established specifically for educational or public benefit purposes,
however.

A number of incubators have chosen to operate under the 501(c)(3) umbrella
of an existing nonprofit corporation, which serves as a host organization for
theincubator. Host organizations can include universities, foundations and
economic development corporations (EDC). These relationships can be
rewarding, but can also present problems related to conflicting missions,
micro-management on the part of the host, etc. Consequently, the
requirements and expectations of both parties must be clearly defined and
understood before entering into arelationship. Incubators that have excelled
under thistype of arrangement have had powerful champions within the host
organization and have been given significant autonomy over their own

operations 8|

28 |pid., p. 29.



* For-Profit Structure

Incubators pursuing for-profit tax structure have several options to consider
including “C” Corporation, “S’ Corporation or Limited Liability Corporation.
The recent boom in private incubators organized around venture capital funds
(e.g., idealabs! and eHatcheries) presents another option involving the use of a
limited partnership structure. However, incubators established under this
legal structure may not conform to the U.S. Internal Revenue Service limited-
Iifet Thus this option should be undertaken only with the guidance of
experienced legal council .f]

BOARD OF DIRECTORS— STRONG LEADERSHIP AND SUPPORT FROM THE
BOARD OF DIRECTORSISESSENTIAL. IN ADDITION TOITSLEGAL
RESPONSIBILITIES, THE BOARD MUST PROVIDE STRATEGIC DIRECTION
AND LEADERSHIP, AND SUPPORT THE INCUBATOR DIRECTOR IN
PERFORMING HISOR HER DUTIES. BOARD MEMBERS SHOULD BE
SELECTED FOR THEIR INTEREST IN SUPPORTING THE ORGANIZATION'S
MISSION. INDIVIDUALS WHOSE PRIMARY FOCUS IS PERSONAL BENEFIT
OR PROMOTING A PERSONAL AGENDA CAN BE DEVASTATING TO
INCUBATOR EFFECTIVENESS. A DETAILED ARTICLE ON BOARD
RESPONSIBILITIESAND SELECTION ISINCLUDED AS APPENDIX B3.

The discussion that follows reflects the roles and responsibilities of aboard for a
nonprofit incubator, and may be inappropriate for for-profit incubators.
Incubators that operate under a nonprofit host will have to report to the host’s
board of directors. However, programs operating under a host should also
establish an advisory board to provide strategic direction and support.

* Board Responsibilities

Nonprofit boards have many responsibilities, all of which have an underlying
objective, which is to ensure—to both clients and the stakehol ders—that the
incubator attainsits mission. These are highlighted in Table 8.1.

Table 8.1: Board Responsibilitiesf?]

1. Develop and update a strategic plan for the incubator

2. Serveasthe liaison with government representatives for publicly
supported incubators

3. Market the incubator to potential stakeholders and client businesses

The basic premise of the limited life test is that the firm's charter would define a set life span or contain a
provision for dissolution if there is management turnover.

Wolfe, Technology Innovation Centers: A Guide to Principles and Best Practices, p. 30.
Ibid. p. 30.
Rice, p. 49.



4. Support the incubator’ s director in establishing and managing the
professional services network, mentor network, investor network, etc.

5. Support the operation of the incubator and monitor incubator budgets
6. Support fundraising activities
7. Support the development of successful client businesses

In addition to the basic responsibilities cited above, we would add hiring the
incubator CEO or director, which we believe is absolutely critical to the
incubator’s success. The board should also approve major policies and ensure
that the director stays focused on his or her own responsibilities to the
incubator and its clients. The board can — by its own actions —place
significant time demands on the director and his or her staff by holding
frequent board meetings.f3] In addition, directors of successful incubators can
be dis