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A Model for Sustainable and Replicable ICT Incubators
in Sub-Saharan Africa

Introduction

Economic development is the overarching name for the comprehensive set of activities that are
undertaken (usually by government) to improve the standard of livintgepeople whom the
development organization represents. This might include development of businesses,
infrastructure to support commerce, financing and investing, development of real estata, and
host of other activities which may result in the creatiohemployment, increases in wages and
salaries, expanded trade and a more rewarding life for the local population.

One highly successf@lement in an overall economic development strategy is the concept of
incubating businesseghe business incubatioidea suggests thafrom grouping a number of
companies in one location, providing them access to business services and sources of capital,
under the tutelage of an incubator manager who is experienced in business, successful
companies will result. Sincegh e a r | y e idcgb8tidndosceptt tas been employed in both
developedand less developed countries with generally favorable results. The combination of
reasonably priced rents, trainingnd mentoring, introductions to potential investors, and the
atmasphere of success that pervades business incubators inspires entrepreneurs to make the
best use of their resources and achieve the financial stability that allows them to grow.
Moreover, the high survival rate of incubator tenant companies reverses thentigtality rate

that is the normfor small companiesutside of the incubation industry.

The National Business Incubation AssociatiNBIA) is the largest and best known of

international organizations serving business incubators around the world. N@&déribes the

purpose of the incubator as followdA busi ness i ncubator®s main goal
firms that will leave the program financially viable and freestanding. These incubator graduates

have the potential t@reate jobs, revitalize ngihborhoods, commercialize new technologies, and

strengthen local and national economé&mphasis added.)

From that definition, one can readily conclut®at incubation is largely about providing the
tools that entrepreneurs utilize to grow their compaés and achieve economic success.
However, the situationas observed in the five case study incubators was somewhat different,
and perhaps more reflective of conditions in Africa than in technology incubators in the United
States. While technology incators in the US and other developed countries have an implied
mission of moving companies through a program, graduating them and sending them out into
the communityas part of a larger economic strategye absence of support infrastructure in

the SubSataran countries in question (excepting South Africa) is less well developed and there
may be less incentive to graduate to another facility. In addition, the access to services which
may be found in thdocal neighborhoodin developed country incubatomhay be completely
unattainable in SuBalaran Africa. Finally, there is the evpresent question of access to capital
which, while available in the developed wordaiften simply nofexistent ouside of it. These
differences impact the model that is deselin the following report




Rise of Incubation as an Economic Development Tool

Business incubation himhgbeen a successful economic development tool in developed as well
as lesser developed countries. In the United Staitesubation has been a growing phenomenon
for almost thirty years, with the first incubators emerging in areas where manufacturing was on
the decline, and redundant factory buildings held the promise of renewed economic activity. It
soon became apparethat the strategy was considerably more powerful than as a simple means
of creating employment for those whose factory jobs had moved to warmer climates. As the
incubator industry grew, economic development strategists realized its power to create
successfl small companies.

Studies conducted by the National Business Incubation Association (N&id)the US

Economic Development Administration (LEDA) proved conclusively that the survival rate of

companies that were clients in incubation programs wastankially greater than was the case

for non-incubator companies. In the US, it gained favor rapidly and the numbers of incubators

grew from a handf ul in 199%90atbeduoabBDoe@emi Bubblke
|l at e 1990 the ranksanafincebatersbdy t he additi on of ol nterne
reported 900 in the US in 2000. Thedeternet Incubatorswere facilities in which individuals

who owned commercial buildings crammed in as many early stage companies as possible and

called thebuildingsincubators, adhering neither to the operating standards, nor the incubation

best practices that NBIA demands of its members. It should be remembered that many of these
companies had no business plan, no experience on the management team, andanagfiran

managed to attract attention because of their enthusiaana the willful suspension of disbelief

of investors who should have known bettelVith the end of the d@otComsd many of these

incubators closed, but left a lingering doubt for some athefficacy of the incubator concept.

Yet, the incubation concept has continued to produce companies that survive their first five

years of operation in surprisingly high numbers (85%-+). It continues to draw enthusiastic

support from the economic devepment community, and has been tested and found effective.

The NBIA claimghat in January of 2009 there we 1,115 incubators in the US, and another

300 in North America. Based on the reports of the international incubator community, NBIA

believes there i@ over 7,000 incubators around the world. From a renovated building in the

ORust Belto6 of the US, this idea has proven itse




Impact of ICT

While incubation is a successfatonomic developmentool, it has also become acredo of
economic development professionaisrecent years that certain industries have the potential

for rapid growth, and thecreation of employmentparticularly in Small and Medium Enterprises
(SMEs) These are companies that provide servieagl equipment in information technology,

and telecommunication® companies that program computers, design Internet websites,
disseminate various entertainment media, provide us with the atulityse mobilephones and
access the Internet remotelyThis industry is usually referred to athe Information and
CommunicationsTechnologyi ndustry (or ol CTO6) . For the most
have low barriers to entry, and wide appeal in that they provide entertainment, news, and
international commuication on an unprecedented scale. Using the Internet for
telecommunications alone allows informatitmbe broadcast instantaneously to any place in the
world with the ability to receive electronic dataThe data may be transmitted by submarine
cables, dallites, microwave, and telephone wires (among other media formats) and much of the
engineering and scientific effort being expended in the world today is to expand and enhance the
media delivering the information.

It has become evident that thigevolutionary expansion of communicat®mhechnology can
provide some ofthe most sophisticated fors of telecommunications access to people who
would otherwise have no means of communicating to the rest of world. It is also relatively
inexpensiveonce the infrastructure is in plade facilitates distance learning, remote support of

all kinds, and the ability to share knowledged skills For Africa, ICT represents agame
changng new aspedn economic developent becauseareas once considereo undeveloped

to embrace technology, suddenly are capable of receiving information and program content that
can educate, and help them aclgea level of knowledgeompetitive with other parts othe

world. For the incubation industry, this means thatashtompanies in incubators can order
parts, communicate with their suppliers, seek investdrs, counseled by advisoradvertise




their products and services, and general,avail themselves ahuch of the samekinds of
technicalsupport asSME in the Lhited StatesFrancepr China.

The primary sectors of the ICT industry that are discussed in this report are as follows:

1 Tel dmeéaning the fixedine telephone service providers. In many cases these are
government monopolies that are heavily regatd and provide a source of revenue to
state budgets through the tax systehMany t el cods al so offer mobi
1 Internet d the many kinds of services that are ams through the World Wide Web
The Internet is the linking of millions of publiada private networks belonging to
government, business and academic sou(agsng others)
1 Wirelessd which includes accessing the Internet without being tetheret, tout rather
using various forms of radimansmissions
1 Cellulard primaiily cellular elephoneserviceshowever, this also includes the ability to
transmit data, messages, music, and other forms of entertainment.

Two more specialized sectors of the ICT industry that arespecial importance in Africa are
Business Process OutsourciiBPO and Information Technology (or IT) outsourcin{grO).

These topics define the use of the Internet for the purposes of remotely conducting business
0 b a c k serficesifar & aient in some other location (e.g., administration and finance, human
resoures, etc.) and providing IT services such as custom programming or web site design,
typically taking advantage of lower labor costs in the remote location. Call centers, help desks,
and other forms of customer support are typical examples.

ICT infrastructire supports business activity in virtually every industry in Afritam e
government to helihcare banking, transportation, tourism, and even agricultuiiéde
importance of developing capabilities to connect these various entities cannot be exaggerated
a priority for developmentICT incubators in Africa represent one means of facilitating the
spread of these communications technologies, and are seen as a means of rapidly developing an
entrepreneurial class in regions that did not previously haveh saicgroup. However, the
development of ICT incubation pgrams requires a plan thatakes into account the
environment in which the incubators will operate, and asgisbspective incubator managers in
achieving a financially sustainable level of op@mtidloreover, and recognizing that incubators
vary considerably from one operating envirnant to the next, it was the desire dhe infoDev
client that a model should be formulated which would identify the best operating practices and
characteristics ofICT incubators in other locations and generalize them to an African
environment. This report is intendedto describe the model that theonsultantbelieveswill
establish a group afustainablereplicable]CT incubators in 8b-Saharan Africdt was withthe
foregoing in mind that thework plan and methodology of the study were designed and
executed.




Work Plan and Methodology
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Incubator Assessment. In order to
acquaint the consulting teanmwith ICT
incubation projects thathe client fel could
be emulatedn somefashion,andthe lessons
learned applied to the development of the
model, a work planwas developedo visit
several and gain understanding of their
operations Steps in the plan are shown
below:

Background Research deskbased research concerning the country in which the
incubator is located and its level of economic and social development. The degree of
ICT usage, mobile market penetration, nature of the ICT regulatory environment, and
level of sophistication withrespect to technology development. Finally, aieew of
other Incubators inthe Region was conducted as well.

The Team developed two questionnaires for use in interviewing tenants and others
associated with the incubation community. Tfst questionnaie wasused in guiding
interviews of theincubator managefstaffsand theirstakeholders investors, directors,

and other supporters The second questionnaire was developed for the purpose of
obtaining the views of the tenanis the incubators asking about their use of the
amenities offered by the incubator such as training, business counseling and consulting,
referrals to sources of finance, etc.

Site visits tofive successful IT incubators (identifiedby the clienf) to understand the
bestattributes of eaclwere then scheduled and the questionnaires employed during the
visits

A case study wasthen prepared describing ach site visit and discussing the
characteristics of eacthat could be employed in the development of a network of ICT
incubators in subSaharan Africa.

Country visits to twotarget countries in Africa selected by infoDev in consultation with
the Teamwere also scheduledThe two countries selectedat a later date were
Tanzania and South Africa.)

The Model for the sustainddy replicabldCT incubator was then develegl.

A Financial Model fofinanang the incubator and the client companies was formulated
separately based on interviews conducted in South Africa and by telephone to
representatives of the investment community.

A presentation of the Modelwas madeto World Bank and International Finance
Corporation representatives in Washington, DC.

A second pesentation of the Model to Public and Private Sector investors in
Johannesburg, R$¥as also scheduled

'!9Stakeholderdé is used throughout this document
financial interest (real or implied) in the ultimate success of the incubator.
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Study Design

Questions to be Addressed . The following questions were considered in formulating the
work plan for this projet. The intent was to cover many of the same issue areas as would be
investigated in a feasibility study or incubator assessment, so as to uattte issues that
confront the managers of the five facilities. They were:

Does the ICT regulatory environment support private investment?
Does tax policy encourage investment in entrepreneurial companies?
Is there a strongly committed founder and comnity support?

Is there external support for incubator real estate?

How do the client companies sell their services and products?

Too Too T T o

ICT Incubator Visits. The team scheduled visit® the five ICT incubators in various
locations around the worldvere conductedby the IPI TeamThe incubators, date of visitand
their locationswere as follows:

Incubator Visits

Incubator Location Dates
iPark Jordan Technology Incubator [Amman, Jordan 2-5 Sept.
Viasphere Yerevan, Armenia 9-12 Sept.

Cali, Colombia (and

ParqueSoft (network . 6-9 Oct.
q ( ) other locations)

SmartXchange Durban, S. Africa 2-5 Nov.

Octantis Santiago, Chile 3-7 Nov.

Each visit to an ICT incubator provided an opportunity for team members to understand the
rational e behind the i ncubator 6s establi shment,
tenants accepted into the program, the successes experienced and tbeddearned in making

the incubator operational.

Teams of one or two people were assigned to the respaztincubators and visits condect.

Each team was then debriefed on their return, and a visit report was prepared describing the
observations made bthe tenants and the lessons they believe had merit for inclusion in the
report.

Analyses of the Site Visit Reports

The team analyzed the reports of the site visits with the intent of applying the lessons learned in
the development of the visited incubagoto a model for SuiSaharan Africa. These are
summarized later in this report. The observations of the incubators were then applied to an
organizational design model developed by Behavioral Assessment Associates, a consulting firm
that specialized in exdy this type of analysis. Through a series of steps that included an analysis
of the Strategic Environment Factors, an Organizational Mission was developed for the ICT




incubator. The resulting Mission was then used to determine the Organization Outpats t

should be expected, and from that the Standards and Measures of the ICT mddel.key

point is that the Organization Outputs are directly related to the ICT world, and the Standards

and Measures would be unigue to the ICT incubators rather than tbeengeneral impacts that

are typical of apincubation program analysi©nce the organizational model is complete, the

Structural Level can be approached and it is in this analysis that the form of organization, work

system (means of processing the rawaterials and inputs) information flgwand critical
measures of the incubatTheo&ks ipgercfadr manmpaud sar ¢ hae f
were as shown below:

Critical Inputs for the ICT Incubator in Sub-Saharan
Africa:z

Interviews with individuals involved in incubation across Africa reinforce the conclusion that,
although ICT is universally recognized as a means of rapid economic development, differences in
business culture and approach to developing ICT business vasidevably. Development of

ICT incubators in widely disparate locations must take this into account. In addition, the various
elements of the business environment that each incubator will operate in must be considered.
Below is a list of those elementsf dhe environment felt to impact development of ICT
businesses (and ICT incubators).

1. Technological Forced emergence of trends, devices, events that influence, etc. Includes
elements such as Internet bandwidth and telecom access, growth of mobile phone
access and services.

2. Legal & Regulatory Forcéslaws governing ICT; national tax systems with respect to
investment; regulatory environment; deregulation and liberalization of fixed line and
wireless; trend toward a free market view of business.

3. EconomicFactorsd high unemployment; limited access to social services; impact of
industry (agriculture, extraction, tourism, medical services) use of microfinance; and
trend toward collaboration between businesses.

4. Political Force® dynamic political environmetiat varies by location.

5. Social & Demographic Facto® high birthrates in many countries; much of the
population at or below poverty level; low life expectancy; support for free markets.

6. Raw materials & Resources required (processed by the organizati@edomplish its

mission)d trained labor force; equipment for access to networks, test equipment, etc.

Competitive Entities and Forcésdisplacement of fixetine services by mobile services.

Stakeholders (and how they construe their missiénncludesbanks; large companies;

academia; equipment and service providers.

9. Other Organizational Factor® need for a professional network of incubators (e.g.,
AfricanIncubationNetwork d AIN & and others) requiremerg of training programs for
entrepreneurs (andnicubator managers); governance issues (e.g., board structure and
roles).

© N

The factors listedabove wereconsidered by the team, anthen used to develop thgeneric
ICT Incubator Mission and the outputs (products) of the incubator.

2 The format for this systems analysis was originally developed by Behavioral Assessment Associates,
Morris Plains, NJ, (Dr. Ross® former consultancy).




Mission of the ICT Incubator in Sub-Saharan Africa

1 Provide a safe, stable and secure place to start and grow companies that can offer
needed services, support and equipment to the ICT community within the country and

the region.

Create employment in both ICT antthe largerbusiness community.

Promote development of a free market system through training and education, making
use of entrepreneurial talent to i mprove
Enable access to equipmeand servicesequired by the new companies

Be afocal point of entrepreneurial activity, networking between tenant companies, the
business community and potential partners.
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Organizational Outputs of the ICT Incubator in Sub-Saharan Africa

The ICT Incubator in Sulaharan Africa will produce organizational outputs. They are derived
from the Mission Statement above:

1. Tenants of the incubator will deliver ICT services and products throughout the country
and the region.
2. Tenant companies wilreate employment for individuals in the country and the region.
3. Incubator training will contribute to enhancement of a skilled I&Bor force
throughout the country and the region.
4. Tenant companies will sell valaeded services and products.
5. The ICT canpanies that graduate will be sustainable

In this model, the outputs of the incubatanust be tangible, and used as inputs to another
process. That would mean that the graduate companies, the services and products they sell (or
re-sell) and jobs createds a result would all qualify as outputs.

Graduation is a primary objective in most developed country incubation programs. However
virtually all of theincubatorsvisited by the study teamgraduation is frequentlgpot a primary

objective of the pogram. In addition, the kinds of coaching, mentoring and counssdivices

typical of an incubator programmay be unavailable or lessliable outside the incubator. Client
company entreprenesrmay al so find that the i ereedthemt or 0 s
while they were clients is no longer available once they graduate and ihake the decision to

leave the facility a difficult one.Without some incentive from the management to move on,

some companies can become permanent residents. Thélgmo becomes more acute if the

rents are kept artificially low, or there is no logical next step in the incubation process such as
the ability to find o6graduated space outside

Standards and Measures

In order to determine if the incubatohas achieved its mission, a means of measuring its success
is required. Typically this is done by describing some standards of economic impact for the

t

he

n

h e

i ncubatords operations. Quantitative measur emen

across the boardtaking into account the differences in operating environments that will be
faced by a constellation of ICT incubators across Africa.




The following appear to be reasonable measures of success given the environment, Mission
Statement, and Outputs stadl above. These measures might be most useful for infoDev and IFC
monitoring of the groupof incubators

Employment creation 0 the numbers of fulland parttime jobs created by the client
companies in the incubator. While job creation can be misleading in that the intent of
encouraging ICT development is to create jobs above the subsistence level, it is the most
common measuw of incubator success other parts of the world

Numbers of ¢ lient company contracts (hew and existingd this measure would give an
indication of the true business activity of the individual companies.

Year-on-Year growth of Revenues 8 a percentagémprovement illustratinggrowth in
company revenues.

Numbers of howadg ko6 e dtiposeovhhoeners trained but did not stay with
the client company should be reported in addition to current employees as they are still trained
ICT workers presumalyl available for employment in the industry.

Aggregate client company growth in turnover 0 the aggregate amount for all companies
in the incubator should preclude client company reluctance to reveal economic performance.

Post-Graduation, Year -on-Year Annu al Turnover Growth o more than in other
environments, sustainable, replicable ICT incubators in Africa will require some path forward for
those companies that grow to a point requiring graduation or which seek graduation for other
reasons. Their progressiust be tracked in order to develothe level of public support that

will be required to sustain the program.

The Team summarized theincubator case studidsr inclusion in the body of this report.

Summary of Incubator Attributes

Five incubators we visited during the period September through November of 2008. The
important characteristics that make each of these incubators attractive as contributors to the
Africa ICT model are shown below. The methodology for examining the incubators was to visit
for a three to four day period, during which time the management, and a selection of
stakeholders and sponsors; advispand tenants were interviewed in depth to obtatheir

views concerning thattributes of their operations that made their programs sassful. (A list

of interview participants appears at the end of each case study report.) Each of the incubators is
discussed tefly below with an emphasis on the factors that led to its success.




IPark Jordan Technology Incubator

IPark has been in operation for about four years and has provided services to seventeen
companies during that time. A small facility (under 10,000 square feet) it is situated on a
university campus with two other universities in the immediate area. Dutigrief history, it

has focused exclusively on ICT companies and is well known in the MEItdle East/North
Africa) region. It has served a total of seventeen companies and is currently home to seven
client compaies (in addition to a stastip incubata).

Like the otler incubators in this study, the iPafounder has been a major factor in its
development andhis involvement hepmakethe point that a committed foundecan bea key
success driver in the ideal ICT incubator. The business model ¢ iPthat of a governmeidt

run organization. The Higher Council on Science and Technoiegis prime sponsorand
provides iPark witha building, and administrative and financial suppBrceiving annual
operating funds from the government, iPark is ddesed sustainable absent a major change in
the governmentds support.

Key aspects of the iPark model that are considered valuable arenishasis ora strong
management relationship with the tenantexibility inits approachto solving problems (and
recognition of the fact that ultimately the incubator will not be successful if the client companies
are not). In addition, iPard gffort to recruit previously successful (serial) entrepreneurs in
order to have a mix of entrepregurial experience in the facilifg considered a key attribute

(In fact, two successful client entrepreneurs subsequently returned as investors in other tenant
companies.)

Viasphere

Viasphereis located in Yerevan, Armenialt is privately owned, hang been started byts
parent, Viasphere International &ilicon Valleycompany The entire Technoparkis about
160,000 square feefabout 86,000 square feet currently in use for incubatianyl servegen
tenants.Its ICT industry involvement is a corpgence of having been a Sowéea research
facility.

As a privately owned and operated facility, the incubator does not readily share its operational
details;however, its operating budget is about $500,000 per anrMiasphere client companies
have reeived some equity financing, at least a portion of which is attributable to outside foreign
investment.

Decisions to admit a company to the Viasphere rest solely with a Board that meets to review

the business plans of the company seeking admissiohdggtogramand ensures that new

recruits are not competitors of existing clients The incubator maintains a strong relationship

with local universities but does not consider itself as a universiigted program. Numerous

business services are offered by Viasphere including: program and project management
assistance and training; $itag; mentoring; sales and marketing support; legal and accounting

help. It does not have a graduation polidgerhapsVi aspher e s atiibsteisiismpor t ant
intensive use of thé&rmenianDiaspora to promote its companies in international markets. Its

successes must be viewed favorably in that respect.
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SmartXchange

The SmartXchangéCT incubator is &City of Durbanfunded incubation program that has been
in operation sinceJuly of2004. Thisincubation programsupports itself through renof its
commercial spac® about124,000 square feet amommercialrentalsand about 16,000 square
feet are utilizedfor incubation. The rent from the commercial space is used to offset the
operating costs of the incubation program. This strong real estate modeViges
SmartXchangevith the operating funds it requiregndprovides the abilityo be situated in the
central businesarea ofdowntown Durban,adjacent toa mas transit hub

A key element of theSmartXchangerogram isin its broad relationships wih commercial
companies that are leaders in the ICT industry (Microsoft, IBM, Cisco etc.). These large
companies are providing the incubator with training and certification support that is extremely
beneficial to the client companies in the facility. Théity to obtain technical certifications is
especially attractive to incoming cliersisd there is also the possibility of a contract with one of
them as well As with most of the incubators in this study, the fact ®fartXchangdaving
reliable electrial power and Internet access is an important attraction to new clients as well.

SmartXchangéhas established its own branding. This is importantclient companies as a
means of seeking business because it makes them appear to have the backisgooiga
regional brand. This instantaneoaeedibility makes the association witBmartXchangesery
valuabldo early stage client companies

Octantis

The only virtual incubator that was examined in this study is Octantis, a program of the
Universidad Adolfo lbanez in Santiago, Chile (and supported by the Chilean Economic
Development Agency, CORFOPctantis has established an excellent vehicle for coting

with other markets in Latin America and the US by maintaining offices in Miami, FL, which is
emerging as the financial hub of Latin America. Using this Sysqeiaking network, Octantis
companies can access US markets, make connections with soofcésancing, andoe
introduced topotential partners.

The Octantis facilities include officemeeting rooms and temporary work spada the
Universidad Adolfo Ibanean a short term,asneeded basidn addition, clients have access to a
business libmry as well as laboratory spadéxcellent broadand access to the Internet through
submarine cables, domestic satellites, and access to the Intelsat system coupled with what is
reportedly the best telecom infrastructure in South America make Chile a highypetitive
regionalcenterfor ICT.

Octantis is specifically targeted at high growth companies with potential for 50 or more
employees and is not exclusively in the ICT sector, but supports some bioscience companies as
well. Octantiswas instrumentaln the establishment of théSouthern Angetsnetwork of angel
investors. This source of equity financiiegcoupled with a soft loan program of CORFO in
which it guarantees bank loans to the client companies.
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As in the other incubators examined, brandplgys a key role. The Octantis name provides
credibility and opens doors for the tenants. More than interviewed client suggested that the
instant credibility of the Octantis name was the most important benefit of association with the
organization.

ParqueSoft Centers

The ParqueSoft Centerss a network comprisedof 14 incubatorsscattered across the country

and managed from a headquarters building in Cali, Colomihi@. founder of ParqueSoft is a
highly charismatic individual who utilized his exgertin ICT to establish ParqueSoft for the
purpose of providing social development through business creation. There are over 270
businesses in the ParqueSoft network, each of which is an element in of interlocking business
entities providing internal (asedl as external) consulting, marketing, and training support.

A commission of 20% of each sale by a member company is remittdtetBarqueSofparent

in addition to the grants, wkind donations and rents and service fees collected. This allows
Parque8Bft to pay for advertisingmaintenance orits building in Cali, and other overhead
expensesLocal universities provide the office space in each location except Cali.

The ParqueSoft brand is known internationally and is associated with high qualitgsemhis
allows the startup companies to obtain larger contracts that are effectively subcontracted to
the member companies. The use of cubicles in ParqueSoft buildings provides for more intense
networking and interaction by the companies. This buildsParqueSoft brand, and makes each
company seem competitive with larger, more established companies, it should be pointed out
that it also diminishes the efforts of the individual companies to establish their own identities
and brand equity.

ParqueSofts largely selfustaining, though only through seeking grants and contributions in
addition to revenues. Its growth to 14 centers proves it is scalable, and it has required very
limited public sector support other than real estate.

Summary Observations

In the experience of the team, the key issue with respect to successful operation of the
incubator is the ability to pay the rent (or service the debt) on the facilifijhe real estate
constraint is usually the most significant hurdle for the manageawit is frequently the largest
item in the expense section of the income statementuiFoperating models were observed

the five incubatorstudied. These were:

1. The fully government funded incubator suchRark , which receives all but a fraction
of its operating expenses from government grant

2. The partially funded model, for exampletantis , where funds from CORFO and
provision of offices and other facilities are provided by the Universidad Adolfo Ibanez.

3. An incubator that derives its operatirexpenses from a combination of rents and
service fees as is the case wirhrqueSoft , andSmartXchange .

4. The private incubator that rents space to companies (and in most cases is armiraest
the client as well) ass the case with/iasphere .
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There areadvantages to each model. The first is viewed as a government pragratimulae

the development of an entrepreneurial class atdhas been successful in the sense that
graduates of iPark have already achieved success and returned to invest in othgarges.
Consideringthe relative youthof J o r dedfeortd ® establish @echnolayy economy this is
understandable. The iPark managensated that theyprefer to be small and serve only 12
companies in order to provide as much personalized attentie possible. The incubatorsize
limited, so growth beyond those numbers will be difficuttless a new building is constructed

The combination of governmerdnd university participation is one that, as demonstrated by
Octantis, can produce excellenesults. Stimulated by the funding of CORFO, and with access

to university offices and meeting space, Octantis has been free to allocate resources to business
development and innovative means of attracting cliestech as access to US and Spanish
markes through its field offices in Miami.

SmartXchangandParqueSoft haviine freedom to carry on a successful program by generating

sufficient revenue to meet their needs through commercial rents and fees for services. The

additional revenue generated biie@ combination ofSmartXchanggs r ent s fr om ¢ omme
tenants and fees for services make it financially sustainable over the long term. This is an

excellent example odn early investmerby the public sector that continues to pdgr itself in

terms of pb creation, tax base appreciation, and the other indirect benefits of incubation

programs to their public sponsors.

Finally, the great benefit of a private sector incubator is that the investor gains on the
appreciation of the real estatandthe equily he holds in the portfolio companies. Real estate in

the Former Soviet Union is still reasonably inexpensive (with a few exceptions) and Viasphere

I nternational 6s management apparently realized
location to inwbate companies, take advantage of a skilled workforce, and appreciate in value

over the long term. This model gives credence to the notion thas possible for risk capital

investors to participate in an incubation program. While the rate of returmingikely to be at

the level of most venture investments, the ability to be in close proximity to (and control of) the

entire portfolio is one most investors appreciate.

Comparisons Based on the ICT Incubator Visits

The economies that support thve incubatordghat were visited areextremely diverse, ranging
from highly advanced (S. Africa, Chile mid-sized economies such @#meniaand Colombia

to the smallest (Jordan). Yet, all were at least two to three times larger (in terms of GDP per
person).The chart below compares them on the basis of several factors.
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Comparison of Existing ICT Incubator vs. target incubator countries
Criterion Armenia Chile Colombia | Jordan | S. Africa* | Tanzania | Senegal
GDP per capita
($000's) $5.8 $14.3 $7.4 $4.7 $9.7 $1.3 $1.8
Mobile usage/100
persons 50% 85% 75% 80% 110% 17% 32%
Internet users 173,000 5,600,000| 12,100,000 1,130,000 5,100,000 400,000 820,000
ISPs 26,000 847,000| 1,500,000 21,000 1,300,000 24,000 5
Population 2,970,000| 16,400,000| 45,000,000 6,200,000| 48,700,000 40,000,000{ 12,800,000
Median age (M/F) 31.1 31.1 26.8 23.9 24.2 17.8 18.8
* South Africais both atarget and an existing incubator country.
Sources: CIA World Fact Book, and various other public information websites for specific countries.

We note that the degree of mobile penetration, numbers of Internetusers, mber s of | SPd s
median agef the target countries of Senegal and Tanzarmin significant contrast to the

countries that were visited. Clearly this means that the environment and in the target countries

will be significantly more challenging andlqably require longer development times to reach
sustainability, require additional attention from mentors, and probably require much larger

financial investment as well.

Design for a Model ICT Incubator

Given the nature of the environment observed aiing elements found to be successful in the
studied incubators, the following model is proposed:

Real Estate: One mocel for the sustainable and replicalléT incubatorwould be to locatein

a building that has been contributed or financed by the goventrf@ some other organization
within the public sector). As a matter of practicality, we have not observed any successful
incubator models in which the incubator is located in a rental facility wherein the incubator
leases from a commercial landlord onaaster lease, and then subleases the space to clients
who mug pay maket or above market rents. The most successful incubator observed in this
study wasSmartXchangén Durban, ZA. This facility is sustainable because the City of Durban
paid for the inital leaseout of spaceand SmartXchangéas been responsible for its costs ever
since (with a subsidy by the City). Yet, the financial trend of SmartXchange is toward a cash
positive operation in the futureOther successful incubator models include thevernment
providing a building (as is the case with iPark) or universities providing excess space for use in
incubation (as has been done in the cases of ParqueSoft and Octantis).

However, the situation changes when soft costs can be covered by artandes the first
several years of operatioThen, financial projections turn positive within @@ year period.

This means that with adequate, patient, financing, it would be possible to establish an ICT
incubator that could survive and eventually prespThe bottom line for incubation business
planning is thathe incubator must have control of the real estaa@d must not have a large
rental (or mortgage)payment that becomes the major element imeh mont hds
planning. The ability of a wdlinded parent organization to relieve the financial pressure by
covering the soft costs of the incubator while it grows could change the outcome dramatically

cash
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This raises an additional thought: if the IFC or other viiglanced organization was truly séeg

the opportunity to make a substantial impact with ICT incubation, would it not make sense to
take advantage of the economies of scale that might be achieved with the development of a
group of ICT incubators, and construct an entire network to servéd-Saharan Africa and other
target regions? Spreading the expense (and income) over a greater number of sites, could
conceivably result in a cashflgwsitive operation, and a successful venture. These thoughts are
explored more fully in the Network Develapent Report that is attached.

Spaces for ICT incubators tend to be smaller than that required for other kinds of technology.
Excepting the occasional call center or other lafdotensive business that requires larger
spaces, the typical ICT incubataill mog likely require only about 2,00@quare metersin

more developed country incubators it would be typical to have substantially more space for
financial sel§ufficiency, however, if there is no issue regarding a large monthly payment for the
space it may be possible to operate efficiently on the smaller amount. This also presumes the
incubator is not providing specialized space such aslatetmanufacturing or warehouse space
that require special equipment in order to operate.

Layout: The ICT incubator model layoushouldinclude spaces such as a break room, and at
least oneor two conference roors for clients to meet with their customers, in addition to
administrative space. It is very important for clients to have access teappthinted spee to

meet with their customers. Companies in the incubator are attempting to give the impression
that they are as successful, capable, and well organized as their larger compétimtzxand
equity and credibility they gain as members of the incubatganization are squandered if it
appears to a potentiatustomer that they are operatingn a shoestring budget.herefore, in

order to maximize the benefit or their membership, they should have high quality meeting space
available that wilinake a good ipression on their customers

Numbers of tenants and staffing : It is likely that the model ICT incubator will have upwards

of twenty clients in the building, and possibly some virtual tenants as Mnellincubators that

were studied in this project rangeffom as few as seven active clients (iPark) to literally
hundreds (considering ParqueSoftds 14 | ocations)
will have 20 or more tenants. Arriving at this number may take longer than in locations where
services are plentiful, and entrepreneurship is a well recognized aspect of the culture. A building
of about 2,000 square meters should easily handle twenty client companies. At a minimum,
staffing should include a manager who has been trained in incubatortiopesad has business
experience, possibly an administrative assistant, a secretary receptionist, and at least one
business counselor. A minimal maintenance staff will probably be required as well, but this will
vary by location.

Management a critical el ement: A key factor in the development of a successful business
incubator that was identified in virtually every one of the five incubators reviewed by the team is
the presence of a skilled manageho can guide the entrepreneurs through the development
process and act as their esite management counselor. In every one of the five incubators, a
strong and committed founder / manager was one of the first qualities identified by those who
were interviewed. In the model incubator, an important element irtisgtup the facility will be

the selection and training of the manager. This should be a person with at least some business
experience, an ability to analyze the issues facing client company entrepreneurs in developing
their businesses, the ability to ddep networks that will serve the clientand an ability to

work with stakeholders such that their support for the program is retainedin organization

chart for the ICT Incubator Model appears below.
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ICT Incubator Organization

ICT Incubator
Board of Directors

ICT Incubator Fund [pececcccccccccaas Jeccccccccad Consulting

Advisors
Executive Director
General Counsel | _________ Admin. Asst.
(outsourced)
Manager
| ceccccccccceaa
A
CFO Director of Service
(outsourced) Operations Provider
Network

Training: As stated byone investor in ICTcompares owe need theelemmentach geek:
of businesso. The findings of akehéelemensinthdy i ndi ¢
operatiors of the facility. In the ICT incubators observed, the training opportunities may range

from comprehensive basic skills training in ICT that allows people with a desire fer self
employment to acquire the skills to start an ICT business (as is the cabeParqueSoft). Or, it

may be technical skills training by large companies that certify individuals to work on their most

advanced equipment or software, asSmartXchangeVirtually all work in ICT requires at least

a modest amount of technical trainirayd virtually all entrepreneurs can benefit from exposure

to the basic skills of managing a technology business. Therefore, the development of training
needsand a plan to meet those needs should be an
plan.
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An Investment Framework for the ICT Incubator Fund

A key task of theSustainablé&replicable ICT Incubator Swaly to understand the investment

environment in which incubator organizations must operate. Therefore, a number efimye

and interviews were scheduled with individuals whose experience with venture investment and
funding early stage technology companies was <cCcO
appreciation for the financial challenges that entrepreneustifSaharan Africa face if they are

to obtain risk capital. The group of interview participants included investors and ICT experts

working in Africa. (The model was later vetted with individuals in Tanzania who operate
organizations that serve technologgteepreneurs to ensure its design fits the environment.)

Certain assumptions concerning the companies that would populate the ICT incubators were
then factored into the model. These included:
1 Tend to be small in terms of numbers of employees (perha@g$, 2nd be primarily
owner-operated establishments.

1 Be unlikely to be commercializing intellectual property.
1 Would probably not have significant assets (although some VARs and related businesses
might have inventory that could be financed).
1 The owners woull be unlikely to have many mortgageable assets.
T After one or two rounds of of riends and f ami

have to be sought from outside investors.

1 Would probably not have some types of financing available to them that anenocoly
expected in less challenging environments (e.g., trade credit, business credit cards and
factoring of receivables).

1 Could potentially benefit fronmicro-financingalthoughtheseoften havelow ceilings in
the $3,000 to $5,000 range and thus, do moeet the larger financing requirements of
ICT companies.

The Team then constructed model of an investment fund that is reflective of the views of
those investment and ICT experts who were interviewel.is offered as one example of how
such a fud might be constructed.

What follows is a higtevel description of the investment environment as it applies to the ICT
Incubator project and a description of an investment fund model. Given the current disruption
of the investment environment, it is 8ky that the current global economic turmoil will have an
effect on the sukSaharan African investment market. To the extent that funds are available,
investors are likely to be more risk averse in making investments and less willing to take on the
level d risk that would probably accompany the development of an investment facility for early
stage ICT companies. However, there is clear recognition by all concerned that ICT
proliferation is an appealing strategy for economic development that has to bedeossiby
virtually any country in Africa, includingnown countries of interest such a$enegal,
Mozambique and Tanzania. What follows is a brief outline of two strategies that could be
employed in order to provide the funds required for the tenant compganito expand.
Described below, they are as follows:

1 A working capital loan fund that would provide small amounts of debt financing to
entrepreneurs in the incubator(s).
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1 An investment fund that would offer a combination of debt and equity financing for
promising early stage ICT companies.

Working Capital Loan Fund

It is often the case that companies in incubators require working capital financing to carry them
through the early sages of their development. Sometintéss is due to the fact that their larger
company clients are not as conscious of their need for cash flow and treat them the same way
they do other large companies where the constant ebb and flow of fingpajenents provides
sufficient cash flow to meet daily operations coverage. This is usually not the case for early stage
companies where datp-day cash requirements must be funded by sales revenues and the ability
to finance a slowpaying client is constined or nonexistent. For companies at this stage of
developmenta modé that could be considered is to establish a Working Capital Fund that
would make short term loans to deserving companies that are established in the ICT incubator.

Working cajital could be provided by #und underwritten by the government (or a surrogate)
requiringthe participation of several of the largéanks that have existing SME SMME loan
funds. As a partner bank will be sought to work with the venture capital furdatibed in the

next segment of the report, it should be assumed that the partner will also play a lead role in
organizing the loan fund@he government could agree to provide a significant percentage of the
capitalization (perhaps as much as 50%)thadjroup of banksled by the partnerwould pool

their capital to achieve the required sizenfli In this case $¥0,000is suggesteds an example.

Each of five banks would pledg®20,000 to the fund which, coupled with $100,000 in
government funds wouldepresent total available capital 200,000 The fund manager and

loan officer represetatives of the bank would comprise lsoan Committe. Entrepreneurs

would make a business plan presentation to the Committee, and if approved, the fund manager
would disburse the funds to the incubator company. If a default occurs, the government would
agree to absorb up to 50% of the loss, effectivelyuadg the level of risk for each of the
contributing banks and leveraging their funds. This type of soft fund has been used successfully in
the United States and represents a strategy that could be applied effectively in support of the
ICT incubator compaies. The fund might operate on a revolving basis where loans would be
repaid to the group and used to fund additional working capital debt for incubator companies,
thus having the characteristics of an oOevergreer
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Government

Loan Fund

Loan
Repayments

L oans Made

Rents and Fee

The assumption is that the fund would only loan up to ten percent of the capital to any one
applicant, and only on the favorable vote of the members of the loan committee. The incubator
manager would be responsible for preparing the entrepreneurs to mag&i toan presentation.

Funds could be utilized for any reasonable business purpose including acquisition of office
equipment, paying for marketing/advertising, covering expenses while awaiting payment by a
larger company, etc.

In summary, a working cdpl fund for ICT incubator entrepreneurs would comprise one
element of the financial framework. This fund would loan on the basis of a favorable vote by the
loan committee after presentation by the entrepreneur and would be used for gap financing, or
other dayto-day needs of the clients.

ICT Incubator Investment Fund

A second strategy would be to raise an ICT incubator investment fund that would provide a
combination of debt and equity financing for early stage companies through a capital pool raised
for the purpose. The ICT Incubator Investment Fund could be created by IFC floating a tender
to provide up to $50 million in debt financing to a professional venture fund manager who
would have to raise at least $50 million in equity. The new $100 milliod fuould be required
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to invest up to 10% of the total ($10 million) in promising incubator companies and incubator
graduate companiegnd to provide up to $250,000 per yedor seven yearsto each of the
incubators in the systenfup to five) for technichassistance, manager training, marketing, etc.
Upon liquidation, IFC would receive the same payout as other limited partners in the fund minus
the amount of technical assistance funds paid out during the seven years of incubator support. It
is assumedhat, as in the case of the working capital fund, a partner bank could be responsible
for assisting with management of the fund on the ground. As a test of concept, this model has
been vetted with established African venture investors and met with favoralletions as it
would leverage their investment funds without undue effort being expended on what are
typically high risk/high touch investments (i.e., the incubator companies). The figure below
shows the potential investors, management and recipientiseofund.

It is likely that a combination of investors would be sought to capitalize the Fund. This could
depend on the location of the incubators in the network and the preferences of major investors,
but it is likely that pension funds, banks, and pewsealthy individuals could be approached as
potential investors.

Corporate sponsors might also find it attractive to have a stake in the companies as they are
likely to be major beneficiaries of the incubator in the sense that their products and sgrvic
would very likely be used by the tenant companies.

$10 MM (10%) Must be
Invested in Incubator

IEC $50 MM - debt Clients and graduates

$100 MM $8.75 MM Group of
Investment 5 ICT Incubators
Fund Over 7 years

$50 equity

The life cycle of a venture fund of this type is illustrated in the accompanying diagram. The time
periods assumed are typical of venture funds in the developed world and could be extended in
the African environment, however, it would be premature to makech assumptions until a
fund manager is identified and a proposal put forth. Generally, the life of a fund is divided into
three phases: an establishment phase wherein the business plan is developed amdigadds

$81.25 MM (80%) Other
Promising investment
Opportunities (VC, PE,
Fund of Fund)
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the investing and managing phase rdunvhich time the fund selects companies in which to
invest, and then the exit in which the fund is liquidated and capital and profits are returned to
the investors.

It should be stressed that the figures shown are merely examples and used for purgoses o
illustration. The amounts would be dependent on the numbers of incubators that would have to
be supported, the interests of the fund managers, and the availability of capital.

Formation
Fund Raising
Portfolio Investment |
Portfolio Management
Portfolio Exit |

The key points of the investment fund concept are as follows

1 Management of the fund should be performed by professional fund managesiscard
come from the private sector.

9 Oversight in the incubator countries might be accomplished through a partnership with
a cooperating bank.

1 Investments in the fund could be tiered, based on the size of the investment and the
high level of risk assot¢& with companies in incubation programs. For example, given
the high mortality rate of companies at this stage of development, it might be necessary
to restrict early stage tenant companies to debt financing only, up to a ceiling of
$100,000, and requara minimum level of revenues in order to qualify for the financing
(it might also be limited to assétased loans for companies at the earliest stages of
development).

1 Equity investments could be considered when the companies are more developed,
perhapstowards the end of their tenure in the incubator.

1 The fund manager should not be restricted to investing solely in incubator tenants but
should have the flexibility to invest a large percentage of the capital in more secure,
lower risk investments that Wiprovide assurance to investors that the fund is
diversifying the risk and has some prospect of realistic venture returns.

I't should be pointed out thasyottdmd teH etmesid Epom
stage company development such asetwork of competent service providers, a skilled

manager, ossite advisory services and training are all integral aspects of the program would also

need to be present. These are discussed in other portions of this report.

Investment Fund Summary

The faregoing is intended to outline an investment framework that could be considered in
raising a fund to support the companies in the ICT Incubator program. Two types of strategies
that could be employed were discussed: a loan fund derived from a pool oélczit would be
raised from participating banks, and an investment fund that could be raised from a variety of
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investors and invested in qualifying companies in the incubator, and other less risky investments
external to the incubator. Using one or bothf these techniques could be considered to meet
the financing needs of the tenants.

Training: a Key Component

The Innovative Partners consultitgam observed thatraining of personnel in the incubator is a
primary concern to the management of allefiof the ICT incubators that were visited to
observe best practicedrovision of a training program is a significant element in any well run
bushess incubation prograntaining should not be confined solely to the workers in the client
companies. Techoal competence should also be the responsibility of the management of the
facility. It is likely that a statip incubator in any of the IDA countries under consideration by
IFC and infoDev will hire its manager and other personnel from the local sewaviea. If
properly managed, this will benefit the incubatignificantlyas the manager will bring with
him/her a network in thelocal business community thabuld be nvaluable to the client
entrepreneurs.

However, management of the facility, expede in meeting the challenges of early stage
business operation, understanding how kelp entrepreneurs prepare to seek financing,
conduct business planning, do market research, and deal with investors is incumbent on
incubator management as well.

It is likely that a system for overseeing the training and mentoring of incubator managers will be
required for the ICT incubators being contemplated. This would be provided in part through the
technical assistance fee discussed in the investment frameworkeinhére investment fund
would allocate about $250,000 per year to support for the incubator which would include
training and support of managemexst well as clients.

22



Sustainable and Replicable ICT Incubator Model forSakaran Africa: Country Reports

The Model in Summary

Business Incubation has been a highly successful economic development strategy embraced by
organi zers of all kinds throughout the world. T
player in this movement, having supported over 150 incubators in TMtdes. The effort by

infoDev to establish a group of sustainable and replicable incubators in Africa focused on

Tanzania and Senegal in addition to South Africa as locations for potential ICT (information and
communications technoloyyincubators that wald assist technology entrepreneurs in

developing successful companies supporting this indus@¥. companies serve virtually every

sector of the economy in African countries including government, medical, agriculture, tourism,

education, entertainment and banking.

The Team recognized that in order to have a successful incubator, certain envirtaimen

aspects of incubation need to be in place as well, e.g., reliable, high speed Internet connectivity, a
supportive banking and finance community, adequate numbers of service providers who can

work with the entrepreneurs, and real estate that can be deped, renovated or acquired. The

Team was assigned the task of studying five 0
successful incubation programs to determine if there were specific practices that could be
incorporated into the model for sustainable amdplicable ICT incubators in Africa. Thus,

incubators inJordan, Armenia, Colombia, Chile and South Africa were visited and interviews
conducted. Implications considered important from the African perspective were then identified

and incorporated into thenodel.

The importance of financ® young technology companieannot be overstatedand a separate
element in this study was to develop a workable finance model to serve the cligras model
is also summarized below.

The Team confirmed that, astise case with most incubation prograntke following are the
primary economic drivers in developing the sustainable, replicable model:

1 Real estate is the primary cost driv8iin almost every case the incubation will require
assistance in some form, lhghrough government grants, private investment, or

donations.
9 Corporate sponsors will play an important rofethe ICT companies that will benefit
from the work done by the incubatords client

stakeholders and can be verylptil in providing training and equipment as means-of in
kind support.

1 Brand identity is especially important to the client companies as the incubator gives
them credibility in seeking customers.

9 Incubator client companies typically require ongoing supfrorh the incubator
organization in terms of marketing and sales, accounting, legal assistance and
mentoring/counseling.
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1 Because of they recognize the value of the services that exist in incubators and they
come to rely on t hworkigraduatibnastoften Bosa prionity ferr n a | ne
ICT incubator clients.

1 Most incubator client companies will not be commercializing technology from a
university, although the role of | ocal uni ve
Practice Incubatos was significant in all but one casce
companies will not require assistance with intellectual property protection, either.

The incubator will become a safe, stable, and secure location to establish ICT business; create
employment; promote development of a free market systemable access to equipment and
training; and become a focal point of entrepreneurial activity in tneice area.

Economic impact of the ICT incubator must be measured in order to justify its contribution to
the economy. This will most likely be done by tracking employment creation by the incubator
companies (both direct and indirect); tracking aggregdiemt company turnover growth of the
current resident companies and the graduates; and some measure of the ratio of annual
investment to aggregate annual income generated.

The financial modetxampleassumes that two types of financing should be pravitteough

the incubator: short term debt made available through a partner bank, and longer term risk

capital which could be provided to qualifying incubator clients and graduates through a venture

capital firm partially capitalized by IFC. One extraordinaspect of the IFC venture fund would

be that the Fund, run by a professional investment firm, would provide an annual technical
assistance payment to each incubator in the system.plinpose of this financial support would

be to cover the costs of condiing assistance to both managers and tenants in the incubators.

The investment of sail ec hni c al assistance funds payouul d be s
when the venture fundsiliquidated.

In terms of a facility, it is anticipated that

9 The incubato would be managed by a small staff 663

1 Serve about 2830 clients (possibly some virtual clientsvesl),

1 The facility would be about,300to 2,000square metersn size (although it is likely to
be smaller), and,

9 The incubator would require abouen years to achieve financial sustainability.

Finally, if a group of incubators was constructed and operated as a network, a caghfiitiwe
situation could eventually be achieved. This means ititseadof what has typically been the
case, (singlayndercapitalized incubators are established without the resources to survive) a
network of incubators is developed with consistent operating policies, well trained management,
access to @apital and professional advisors, the chances of success wiluble greater, and

the impact significantly higher.

In summary, the sustainable, replicable ICT incubators would have a role for both public and
private sectors, require patient (long term) financing to be made available to the tenants, employ
a trainedmanager with a capable staff, service providers and supportive stakeholders.-&wollow
opportunities for graduating companies should be considered an integral part of the entire
business plan so that eventually, a process for starting, growing, and tgrgdocempanies
becomes a standard model for the program.
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Next steps in the process include:

1 Briefing the results of this study to appropriate decision makers in infoDev and IFC

9 Selecting countries for establishing incubation programs

1 Examining the spemftarget countries to ensure they have all or most of the requisite
programs, real estate, and people and preparing a feasibility study and business plan for
each.
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Annex 1: Incubator Country Reports
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IPark Jordan Technology Incubator

Overview

This report describes the iPark Jordan Technology Incubator, one of the ICT incubators visited in the
course of conducting the infoDev African Replicable and Sustainable ICT Incubator project. The
objective of the visit was to gain an understanding of @perations of iPark, identify those attributes
that make it an outstanding example of a successful ICT incubator, and learn which of those features
could be adopted for use in designing a model for future ICT incubators to be located i&&havan
Africa This visit was conducted during the period of Septembér, 2008, at the iPark facilities in
Amman, Jordan. The consultant was hosted by the iPark Interim Director, Dr. Wissam Rabadi, who
also setup appointments with the former Director (and Founde®mar Hamarneh and a number of
other individuals. (A list of appointments appears at the end of this document.) A standardized outline
of topics to be discussed was utilized in conducting the interview of the Director and other principals of
the facility Lessons Learned in the formation and development of iPark were of particular interest.

History and Administration of iPark

The iPark was established in 2003. It is owned by the Higher Council on Science and Technology which
is presided over by Princeds$san, and has a Board of Directors comprised of representatives from eight
Jordanian Government ministries. The incubator was established by Omar Hamarneh, a graduate of
Brigham Young University in the United States, and three associates who believad t@d incubator

would benefit the Jordanian market by producing seasoned early stage companies, and could create
employment and commercialize technology (Jordanian andloatanianj.Mr. Hamarneh and his €o
founders had visited incubators in the Unit&tates and believed that the concept could be replicated,

on some scale, in Jordan. Some seed funding was provided by the US Agency for International
Development (USAID). The Higher Commission on Science and Technology (HCST) also provided
funding forthree incubators in addition to iPark under a partnering agreement with the European Union.

The HCST provides numerous services for the incubator including accounting, legal, marketing and
public relations. Stressed several times throughout the vigs whe strong, trusting relationship

between the founding manager and the management of HCST. This relationship allowed the founder to
operate with a significant degree of autonomy and still retain the support of the bureaucracy. It is
noteworthy that ini nt er vi ews, the manager was often identi
incubator and the government. HCST also manages the finances of the incubator.

3 1t is worth noting that a previous study conducted by the USAID in 2000 had concluded that a Jordanian
technology park would not be competitive and would fail. Nevertheless, some seed funding for iPark was provided
by USAID.
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Strategic Environment Summary

The iPark Jordan Incubator
As incubators do not operate in aaecuum, a primary objective in this (and other visits to ICT

i ncubators) was to understand the environment, or
operate on a daily basis. The ecosystem is comprised of a number of elements includintptiago

Business Environment / Culture

Availability of Real Estate

Availability of Financing

Support for Entrepreneurship

ICT infrastructure, (Wireless and Wiréine)

Government ICT Regulatory Policy

Labor Force

Government Tax Policy with respect to leastment and Small Business
Offerings of Academic Institutions and Training Programs
Incubator Staffing

Incubator Board of Trustees and/or Advisory Board

=4 =4 -8 _8_9_-9_9_-4_-24_-93_-2

Throughout the course of the project, these elements of the local ecosystem were investigated in each
location to determine if the environment is favorable to ICT incubation. They are addressed in
summary fashion below.

The business environment for small technology companies in Jordan is best described as challenging.
Jordan ranks 101 or 181 in the anhua Wor | d Bank Group OEase of Doing
modest amount of ground from 2007, dropping fromtOg | a c e . However, in the 0
category, its rank is 131, which was an improvement over 2007.

While there is a growingulture of entrepreneurship in Jordan, it appears generational and quite limited
in scope. Some individuals who were interviewed commented that many Jordanians seek the security of
government employment, and entrepreneurship is only recently becomingalljtacceptable.

There is a limited amount of debt financing available for entrepreneurs; however most of it is asset

based lending requiring (ownership of assets) that can be pledged as collateral for the debt, or at
interest rates that are not praatable for entrepreneurs. A limited amount of miefimancing is

available through the members of the Microfinance Association of Jordan, but these loans are for
amounts ranging from $700 to $4,200, and hardly enough to provide much help to auptd@T

company. Support for entrepreneurship is strong in the presence of TeehConnegirogram

sponsored by the Queen Rania Center for Entrepreneurship. The organizers of TechConnect state that
they hope the events wil/l nologyfstartugs, busmess expertsxand ge n et
investorst

Resource poor in terms of petroleum and water, the Jordanians say they are rich in educated people.
There are numerous technology training programs at the university level, and Jordan is reputed to hav
the highest percentage of PhD&ds in the MENA regi
people to ICT companies overseas, and many come back to Jordan with the intent of working in their

“Startuparabia.com article by Mohamed Maz28WeAmmadeddah, 0T
Jordano6, 7/ 23/ 08.
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home country. (As an example, both the founder and therent Interim Director have worked

extensively in the US.) Yet, the ability of the labor force to sustain early stage technology development

is unknown. Jordan has an official unemployment rate of 13.5%, but some of those interviewed stated
thatitmay in reality exceed 30% (confirmed by the CIA
described by the Anima I nvest ment Net work as oOan
| abor forces of 1.4 millioné.

As a poor country with almost no natal resources, Jordan is dependent on external sources of
petroleum and foreign direct investment. Jordanian industry is split among agriculture, clothing,
pharmaceuticals, potash, phosphates, and fertilizers. Jordan is the third largest exporteasif aot
phosphates in the world. Yet, employment in the extraction industries is quite low, and agriculture
employs about 5% of the labor force. Services (including mostréGifed work) account for 70% of
Jordanian GDP.

In 2007, the Ministry of ICT oflordan created the National ICT Strategy (2€8¥Y11). This strategy
included three strategic objectives to be achieved by 2011:
1. Increase Internet penetration in Jordan from 11% to 50%
2. Increase numbers of persons working in the sector from 16,000 to®%,and
3. Raising the I CT Sectotds revenue to reach $3 bi

Eliminating regulatory challenges to business was listed as a key objective of {herd@A. The ITA
claims that the government has promoted the ICT sector by easing investment regulanehpassing
legislation to protect intellectual property rights.

Thus, it is in the services that promotion of I@€lated businesses may offer the most promise. At a
minimum this could mean developing products such as local content for cell phonesorle games,

and other forms of telecommunications. (As an example, one tenant of the iPark is a company that
produces audio content tourists can use for satihducted tours of the Petra historical site.) It would

be fair to say that iPark is targeted a market segment that is rich with opportunity.

ICT infrastructure in the country is comprised of one major ISP, four mobile operators, and one fixed

line operator? The chart below illustrates the company names and areas of services. Note thatBatel

also owns Umniah a mobile service provider, and thus offers mobile services as well. So, there are

three mobile providers and one fixed line operator. The fact that there are multiple providers in the

mar ket i's consi der ed &beralisng ofltelecom fegulatiore Tlgeomarket forme nt 6 -
telecom is reported to be growin@ as much as 50% in 2007. While this may have been affected by

recent economic perturbations in the economy, the fact of strong growth in ICT is useful in analyzing

the impact of the iPark.

Jordan 0 Telephone Service Providers

Batelco Jordan ISP www.batelco.jo
Jordan Mobile Telephone Services Co.(Fastlink) Mobile www.fastlink.com.jo
Jordan Telecommunications Company Mobile www.jordantelecom.jo
Jordan Telecommunications Company Fixed | www.jordantelecom.jo

® Refer to www.anima.org.
® Refer to ITA website, www.intaj.net.
" Africatelecomnews.com
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Umniah Mobile |www.umniah.com
Xpress Mobile www.xpress.jo

Physical Characteristics of the Incubator

The size of the iPark building is about 750 square meters and presently houses seven dihaiigh it

should be noted that tenants of another incubator are also in residence on a temporary basis.
Currently, there are about 8 companies in the facility. Management stated that the tenant list is
usually in the range of 12 companies, but abe iPark is hosting the aforementioned other incubation
progr am, an all ocati on of space has been mad e
requirement.

The construction of the building is masonry with an inner core of offices with temporary watls, an
offices around the periphery of the facility. (A layout is attached.) The building has one floor and
contains 17 offices, a reception area, cafeteria, service space (copier, etc.), a meeting room, and an
administrative space with offices for the Interifmecutive Director and Office Manager. An auditorium
occupies the remaining space. The building is the property of the Royal Scientific Society, which is under
the guidance of the Jordanian Royal Family.

Project

As of September 2008 the following economic impact statistics concerning iPark are
reported:

Aggregate job creation (tenants and graduates): 338 FT, 57 PT employees
Companies created: 7 current, 17 graduates (since 2003)

Tenant company revenues from local customers (USD): $466,924

Tenant ompany revenues from international customers (USD): $645,487
Intellectual property created: 4 US patents, 11 Jordanian patents

iPark tenants have a total of 52 local and 95 international clients

One venture financed company since inception

Annual budget othe program is about $140,000, comprised of $20,000 in rents and $120,000 in
subsidies (all USD).

= =4 =48 -8 _8_8_9_-2

The Incubation Program at iPark

The incubation program provides high quality office space and services to early stage technology
companies. Various facet§the incubator program are described below:

Location

The iPark facility is located in an area of the City of Amnttaat is rich in academic resources. The

building is owned by the Royal Scientific Society, and is on the grounds of one university, with a second
university in the immediate vicinity (Princess Sumaya University and Jordan University). Being under the
gudance of the Higher Council on Science and Technology, iPark enjoys the benefits of close location to
sources of intellectual property without being part of the university infrastructuteven so, it is
noteworthy that most odldisidedadenkabs t enants come from

8 Being established by HCST was described the management as something akin to establishing a US incubator in
the National Science Foundation.
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Admission to the Incubator

The admission process begins with the prospective tenant filling out an application that includes a
business plan. This is evaluated by the Executive Director, who then schedules@-face interview

with the tenant. Management states that these ficéace meetings are important to have prior to the

final decision concerning admission of the company to the incubator.

However, admission to iPark is but the
first of several milestones in the
process. Mnagement also believes that
the personal relationships between the
Executive Director and the tenant
company entrepreneur is a particularly
important element of their program and
have close working relationships
between tenant and managemerd
addressed @ain in the summary of this
document.

It is noteworthy that the iPark
management believes that their desired
tenant mix of serial entrepreneurs (one
third), and new entrepreneurs (two
thirds), is critical to their success. They
believe that such a ratiof experienced

to new entrepreneurs facilitates the transfer of knowledge. This attribute certainly distinguishes iPark
from other incubation programs in our experience.

——
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Management

The current Executive Director has experience in technology businessaahottorate in Computer
Engineering. He worked for several years in the United States for Texas Instruments, Inc., and is very
familiar with the industry. He has recently taken over the program from the founder (who is an
entrepreneur about to commencéiis own business venture). Management is perhaps the most
important aspect of the iPark environment. The program is in transition from a founding manager to an
individual with a considerably different background, and would be expected to experience some
difficulties typical of a change in management from a founder to an outsider. Yet, there appears no loss
in continuity, the founder is still involved as an outside advisor, and enthusiastically made himself
available for an interview. Discussed latetliis report, it was clearly apparent that current and former
tenants found the management to be perhaps the most important asset of the iPark program.

With respect to iPark staffing in addition to the Executive Director, there is also an attorney, office
manager, and a messenger. Much of i Parkd6s admini
Science & Technology, thus, extensive staffing is not required.

Tenant Interviews

Interviews were conducted with a number of iPark tenants to obtainrtkieews on the successes of the
program, the types of amenities and services they believe to be important, and also gain insight as to
their experiences in the facility.

In the interviews, it was noted that many individuals with ICT training were puslycemployed by the
government and now seek private sector employment. References to ICT training in Jordanian business
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media also suggest that most ICT training in Jordan is largely intended to train government employees,
so the training programs resut more able entrepreneurs as well as government employees.

Some key observations

1 Tenants were extremely supportive of the iPark management and the level of service and
attention they received from the incubator.

1 They were highly impressed by theXileility of management and the willingness of the manager to
assist them in making contacts, finding investors, understanding investor expectations and
operating as a business instead of a hobby.

Sorting through their manyavorable comments concerningetloperation of the incubator, a few are
especially compelling

OMoving into a ready office, and working the next

OEffective people can get around the bureaucracy
easyéHe set ray osntea nhdaasr dt oe vieespect . 0

From a graduate company: o0i Park changed the 1|ife
support more than ten familieséd (from the busine

When asked why a company should locate in thekPane woman business owner opined that the

environment at i Park was oOmore comfortabl e, mor e
experience of colleagues to help each otheréThe p
etc.,toprovidet ai ni ng, financing is an advantage unavail i

Other attributes perceived as advantages by the tenants
Rent is reasonably priced. One tenant opined that on a per square meter basis, the rent might be
slightly above market, but considerirttetservices offered it was a bargain.

iPark provides (at least some) furniture and equipment. The comment of being able to rent one day and
be in business the next is exactly on target. One of the more difficult aspects of starting a new company

inJordan is the oO0registrationdé (i.e., filing of of
Having o0the right people in the room is especial
seed and early stage investment capital in teegri on 6 . This comment was in

partnerships and network that the iPark management brings to the table due to the respect others in
the Jordanian business world have for the incubator and its management.

oPatient ma n a g e me attriblite. i Gne @®mant commented thah bn occasion the
management was willing to wait two to three months for rent payments when the tenant company was
experiencing cash flow problems. The fact that the Executive Director had entrepreneurial experience
himself, understood the situation, and was willing to be at risk with the company was a benefit in the
mind of this tenant.

Recommendations: During the course of interviewing both tenants and graduates, several
recommendations were made that could be ex@drin the continuing effort of iPark to provide a full
range of services, among them the following:
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1. With respect to entry/exit from the incubator, it was recommended that the process become
more formalized, perhaps employing a true Admissions Committee.

2. The second comment has both favorable and unfavorable implications. It was observed by one
tenant that iPark is very informal (in terms of its business culture) and that the tone of operations
coudbe construed as ounpr of eftseisatwaeelindustry hasl @wagsv e r
included an informal aspect. Thus, management walks a fine line in maintaining the proper amount
of distance, while at the same time retaining the trust and confidence of the tenants.

Tenant Survey

A survey that supgimented the interviews was prepared for administration to the tenants and
graduates of iPark. A total of seven responses were received from six tenants and one graduate
company. The survey asked respondents to discuss why they decided to establidbutheess at the
incubator, what their expectations were, to show on a checklist what services they used and to what
extent they valued the services, to list the things the incubator could provide that it does not presently
offer, and to list what, in theiopinion, is the one most important attribute of the incubator. The
responses were comparable to other incubators in

Tenants listed the following attributes as particularly helpful:

That the incubator earaem awietne ntth e oteesmarnt s tkeudi n
That there are numerous and useful networking opportunities (in fact several mentioned how
much they looked forward to the interaction with other tenants).
1 That lease terms are flexib&a point of discussion that deservéurther comment as some
tenants were critical of the fact that there is no formal graduation policy.
1 Therefore, it was pointed out that some tenants have been in the incubator for a much longer
time that is generally the case in other programs.
1 And, mos important, that the tenants were able to rent an office, and begin business by the
next dayd an item of considerable concern in a region of high office costs and significant levels
of required paperwork in order to commence doing business.

1
T

Services

Senices offered by the iPark are described briefly below. It should be noted that most services are
provided from external sources.

Customized Training / Networking
1 TechConnect, based on the University of California San Diego Corpregram, is operating
and has quarterly meetings
1 Young Entrepreneurs Associati@networking events and conferences
1 Business Plan Competition
1 Young Arab Leader8 part of the World Economic Forum

Services Provided by External Organizations:
The USAIDfunded TATWEER Program provides client support services and programs to small and
medium enterprises (SMES) in seven industry sectors, and serves a broad client base through four
industry associations. TATWEER also supports two innovative programs:
1 MaharaéInternship Program which recruits and trains promising recent university graduates for
internships or future employment with SMEs, and the
i Facultyto-Factory Program which promotes cooperation between academia and industry.
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Lessons Learned by iPark Mana gement

The development of iPark has left the management with a number of observations concerning their
success. Among them are the following, some of which may or may not have an impact on the
development of a sustainable and replicable ICT incubatofrinaA

1. While a formal selection process is important, the management of iPark believes thatta-face
face interview is more important in terms of evaluating the management team than reading a
business plan.

2. Computerized incubator management systems amg/ beneficial, but fae®-face meetings with
tenants have perhaps greater importance and should not be limited by reviews of data.

3. The numbers of tenants in the incubator (presuming a situation similar to iPark) should be limited
to 10-12, in effect sethg a span of control to that number of companéto prevent the
development of sugroups within the incubato®.

4. Incubator management should concentrate on business development, because companies
ultimately succeed or fail more due to business thexhnical challenges.

5. Incubator managers need to exert maximum effort to develop networks from the entrepreneurial
community.

6. Incubator managers should be chosen for their capabilities in business, enterprise development
and entrepreneurial development B&j not simply technical skills.

7. Incubators should try to maintain about 30% occupancy by serial entrepreneurs to promote the
transfer of knowledge and experiences from within.

Summary

The iPark Jordan Technology Incubator has successfully weathereigstiew years of operation and

is an established, financially sustainable program that is limited only by the size of its facility. This
program has a growing market to serve, and excellent relationships that must now be nurtured under

new management. He extensive liberalization of the Jordanian ICT sector will provide many exciting
opportunities for ICT companies developing content, offering web services of various types, customized
software development, etc. This is particularly true for those conmnhat are serving the mobile

phone market, but wvirtually all|l of i Parkds tenant
and find opportunities filling niches in programs ranging frogowernment to proliferation of
telecommunications semes.

With respect to management ds observations concern
following should be considered in evaluating the lessons for application-Bati#ran Africa ICT
incubators:

1. Faceto-Face Meetings Clearly the tenant management process, including frequenttdafaece
meetings, is important. But, this also presumes that incubator management will be experienced
enough to provide sage guidance and support of entrepreneurs. That would seem taténidhie
need for a support program for incubator managaswell atenants. Trained managers who can
deal with business problems and act as consultants to the client entrepreneurs are the most
important result.

2. Focus on Business DevelopmentThis obsevation appears to be a result of the specific
experience in Jordan. One suspects that a more trakoimgnted management style will be
required in subSaharan Africa ICT incubators where technical skills may be in shorter supply.

® This topic merits further discussioms t here are prods and conds to the not
to 10-12.
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3. Support Networks The e i s no question that i Parkds suppo
tenants and outside observers alike. In Jordan it has been possible to tap into emerging business
networks due in part to the proliferation of ICT technology, but also the relative hoot the
population. This may be less likely to occur in Africa as there is generally less enterprise support
in the |l ocal business Oecosystemo.

4. Need for Skilled Incubator Manager€learly, skilled incubator managers are best. Perhaps this
indicates hat, absent managers who have the background and experience to advise the tenants
effectively, a training program for incubator managers should be developed as part of the
investment.

5. Serial EntrepreneursVe have great respect for serial entrepreneunsdatheir contributions to
others who find themselves establishing new companies. They may be in short supply in the target
countries, but their presence is important. Possibly the role of mentor can be filled by others
with appropriate experience.

The nfoDev Sustainable and Replicable ICT Incubator program provides an opportunity to apply the
most appropriate of the lessons learned in the development of other infoDev incubators to rawugtart
situations. In that regard, iPark is a strong contributondasource of both inspiration and
encouragement.
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Appendix

Interview Schedule

Date Name

Affiliation

2/9/08 Dr. Wissam Rabadi

iPark Interim Director

Mr. Omar Hamarneh

iPark Founder and former Director

Mr. Faris Gammoh

Consultant at iPark

Mr. Mahmoud Ali Khasawneh

CEO, Quirkat

3/9/08 Mr. Ammar N. Mardawi

CEO, Kindisoft

Mrs. Hala Zawati Katkhoda

Managing Partner, easyinfo

Abed Alaziz M. Falah

Bus. Development Mgr., Minerets Tech

Khaldoon Tabaza

Managing Director, Riyada Ventures

EnnisRimawi

Managing Partner, Catalyst VC

Abdul Majied Qasem

CEO, Razor View

Khaled Khalaldeh & Mr. Tawfeq

Co-founders, KETAB Technologies

4/9/08 Dr. Anwar Batekhi

Secretary General, Higher Counsel on
Science and Technology

Laith AlQasem

Enhancegbroductivity component leader,
SABEQ

Omar Kudsee and Laith Zraikat

Jeeran

Emile Cubeisy

Venture Capitalist

Samer AlJabari

Co-founder, FOCUS Solutions
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Viasphere Technopark

Overview

The Viasphere Technopark is a commercial technology park in Yerevan, Armenia, providing
infrastructure to local starups, and Information and Communications Technology (ICT) companies
worldwide, looking to extend their core development offshore.

The Tecmopar k, a wholly owned subsidiary of o0Viasphe

been operating at the Yerevan site since July 2000. The estate was previously a Soviet facility dedicated
to electronic and related research.

The Viasphere Teclupark currently houses ten companies working in a variety of ICT fields, and is also
looking to expand into the green energy sector.

Strategic Environment Summary

The Armenian government aims to build a Westestyle parliamentary democracy with a Presitial

head of state. It has universal suffrage above the age of eighteen, and voters have their choice-of a multi
party system. Executive power is exercised by the federal government, and legislative power is vested
in both the government and parliameniThe singlechamber parliament is currentycontrolled by a
coalition of four political parties.

Like other newly independent states of the former Soviet Union, Armenia's economy suffers from the
legacy of a centrally planned economy, and the breakdofvformer Soviet trading patterns. The
conflict with Azerbaijan over Nagornarabakh, and other enclaves, has not been resolved. GDP fell
nearly 60% between 1989 and 1993, but since that period has been in a growth pattern. Armenia has an
on-going dspute with one of its most important neighbors, Turkey, over the mass killings that occurred

in Armenia between 1915 and 1917. Yerevan wants the world, and particularly Turkey, to recognize
that the Kkillings perpetrated by the Ottoman Empire of hundredk tbousands of Armenians,
constituted genocide. Turkey opines that there was no genocide and that the dead were victims of
World War I. The two countries have no diplomatic relations and the land border is closed.

The government has, however, been abldemake wideranging economic reforms that have paid
through lower inflation and steady growth. The 1994 cefaseof the NagorneKarabakh conflict has

also helped the economy. Armenia has had strong economic growth since 1995 and been able to
devebp new economic sectors. Examples of new sectors include: precious stone processing, jewellery
making, information and communication technology, and even tourism. These sectors are beginning to
supplement the more traditional sectors in the economy, sashagriculture. Poverty is still an issue in
Armenia, but the tide of economic reforms has contributed to a significant reduction. Between 2004
and 2007, the overall incidence of poverty decreased from 34.6% to 25.0%, while the incidence of
extreme povety decreased significantly from 6.4% to 318%.

A liberal foreign investment law was approved in June 1994, and a law on privatization was adopted in
1997, which has included a program on state property privatization. Foreign investment in real estate is

1% As of December 4™ 2008.
“"AArmenia: Economic Growth, Poverty -AagNatonhl Statistical Mar k et

Service of the Republic of Armenia, 2008.
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relatively straightforward, although after strong economic growth over the last few years the market is
suffering from the effects of a recent global turndown. The ICT sector is currently dominated by foreign
investors such as Synopsyslofic Systems,\icos, Synergy and Virage Logic to name a few. Notably,
approximately 80% of ICT output is exportédl.International service companies that have invested in
Armenia include HSBC, British Airways, Glaxo and Coca Cola; although these companies are largely
operating sales offices rather than production or research facilities.

Although there is a historically strong focus on attracting inwiangestment, the Armenian government

is developing a system to support investment for domestic ICT atprcompanies.This system uses
government funds to match funding up to 50% of an initial investment, and private investors are
providing the remaining funds.

The o0Doing Busi ness ohimpthreovprld fortease & dolng business e Armeaia ag
particubrly favorable building and construction regulations but is held back by a complex tax regime.
General attitudes to free market business and competition are positive. The current government holds
an aspiration of moving the business and investment envieon of Armenia up to the level of top ten

best countries, by 2012.

The Armenian telecommunications system has been extensively modernized since the Soviet era. It is
now 100% privately owned and undergoing expansion. A mobile/cellular services monagoly
terminated in late 2004, and a second provider began operations iR2@ti8. There are reliable
modern landlines and mobile/cellular services across Yerevan and other cities. International
communications is provided through both fiber and microwdinks, and internet access is widely
available.

Armenia has 64,370st udents (ad2% of the popul ati on) i n  Hi
potential talent pool for domestic and foreign direct investment. In Yerevan there are nine institutions
sening approximately 26,000 students. There is a heavy bias toward sciences, and the State Engineering
University of Armenia alone accounts for approximately 10,000 studentdowever, it is open to

debate as to how many students will remain in Armeniaraftaduation. Armenia has lost up to a full

guarter of its population since its independence, as young families seek what they hope will be a better

life abroad®

Project

The Viasphere Technopark is a commercial technology park in Yerevan, Armeniadimgov
infrastructure to local starups and ICT companies worldwide looking to extend their core
development offshore. The Technopark is developing into a center for companies looking to capitalize
on Armeniads technical capabilities.

The Viasphere Techupark provides the facilities and infrastructure services to companies in support of
cost effective, speetb-market and scalable solutions. The Technopark interacts with technical
universities and institutes in areas of advanced research with commapgiitability in Europe and the

2 Embassy of the Republic of Armenia in Egypt at
http://www.armembegypt.com/php?page=made&path=BUSINESS:MADE

13 Panorama AM, January 2008

4 Embassy of the Republic of Armenia, Washington, DC,
http://wwwameniaemb.org/DiscoverArmenia/armedu.htm

15 State Engineering University of Armenia, http://www.seua.am/eng/index.html

16 BBC Country Profile: Armenia, http://news.bbc.co.uk/2/hi/europe/country_profiles/1108052.stm
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US. Viasphere offers extensive management and consulting support to tenant companissfeess

Serviceb e |l ow) , as wel |l as significant networking oppo¢
The oOoOVi asphered bii® a network of Private I ndustry;
Technopark itself; and an Academic network and links with multinational companies in Armenia.

Potential tenants, wishing to enter the program, must provide a writtenrass plan and it must fit the
technical profile desired by the incubator management. Potential tenants may not participate in activities
that would impinge on existing tenants. The incubator will also assess its own ability to meet client
demands as ptapof any decision to accept or reject a potential tenant. The final decision to accept or
reject a company rests with the Technopark management board.

In both an international and national context, the management relies largely on printed promotional
ledlets, presentations, and the website as their marketing collateral. In reality, the Incubator is
overwhelmingly marketed through networking opportunities; although the website has also produced
relevant inquiries. Tenants have also been known to refaw rclients. Viasphere has a strong PR
element, and has been able to develop a high profile in Armenia.

The Incubation Program

Location of the Incubator

The Viasphere Technopark is located within the City of Yerevan, the capital of Armenia, between the
airport and the city center, in a mixed but mostly industrial area. The incubator enjoys excellent road
and public transport connections, and is within close proximity of a major railway station. Zvartnots

I nternational Ai r p o r éernatioriaVaNport andAthemhelnaf thed ratiomalacarmer i n t
Armavia; roughly 6 miles away.

Yerevan itself is the mainstay of the Armenian economy, accounting for approximately: 33% of the
national population; 50% of industrial output; 80% of the registerddilréurnover and 76.3% of
services? Yerevan's manufacturing capabilities include chemicals, primary metals, machinery, rubber
products, plastics, textiles, and processed food. The city hosts the headquarters of major Armenian
companies, and of a numbef international players, and is seen as a potentially attractive outsourcing
location for Western European, Russian and American multinational companies. Yerevan is also the
country's financial hub, home to the Armenian National Bank, the Armenian &cakange, as well as
some of the country's largest commercial banks.

The climate of Yerevan is relatively continental, with dry/hot summers and cold/short winters. The
intensity of the summer sun, with temperatures regularly reaching 40°C (104 °R)eisfahe primary
reasons there is a push to develop solar energy technologies.

Physical Properties of Incubator

The Viasphere Technopark is a campus incubator of conventional-btoucete lowrise construction.

It consists of ten buildings of variogizes, mostly in good condition. The general environment of the
incubator is well kept and pleasant.

The incubator rents office space to tenant companies and makes available other facilities (see below) on
demand. The site is extensive and there is tataf around 15,000r( & 1 6 0 2) @wailblef which

" Republic or Armenia: Poverty Reduction Strategy. Paper IMF Country Report No. 03/362. ©2003
International Monetary Fund, November 2003.
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includes a kitchen and underdeveloped space. Incubatee occupied space is estimated at28,000 M
(486,000 ft

Beyond the availability of office space, the physical site services include a kitchig, g@ace for 200
cars and constant security.

Facilities and Services

The facilities available to the Viasphere tenants include: a clean room development environment (with an
isolated LAN and electrical supply); convention and conference facilitiesn&mdet services through

both broadband and satellite access. Turnkey telephony services are also available.

Business Services
Viasphere operates a full suite of management support services for its tenants. These include:
1 Business Assessment: Managetméll assist in assessing the value of the company in terms of
strategic vision, mission, technology, available market and business models.
1 Product Strategy: Assistance in formulating product roadmaps for the development of specific
products or product &ts.
1 Company Structure Support including: company formation, company capital structure (stocks),
establishing a Board of Directors, establishing corporate agreements, etc.
Staffing: The Viasphere will assist tenant companies in finding qualified exiabenitze
Program and Project Management: Assistance and training in program execution through rigorous
program and project management.
i Sales and Marketing: Assistance in the identification, development and exploitation of marketing
and business channels vdwide.
1 CFO Functions: The Viasphere can offer assistance with developing Balance Sheets, Income
Statements and Cash Flow analyses as well as with Armenian annual tax reporting requirements.
1 General Council Functions: Assistance in legal matters suchpastéetion, nondisclosure
agreements and other legal matters.
1 Funding Sources: Assistance in identifying worldwide funding sources and particularly Armenian
Angel Investors; Venture Capitol Funds, government grants; and tax incentives.
1 Board Membershipfhe Viasphere management (or appointees) may serve as a member of a
tenant companyds Board of Directors.
1 Advisory Services: Regardless of whether companies use the Viasphere appointees on their Board,
the incubator offers handsn mentoring for seniomanagement.
1 Exit Strategy: Assistance through the exit process to realize investment whether through a
merger, acquisition, public offering or other means.

E R ]

The Viasphere has developed relationships with multiple training resources, and created strdng ties
universities specifically. Both business and technical consulting services are available to tenants from the
RussiarArmenian University (RAU) and the American University of Armenia (AUA), along with access

to testing and development laboratories ihet RAU, and access to the main library at the AUA.
Additional university links include the National Academy of Sciences of Armenia, Engineering Academy
of Armenia and the State Engineering University of Armenia.

The Viasphere provides advice on fundiraurses, but does not of itself invest. The Viasphere
Stakeholders are free to finance tenant companies.
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Tenants:

Transistor Plus, LLC - Semiconductor and Testing Devices Design
Epygi Labs Armenia, LLC - Networking Software

Synopsys ARDA CJSC - Electronic Design Automation

UniCad, CJSC - Electronic Design Automation

DVA Group Armenia, CJSC - Broadband and Digital Television
Transistor Delta, CJSC - High frequency Semiconductor Research
Sonics Armenia Holding, Inc . - Electronic Design Automain
Damaris JSC - Electronic Design Automation

Rubin L. Tech CJSC - Optical Devices Design

M-Possible CJSC - Electronic Design Automation

Tenants speak well of the incubator management, facilities and services which are commented to be
accessible, visihland appropriately tailored to business needs. Further, tenants state that the leases
are suitably flexible to meet their needs, and that the incubator is serviced by professional staff.

Organizational Structure

The Viasphere was founded in 1998 as an incubator and accelerator with offices in the US (Mountain
View, California) and the Technopark itself in Yerevan, Armenia. The US management team has a track
record of working with startup companies and has fountjéunded, managed and helped guide several

in their development process. The team also has experience working with multinational corporations.

OViasphere I nternational é owns and operates the

Management

The management team hagpaopriate financial experience for the market in which they operate and
posses strong resource and project management backgrounds. The manner in which both strategic and
business planning is delivered is also pertinent to Armenian business culture.

Thelocal management consists of a team of nine, headed by Dr. Aram Vardanyan who serves as General
Director of Viasphere Technopark in Armenia. Mr. Vardanyan is a seasoned technologist and business
executive, having served in lead positions in semiconduetsearch and Armenian development, and
formerly held a position in the Soviet Union as General Director of the Transistor Research and
Devel opment Center for Power Semiconductors. o6
maintenance, security amdher service personnel.

Board Members
The Technopark has no Board in the usual sense of the word. The management team fulfills most of the
boardtype roles by developing the strategic direction of the incubator and managing its higher functions.
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Budget and Funding

The incubatords annual budget varies slightly but
plan for job development, maintenance of the facility, and stimulating business. The plan is stated to be
clear, current, achievable and detailed. Theubator is making a slight operating profit which is re

invested in the operation.

There are currently no tax liabilities as the operating profit on which tax would be leviedirsvested
in the incubator. The incubator is regularly auditeddxyernal professional accountants.

Approxi mately 60% of the incubatords budget is a
from the recharge of professional services listed above.

Graduation Policy

There is no graduation policy as it is conviemially understood. Although tenants are issued with-five

year leases, they are able to extend those leases as desired. The longest serving tenant has been with
the Viasphere for seven years. There is currently no government support for companies tgrgdua

from the incubator. However, the government recognizes the need to provide graduation support
systems that will include adequate follmn space and allow companies to assimilate more easily into

the general economic environment.

Conclusions

Inform ation Not Mentioned Above

The Viasphere Technopark enjoys an influential group of sponglonsmay provide nofinancial
support, minor financial support or significant promotion. Significant supporters include:
The (Armenian) Chamber of Commerce and listhy

The National Academy of Sciences of Armenia

The Engineering Academy of Armenia

The American University of Armenia

The State Engineering University of Armenia

The Russiairmenian University

E R I

In addition to the Sponsors listed above, Viasphere kds® the following institutions that promote and
support the incubator in a noefinancial manner.

1 American Association for the Advancement of Science (USA)

1 International Association of Science Parks (Spain)

1 National Renewable Energy Laboratory (USA)

1 International Engineering Academy (Russia)

In addition to the above the incubator has previously received World Bank financial support for
feasibility studies. Viasphere is also supported by the national government, although the government
does not contributefinancially.
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Implications for the ICT Africa Sustainable, Replicable, Business Incubation Model

The Viasphere Technopark has successfully developed a model that works well in its environment. It is
not a oO6traditional 6 ngwalintblacalieaomomicaraimdtances thg yiasphere e g r a
has developed an effective, widinging, support scheme. Widening models of business incubation in

this manner can be relevant to a number of other economies, particularly those that are developing
challenged circumstances.

While Armenian business development has been limited, the Viasphere has excelled in attracting foreign
investment into a nostraditional market. Undoubtedly, the presence of a strong Armenian diaspora has
assisted the Viasphe offer, but the incubator has otgerformed many other incubators around the
world by establishing foreign direct investment (FDI), and succeeding in keeping those inward
investment companies within their territory. While incubation in economicallylehged countries has

often focused on the development of domestic business, the Viasphere highlights opportunities for FDI
in a country not previously considered to be viable geographically, or in a business development sense.
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Octantis

Overview

Owned by the Universidad Adolfo Ibafiez (UAI) and supported by the Chilean Economic Development
Agency, CORFO, the Octantis supports 26 businesses in varying stages of development. Its many
attributes make it an outstanding example of programs tbam be adapted as an incubation and
investment model for SuBaharan Africa. Approximately twenty people were interviewed to include
entrepreneurs, investors, incubator staff, university and government representatives (see Appendix A).

Octantis has an @rnsive network of supporting organizations and individual contacts mostly in Chile,
but also across the American continents and in Europe.

Octantis, Chile

Strategic Environment Summary

Chile is a democratic republic with universal suffrage at 18 ranking 32nd out of 167 countries in The
Economistds 2008 democracy index. Politically an:t
eminent South American economy.

Accor di ng tBustihnee sos® GHilengthe easigst, place in South America in which to
start and operate a busine®s. Within the greater Latin American context it leads in terms of
competitiveness, quality of life, political stability, globalization, economicofreeldw perception of
corruption and comparatively low poverty ratéslt also ranks high regionally in terms of freedom of
the press, human development and democratic development. It is the region's richest country in terms
of gross domestic product pecapita (at market prices), slightly higher than MexicReal estate
pricing, often a good indicator, has shown steady growth over the last five years.

18 http:/iwvww.doingbusiness.org

9 United Nations Development Program http://hdrstats.undp.org/indicators/25.html
2 hitp://www.doingbusiness.org/economyrankings/?direction=Ascandsort=8

2L Commercial Intelligenc8ervices, http://www.businessmonitor.com/yb/chile.html
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Part of the economic success is due to the continued high price of metals, especially copper, in which

Chile abounds, but much of it is due to sound economic policy and practice. The Doing Business survey
ranks Chilean tax policy as the least restrictive in the South American contihangjtuation reflected

in much of Chil eds Btensiara leragadly congparable with devedogetl coentries s y
and the development of free and fair markets is represented in social and political attitudes and visible in
Chileds attitude to trade. Chil e is deagreemegid vy com
(FTAs) with a whole network of countries, including an FTA with the United States, which was signed in

2003 and implemented in January 2004.

A consequence of Chileds trade policy commmnt ment
recent years, due to the strong growth and stability of the Chilean economy, many multinational
companies have chosen Santiago as the place for their regional headquarters. Companies such as HP,
Reuters, Procter and Gamble, Intel, CeCala, Unilever, Netlé, Kodak, BHP Billiton, IBM, Motorola,

Microsoft, Ford, Yahoo!, and others have located there. Foreign investment in Chile from January to
August 2008 amounted to $2.35 billion U.S. dollars, according to the Chilean gover¥nime.
research Coommeamryi,aldo | ntelligence Servicesod (part
that there are now 730 foreign company subsidiaries, across 34 industry sectors in Chile. The list
includes American, British, French, German, Japanese, Australian, 8alias, Belgian, Indian, Spanish,
Swedish, Finnish, Norwegian, Danish and Dutch compehies.

Sustainable economic development is invariably built on skills and knowledge. Higher Education in Chile
was extensively reformed in the 1980s and is still thébjsct of political debate. Traditional
establishments consist of 25 fully autonomous universities coordinated by the Council of Chancellors of
Chilean Universities and employing a single admission process. There are a further 38 independent
universities The higher education system as a whole is currently formed by a total of 229 institutions:
63 universities, 48 professional learning institutes and 117 technical training centers.

Overall, the higher education system, based on enrollment rates for ,260d/ed a population of
594,247 undergraduate students and 15,181 graduate students. Total undergraduate enrollment can be
broken down as follows:

Traditional universities: 246,286

Private universities: 177,271

Professional learning institutes 101,§2003)

Technical training centers: 63,982

Together with the above, there is also official recognition for higher education establishments run
by the Armed Forces which are linked to the state through the Ministry of Defense. In all, around
4% of the ppulation was in higher education in 2004 providing a significant talent pool of skilled
employees and future leaders.

=A =4 -4 A 9

2 Central Intelligence Agency, USA, https://www.cia.gov/library/publications/the-world-
factbook/geos/ci.html

z Xinhua News Agency, http://news.xinhuanet.com/english/2008-11/19/content_10379486.htm

2 Commercial Intelligence Services, http://www.businessmonitor.com/yb/chile.html

% Chilean Education Portal, http://mt.educarchile.cl/mt/jjorunner/archives/HE_Aiming.pdf
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Chile also benefits from a modern telecommunications infrastructure regarded as the most advanced
system in South Ameri¢a.The systenis based on extensive microwave radio relay facilities and links; a
domestic satellite system with three earth stations; submarine cables providing links to the US, Central
and South America; and two Intelsat satellite earth stations. Hiredconnectbns have dropped in
recent years as mobieellular usage continues to increase, reaching a 2007 level of 85 telephones per
100 persons?

Project

The Octantis incubator is a program specifically targeted atigivth companies with the potential

for more than 50 employees. The participants are primarily technology companies, (especially IT and
bioscience) although there are other less prominent sectors covered such as tourism and food. The
sectors currently participating are represented in the diagizelow.

m(CT
m e Sciences
o Innov Etion in Services

m Foos
m Design & hdarketng
m EoucaEtion

o Recycling and Energy
= Tourism

Octantisd primary objective is increasing o0Sal es«
companies® turnover wi || exceed US$100Million an
created, are inferred from this target batre not hard targets. In 2007, Octantis had achieved 30% of its

goal. The figures for 2008 are not yet available, but the current projection for the end of 2011 is
US$85Million against US$100Million target with an expectation that the US$100Million walgbe

met in 2012.

Incubation Program
Location of the Incubator
The incubator operates primarily as a virtual program where incubator tenants do not have access to

office space. The program does, however, provide meeting rooms at two universityoos:

1. Adolfo Ibéafiez University (UAI) offices on Avdlresidente Errdzuriz, Las Condes, Santiago;
2. The universityds postgraduate center in Pefalo

% Central Intelligence Agency, USA, https://www.cia.gov/library/publications/the-world-

factbook/geos/ci.html
27 Central Intelligence Agency, USA, https://www.cia.gov/library/publications/the-world-

factbook/geos/ci.html
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Partner companies supporting the incubation program may also provide access to facilities.

TheOctantis program also has access to a shared r ¢
internal firms to perform studies and tests enabling foreign companies and agencies to hire them for
project work. Venture Lab is located at the Pefialolén camp

Physical Properties of Incubator
Octantis is a virtual incubation program and has use of meeting rooms, staff offices and laboratory space
on an ameeded basis at the UAI campuses.

Facilities and Services

As a virtual i nc u biatheoprovisido df ightalitysbdisinesa supportt sérvicasgot
its clients. This includes higével strategy, networking, marketing and preparation for investor
assistance. Its links with the Adolfo Ibafiez University and-wédging network across Chikend beyond
have enabled numerous innovative services to be provided to their clients.

Physical Facilities

Physical facilities are quite |Iimited, and are co
entrepreneurial laboratory, meeting roomsdparking. Additional meeting rooms and other minor

services (e.g., faxing or copying services) are available at some sponsoring company sites.

Specialist University Services

The close relationship with the Adolfo Ibafiez University (Universidad Adofdile z, O UAI 6) has
significant opportunities for higlevel education and international networking. Entrepreneurs in the

Octantis program can, for example, work towards a U.S. degree or a Masters in Public Policy and

Fi nance t houg hiamid¢aspud) mniMarehr280D & similas fadility with similar opportunities

is to be | aunched in the Basque region of Spain.
with the Wharton University in the USA which allows opportunity to study gnimto US markets.

External Support through Partners
Accountancy is provided for more established companies through a partnership with
PricewaterhouseCoopers. Legal services are provided at a discount through sponsoring legal firms.

Services Provided by Octantis

Business consulting is the main el ement of Octant
work with a company to identify needs, aspirations and gaps and help them to develop core strategies

for business growth. One interviewed@ht, WiseConn, found the strategy development services

particularly useful while another client, LUF, directly credits the consultancy service with enabling them

to get from the idea stage to being a trading business.

An important element of the businessnsultancy program is the Octantis Mentoring program whereby
Octantis uses experienced entrepreneurs to help support companies through key stages of their
development.

Early stage Business Pl anning i managknsentof&kilelNeg f eat u
client of Octantis for about 18 months, emphasized that business planning and the early stage training

were key elements in their success. Business planning services are comprised both of classes and one
on-one consultations, tomsure companies get the best possible start.
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Advice on raising finance, including grants, loans and investment is another strong part of the Octantis
services. WiseConn, for example, has received extensive support for finance and development, advice
on gants, and introductions to the Angel Network and other investors. Soft loans issued by banks such
as Banco Credito Inversiones and guaranteed by CORFO, the Chilean economic development agency,
are another specialization of the Octantis team.

Networkingi s anot her of Octantisd key strengths. Oc
introductions to potential customers. They introduced LUF, a publishing company, to a printing
company who met with them in the Octantis offices. WiseConn was also intreduo other suppliers,
representatives of the entertainment industry, and potential foreign customers in Argentina, Mexico and
elsewhere. As well as the core services listed above, Octantis provides customized training, which
clients desgriylbaud t s ,t akfeorbawisin ness apart, study di
companies confronting the reality of commercial management. Octantis can also provide outside
Directors, and even whole Advisory Boards.

A testament to how well the programsiintegrated into its environment however came from the
management of LUF, wheopkeai ngvedi Oct g ntwiassd ad okeay
i mportant el ement was the way the Octantis name o
of Octant s 0 .

Tenants
Octantisd current clients are |listed bel ow:

File TV specializes in distribution of high resolution video files using an access controlled service that
enables companies such as Warner Bros, 20th Century fox, etc to upload and share latigeedial

files with high download speed.

Superficies lluminadas provides LED solutions in lighting and energy efficiency.

Label Chile (LC) manufactures sefitick labels and tags through a flexographic system to big Chilean
brands in Spirits, Wine and watadustries. LC designed the machine used in their processes and have
sold over US$280,000 in their first year.

Pensado para Radio is an Internet platform to interconnect local radio stations (in the whole country)
and connect them with the demand for\agttising from large corporate customers. In this way,
Pensado para Radio builds a large virtual radio network composed of many small radio stations.
CODAL manufactures and distributes soda and fruit juice beverages.

Alta Dental is a network of dentists that permits low income families to have access to quality dental
service, thanks to innovations in the service delivery.

Biomec offers a mobile service for monitoring biometric variables in order to improve the sport
performanceof human body to new limits.

Rethink developed and owns a device to extend the life of high quality grapes for exportation (Chile
accounts for 18% of world grapes production, with 100 million grape boxes exported at a value of US$1
billion in value).

VPT has developed an informational system that integrates with voice recognition applications in call
centers to improve service quality.

Masas de Chile manufactures dessert products to be served with ice cream, fruits or alone.

Visuali has produced productssing 3D imaging applied to marketing and sales in tourism, and real
state markets.

Chilean Sky seeks to provide remote astronomic observation of southern skies for amateurs and
students from the northern hemisphere.

Bleu Organique manufactures and commaalizes organic beauty products made of sea algae, without
chemical and artificial ingredients.
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Recycla is an electronic and metal recycling company which incorporates clean production

technologies. Founded and supported by Octantis since 2003, thecamp ds 2007 sal es wer
million.

Surikat is a design company focused on high impact and innovative medical devices.

WiseConn designs and integrates robust wireless sensor solutions to enhance productivity in
agriculture processes as well mining (preventive maintenance) and forestry (fire warning).

Aquafood specializes in the development of Krill products.

Media Control provides a system for distribution of multiple audio signals using data transmission
networks, and replacing dozens of analog cables. Their market is comprised of TV and music studios.
Defensas Judiciales provides legal assistance through a call center.

Emporio Nacional distributes gourmet beverages and high quality food from all Chilean provinces.
Mallas de Acero is a company dedicated to the design, manufacture and marketing of specialized
collapse protection solutions for tunnetsid mining galleries.

Bluemax is dedicated to creating the first large extended network of marketing and public outreach,
which allows the delivery of free content to mobile PCs equipped with Bluetooth.

FMF is an online library of incidental music selling into the audiovisual prassdtidustry.

Galyleo offers knowledge management in learning and academic entities, such as schools, colleges and
universities, through a digital platform.

MTW produces audiev i s u a | entertainment content for chil dr e
production of animated films and series for Spaisigbaking audiences.

LUF is a publishing company launching comic books into the Spanish speaking market.

Organizational Structure:
Management
The management structure is illustrated in the diagramwelo

Qctantis
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Board Members

The Octantis Board is formed by an experienced team comprising of:
1 Ramon Molin@ Executive Director of the School of Businesses and Director of MBA programs
for UAI .. A Director of oO0Southern Angel sdé Angel
9 Jorge Arancibidé Vice President of risk capital company Latin Valley Securities
1 Alfonso Gémez Dean of the School of Business of the University Adolpho Ibafiez
1 Germéan Echecopad Professor of predegree and postgraduate studies at the UAI and a previous
Director of the Center of Entrepreneurship
1 Gaston Galleguillod A Civil Engineer by training with extensive experience in business planning.
1 Emilio De Giacom® Qualified Public accountant and Company Administration Lawyer
Budget and Funding
Octantis is funded through receipt of tenant service fees and by the university. Longer term
sustainability is through the liquidation of equity held in client companies. Income is roughly broken

down as onethird Seed Fund, onthird membership fees, and otteh i ¥ ple i a | projectsé
internationalization program.

The last three years operating expenses (including seed capital fund) have bee®: 286600,000;

200706 US$700,000; and 20@BUS$1Million. Octantis is currently running a deficit. The conypaade
US$250,000 in 2007, and projects a US$150,000 deficit in 2008. Management expects to break even by
the first quarter of 2010.

I n achieving longer term sustainability the manag
development dinternational contracts in the USA and elsewhere including Colombia and Peru. Other

special projects include various economic development agency initiatives such as encouraging
entrepreneurship for women, training workers #entering the workforce, etc. The ability to sell
shareholdings in incubator tenant companies is, however, the overwhelming key factor in the longer

term and requires the development of a corporate presence in external capital markets. A critical task

is to internationalize the conamies sufficiently that options can be sold in foreign markets.

Graduation Policy

Companies do not oOgraduated as such, but remain i
investment. Thus, the relationship is letegm. Clients can be disssed from the program, and any

such decision would be made by the staff members acting in committee.

Conclusion

Additional Information

Octantis is closely associated with the program 0
by UAI . upithieomDCesmi ng from The Southé (DTS) progr
the introduction of Chilean companies into North American markets for both trading and investment.

This provides a o0soft l andi ngo6 f omechansmforatihosee s and
expanding into new markets. This oLatin Diaspor a

entering the US market, for example in making sales referrals and introductions.

Southern Angels is the angel investor network in Chile &na competitive funding alternative to debt
financing such as bank loans, and CORjg@ranteed loans. Octantis and other incubators regularly
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prepare companies to make venture presentations to Southern Angels which can provide financing in
the range of £5-250,000 USD in risk capital.

Octantis is also closely associ at e-trtackwiebdOideise pr og
into small companies with intensive tutoring and mentoring over a period of two weeks. Successful
companies may gradte into Octantis.

Implications for the ICT Africa Sustainable, Replicable, Business Incubation Model

The virtual model of business incubation has always been a debate. Almost all programs operate from
fixed premises and while the virtual has always been a compelling theoretical model few examples of
successful virtual incubators exist. Viability ofuattmodels is usually seen as challenging due to the
dispersion of the clients. To state it differently, conventional incubator operations wisdom is that
keeping clients within easy reach enables better oversight. Be that as it may, the Octantis model is
working well and is an excellent model for other virtual incubation projects.

In many ways Octantis is also an incubator of other support programs. There is a symbiotic relationship
with Disruption Coming from The South, and a close working relationstifh Engine Up. Enabling
smaller economic development projects within the supervision of a larger operation is an interesting
idea for replication elsewhere.

Octantis is very focused on sustainable company success. Success is measured by turndwar and t

only target is to have their portfolio of companies exceed US$100Million in turnover by the end of

2011. However, economic development agencies often measure success in jobs created, somewhat in
opposition to Duncan Ba n goadentremdheur emplaysas few phople aisu m t h
possible. 6 I f one is to focus on producing susta
Octantisd single minded pursuit of that particul a

The stakeholders, academia and government are important. UAI provides Octantis a parent relationship,
in-kind free space, and conference rooms. Access to laboratory, student interns, professors and training
programs are all hugely beneficial and would béfiica as well. As is the case with CORFO, the
economic development arm of the government is vital for loan guarantees, branding, and access to other
programs.
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oParqueSoftdo Cent

Overview

This report is designed to be an information resource about ParqueSoft centers in Colombia, suggesting
the best attributes for use in the creation of a model of ICT incubation and investment for Africa. The
study included meetings with 40 individuals (#e®endix A) including ParqueSoft founder, Orlando
Rincon, and executive teams from several of the centers, prospective center managers, university

representatives, and several incubathaddsdmparices i
direcor 6s meeting for strategic planning, internati
were arranged by John Restrepo, ParqueSoftds inte
strategic environment to better understand somelefar que Sof t 6s exter nal facto

or diminish their business development efforts. Examples include government policies, available labor
and the investment environment to name a few. The primary focus of the report is on the ParqueSoft
Centers: organizational structure, statistical analyses, center budgets, business training programs,
educational ties, funding sources, and projections for the future. A review of the facilities, and an
understanding of their physical attributes, will disoincluded.

Founder

With a background of computer sciences and software engineering, Orlando Rincon started his own
company, Open Systems, Ltd., in 1984. Open Systems became one of the leading examples of
Colombidds emer ging Software industry. I't was at Ope
ParqueSoft. From ¢t he out set , he want ed t o bui l
entrepreneurial minds from poor communities, with talent in software depment and a commitment

to their communitieséSoci al r edtploers i da rhp aryy i de v ehle
(SourceOrlando Rincpn

...........

ParqueSoft Cali, October 2008
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Strategic Environment Summary

President Uribeds economic policy has been one of
economic expansion. From this policy Colombia has experienced GDP growth at a rate of 8.2% in
2007, and has had substantial growth for the prior 4 ygarsAd di t i onal | vy, Col ombi ab
interested in fostering entrepreneurial development and have been looking to craft new laws
accordingly. This is all/l of great benefit for Pa

The unemployment rate in Colombia wagpproximately 11.2% in August, 200&nd when this is

coupled with a substantial undemployment rate the availability of labor is high for the variety of skills

needed in small business development. ParqueSoft has designed programs that provide busines
networking opportunities and be a hub for the software industry. In turn, labor collaborations, with the
associated cost savings is the standard. Additionally, each of their 14 regional locations isadtiosen
educational centers (mainly universii¢ and an internship program (0
Entrepreneurshipo6) has b epainedwtreRrogranogorepdnieseh er e st ude

ParqueSoft tenants are under the same income tax policy as all Colombian businesses, with both
corporate incone tax, and longerm capitalgains runningit 35%. There are 11 free trade zones that
exist in Colombia and provide tax relief to companies manufacturing for export. Value Added Tax is
16% however modified rates can range from 7% for specific food petslwp to 25% for alcohol.

Other taxes that can apply includexcise and import duties, transfer duty, stamp tax, municipal industry
and commerce tag0

In November, 2008 Canada ratified its trade agreement with Colombia. However, as of December,
2008 he US free trade agreement with Colombia continues to receive intense scrutiny in the US
Congress, and current indicators are that it will not successfully pass into law. Colombia is already part
of free trade pacts that are associated with the US (suelSAFTA) and Colombian companies already
have the ability to trade with modified restrictions. In wider scope, by deregulating its telecom industry
there has been intense competition from international players to gain access to the Colombian market.

The Uribe Administration is interested in completing a unique Free Trade Agreement with the US, with
the goal of expanding Colombian exports. However, Colombian social unrest towards the Bush
Admi ni strationds unstated goals in Colombia is pr

Colombh a wor ks wunder oOowritteno | aw, as opposed to 0o
Colombian Commercial Code that is the defining documentation in the area of Business Law. The Code

in its current form is seen as not enhancing entreprendut&velopment. With the need for reform

being evident, legal change is already underway within the government. It is with particular regard to
entrepreneurial entities, similar to ParqueSoft, that this has an effect and future changes will be
anticipatedo positively develop this sector. It should be known that the US Dep. of State has concerns,
6over deficiencies in Colombiad¥ |Iicensing and co

28 Brookings Institution: Paul Blustein, Journalist in Residence, Global Economy
http://www.brookings.edu/opinions/2008/0409 free trade agreement_blustein.aspx

29 Colombia Reports: Economy http://colombiareports.com/colomiriaws/economy/1498olombian
unemploymentisesslightly.html

% Federation of International Trade Associationax&s- Accounting
http://fita.org/countries/colombia.html?ma_rubrique=fiscalite

31 US Department of State: Background Note- Colombia http://www.state.gov/r/pa/ei/bgn/35754.htm
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Col ombi ads foreign investment has 5ShSABMillerimadea gr ow
substanti al i nvest ment in Colombiads beer i ndust |
businesses incentive programs (e.g., tax breaks) foreign direct investment (FDI) is actively promoted.

Also, international agreements adesigned to provide protection. With cocaine output being lower

than anticipated in 2007 the opportunity for greater FDI is anticipated to be fourth coming.

Colombia: Foreign Direct Investment inflows {1998-2007)

US$ millions

12.000 - 10,240

10,000 +

7562
g.000

B 463
4.000 4 4,108
2,529 3016 '
1508 2436 2542 2134 1,720
l Il En

13493 1993 2000 2001 2002 2003 2004 2003 2006 2007 2a

. Proyected investment by Latin Focus
Bavaria acquisition by Zak Miller: transaction estimated USF 4,715 millones

Source: Central Bank of Colombia

As is the case in most developing countries, there is no culture of Angel or Venture Investment in
Colombia, although there is clearly a desire to engage in it. For this reason, the ParqueSoft model
provides funding for both product and company developmebrlando Rincon has worked to
encourage the regionds wealthy individuals to in
advantage that is superior to a standard w4t

In August 2007, Colombias Mi ni stry of Communications substant
distance telephony and internet use with the goal of bringing new investment into the market.
ParqueSoft works with many teleceralated companies, and is poised to take advantddhis growth.

With the governmentos stated goal of mer ging seve
create another major provider in the region (UNE). It should be known that the success of a merger on

this scale has been viewed with sosiepticism.

The poverty line has continued to remain steady since 2006, with 49.2% of the population being below
that level. Life expectancy is 72.3 years of age and adult literacy runs at392 \8%lfare services have

been i n pl ace Ssdahseceritytcdmpensht®iB @ragrams include health and maternity
benefit s, workersd compensati on, and all owances f
generally in short suppl vy, and r esulTe mitigatenthen ot i c e

iUnited Nations Development Program: HDR Statistics
http://hdrstats.undp.org/countries/country_fact_sheets/cty fs_COL.html
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issue, the Housing Institute has been directing construction efforts to areas wherstmme is most
prevalent.

ParqueSoft has established close ties with the regional universities in order to support career paths that
areinlinewithh e needs of the Software industry. To dat
Il ndustryo progr am, i n conjunction wi t h t he i nst
development of student talent with the required competencies to build tldo@bian ICT market.

55



Sustainable and Replicable ICT Incubator Model forSakaran Africa: Country Reports

Project

Statistics Published by ParqueSoft as of November, 2008 appear below:
Entrepreneurs trained and hired by industry: 460

Companies created: 270

Software products developed: 877

Companies and software packages certificates in quality (including 1SO): 126
Generated direct uses (average per year): 225

Generated indirect uses (average per year): 80

Total sales (USD): $47,931,000

Domestic Centers: 14

Note: ParqueSoft has busiaBg®s in Bogota and an international business office in Panama, Miami (Florida),
San José (California) U.S.A.

ERE e I T

Incubation Program - Program Overview

ParqueSoft is a neprofit organization established in December 1999, with the purpose of creating and
developing new ventures that will provide goods/services to the Information and Communications
Technology (ICT) market and has a focus on software development. The development of new business

is in turn designed to create social uplift through trainiegucation and financing. The program

provides a shared network of education, incubation and acceleration services to all participants within

the system. The ParqueSoft center in Cali was the first center whose organizational model has been
replicated in1 3 ot her |l ocati ons, mainly in Colombiads sc¢
designed to be one of Col ombiads primary economic

ParqgueSoft, as a | arge ensigningédeaut herilttyetramgea
on behalf of incubated entrepreneurial ventures. Each ParqueSoft center owns their equipment and
assets, which includes: computers, training eqgeipitnphone systems, copiers, scanners, etc. All

centers are located within a donated space provided by a University or educational institution; with the
exception of ParqueSoftds center in Cali. The i
provides desks and some equipment.

Location of the Incubator

The ParqueSoft center in Cali (organizational headquarters) is located in a building they own, although
thel3 others are housed in buildings donated by a local university, or other educatigtiaition.

Educational locations are chosen to gain access to: student interns, research materials, labs, and
opportunities for mentorship from professors. H
sponsorship includes space that is rfr@e. All centers are built with an open plan of cubicles (see

photos) and a reception area at the entrance that directs phone calls and receives visitors. Office space

is rented at different rates depending on the office size and the location. Furtherrsesmatey in regard

to the facility size, and are subject to university space allocations.

When the center in Cali was purchased the building had to be redesigned into an incubator and is
currently owned outright by ParqueSoft. Management stated that éheye of acing financ
due to the purchase and buillut cost s, and are now |l ooking for a
excellent availability of adjacent real estate for development, the goal is to grow the Cali center into a
business p&. Tenant companies would expand into these buildings and remain in the system.
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. . ! :
CaliParqueSoft cubicles. Enterprises take space in an open floor plan of cubicles with desk space. The open space system allows f
continuous informal exchanges within and across each enterprise.

Physical Properties of ParqueSoft Centers

T

1
1

=A =4

Buildingd Centersare generally a floor within a building at an educational institution, with full
electrical/phone/data and utilities available

IT Capabilityd All centers have high speed internet services

Equipment Availability Each incubated company owns their equimm Some centers have AV
equipment available for use

Conference Room$ Conference rooms are available in all locations. Some centers also have
training rooms

Tenant Spacé All centers use cubicle style office space

Receptiond Available in all locatiorsnd provides phone answering, guest greeting and malil
receiving and distribution services

Copy & All centers have a central copy service

Business Training Programs

There are currently more than 20 workshop programs in a variety of business disciplinigs, w
approximately 240 hours of training. This is achieved through the wide spectrum of knowledge and
professional expertise available within ParqueSoft. The following are those programs:

Infrastructure and Support for the Innovation, Productivity and Qefitiveness:

List of Training Programs

DIN- Startup Infrastructure Development
SIJN  Legal Support for Business

ST IT Services and Support

DCC- Corporate Communications Development
ETH Team Building

SP1  Seedbeds for Industry

PIG  Preparationfor the Knowledge Industry
ACF Import and Export

IA+D- Applied Research and Development
CCA- Quality Assurance

FCR Risk Capital Fund

FFE Venture Formation Fund

SEC Corporate Finance Support
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DME Market Development Strategy
CDO- Opportunity Concefpualization
DDN- Business Development

SPN Post Sales Services

RTO- Total Social Responsibility

SAG Customer Service

DRPR ParqueSoft Network Development

Youth Training

To foster an entrepreneurial social culture, ParqueSoft invites 900 youth each gean 8 week stay,

to participate in the o0Seedbed of Research and E
opportunities within ParqueSoft companies according to student interests. The program is designed to
create an understanding of what iakes to develop a business and provide a seedbed of new
entrepreneurs. With the connection to ParqueSoft in place the hope is that they will emerge as
potential tenant companies.

Tenants
ParqueSoft tenants are organized as a community of entreprenevgigures that support one
anotherds business development needs. With a pol

are subcontracted to other tenants. This brings costs for rent, electricity, communications and
maintenance to a minimal anmuzost of US$300 per person. Tenant companies develop software
products for different sectors of the economy in categories such as: health, environment, public utilities,
industry, government, education, services, business management, business imtellmmridng,
entertainment, tourism, telecommunications, {adormation technology, security, identification
systems, digital media, transportation, and information technology support. These products are sold in
42 countries.

Strategic Support Model

ParqueSoft has created a strategic support model that encompasses five-obgrtves, and 16
strategies that support enterprise development. Tenants are provided hands on training as needed to
obtain full understanding, although training programs agelilarly scheduled.

The macroeobjectives and their corresponding strategies are as follows:
1. Infrastructure for the development and support of businesses
a. Competitive infrastructure
b. Technological support (Telco, Networking, Videoconference, Date Cénter
c. Effective Communications (Internet, Intranet and Media)
2. People provision for the ICT Industry
a. Empowerment of human talent
b. Preparation for the Software Industry
c. Seedbeds for research and entrepreneurship
3. Reliable and competitive products for thearket
a. Quality (Products, Processes)
b. Applied investigation and development
4. Financing
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a. Funds for promotion
b. Risk capital
c. Savings accounts
5. Business development
a. Market intelligence
b. Creative marketing
c. Industry and trad&now-how
d. Businesses development
e. Business and personal (day to day) support

Selection Process

The selection of entrepreneurs is based on an interview between the candidate and a committee of 12
ParqueSoft entrepreneurs (the Management Group). Thetrimaportant criteria for selection are the
entrepreneurial characteristics of the entrepreneur and their colleagues, including a willingness to invest
their talent, time and energy. The content of the product they propose to develop is important, but not
as critical as the aforementioned criteria for acceptance. Notably, the least important criteria are the
existence of a business plan and the resume of the entrepreneur. It is during the development process
that ParqueSoft assists enterprises with the@elepment of business plans.

Collaborations

Through its OHuman Tal ent Empower ment 6 strategy,
enterprises and staff members in essential areas of professional development. ParqueSoft has developed
one of the mostinnovative work environments in the ICT Industry, conducive to attaining high levels of
productivity and competitiveness.

Successes:

1. Green SQA , a ParqueSoft enterprise, is in charge of the implementation process of its quality
assurance management gyat Green SQA developed a strategy, adapting it to ParqueSoft
practices, and those companies producing software, in order to guarantee stability for those
products offered in the market.

2. Manglar is one of the more developed companies from ParqueSoft. cbmepany invented and
patented software that corrects distortion in a projected image that arises when a projector is
poorly placed. According to iSuppli/Stanford, a consultancy, the worldwide market for
projectors is growing at a substantial pace

3. Immersi on Software , which from its start three years ago began to create applications for
the construction and security industries. However, a little more than a year ago the company

began to develop video games. 0 AfabigUSfimuch ef f
that, between royalties and production agr eeme
according to Ernesto Galvez, Immersion'sy@aro | d pr esi dent . Mr . Gal ve:

come from academic backgrounds as varied as sociology and &éetngineering.

59



Sustainable and Replicable ICT Incubator Model forSakaran Africa: Country Reports

Comments

Having interviewed many of ParqueSoftds entrepren

comments. Examples appear below:

T 0Becoming a member of ParqueSoft was the best
strong imagegreat branding and economies of scale

1T 0Bei ng par tgivesfthe appearanseyokbeimgharger than one actuallysmg the

corporatebr and (ParqgqueSoft) provides a great 1| mage

1 However, it was also clear that using the ParqueSoft brand to go to mank@tnizes individual
company brandingvhich can be counteproductive over the long term.

Organizational Structure

The management team is made up of the Executive Director and/or Founder and a team of four
Directors. Each of these Directors plus their
activity. This consists of advice, introductions and mentoring. Treyall entrepreneurs themselves

with companies they have started within the ParqueSoft system. They attended all training programs and
seminars, and participate within ParqueSoft, often for years, prior to being chosen for executive
management. Furthethere are now regularly scheduled executive level meetings designed to share
information and provide support for each of the

Staffing Model

The staffing model requires that all incubator managers and the executive team be engeg within
the system prior to holding these positions. The management team defines the policies, strategies and
programs.

Founder/
Manager
Sales and rofession
2 el Professiond
Marketing ervice
Sales; Largd J [Tech Suppoj J
Projects G for sales
) Sales
- -
Dir. Softwardl EEE, z q
Developmet b and Einand
. P
NN - !
Administratig
: -

nfrastructurgll
Support

Board Members Capacities and Authority

Each ParqueSoft creates relationships to build a Board of Adwgtrsts stakeholders, to include the
local University, Chamber of Commerce, City, private industry and others. Board members only
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provide advice to the Center and clients, and have no executive decision making power or financial
responsibility. Board nmabers are local successful businessmen, City, University, Chamber of
Commerce, and private industry representatives to assist with legal and other issues.

Affiliations with Other Organizations

ParqueSoft has made strategic alliances in research and teglnwansfer with the leading global
corporations in the software industry including Microsoft, IBM and Oratfel, ParqueSoft is allied with
the global production centers of Freeware and Open Source Softwalist(of alliances is attaghed

ParqueSadfhas forged solid alliances with the regional and international universities, and research
centers. This has made possible the existence of 11 research laboratories in the areas of Computer
Science and Information and Communications Technology.

In allance with ICONTEC de Colombialr{stituto Colombiano de Normas Técnicas y Certificacion
ParqueSoft and 15 of its main enterprises have received (or are in the process of achievis@E0
certification. The goal is to certify all ParqueSoft enterprisethe next four years.

ParqueSoft has signed several strategic alliance agreements with important governmental and private
organizations, productive thinking centers, and strategic market players for Product Development,
Process Complementation, and usdry knowledge appropriation.

Budget and Funding

Most of the ParqueSoft centers report that they are operating at breaén, and are looking for ways

to generate additional income. Lower overhead expense on atgreant basis is due to the factah

tenant service fees are shared. Full sustainability is the goal, and the management is interested in
creating plans to achieve it. The centers are audited annually to ensure proper allocation of funds.

Some of ParqueSoft ds ajeety ia caliaboration with focaugpyemmentmand by pr
members of the business Chambers (website development, market research, software development).
Many are socialyesponsible projects.

ParqueSotft is currently receiving investment into their Risk Capitalds enterprises (Venture Capital).

These funds are being applied mainly to strengthening the marketing and sales areas, with the goal of
ParqgueSoftds enterprises becoming more commerci a
ParqueSoft has alsa and marketing team that is used by tenants, and receives a commission of 20% of
sales revenue. Also, there is an internal consulting group available to tenants comprised of more than

20 ICT industry professionals.

ParqueSoft has completed projects hational, international, and multilateral agencies such as:
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World Bank,

Inter-American Development Bank (IDB),

United States Agendpr International Development (USAID),
United Nations Development Program (UNDP), and the
European Union (EU),

arwnE

Graduation Policy

Tenants are incubated indefinitely and therefore do not graduate from the program as with most
incubator models. The idea is that as tenants grow within ParqueSoft, new buildings will be created to
fulfill their reeds. Ultimately, ParqueSoft centers would grow into a business park. ParqueSoft has no
affiliation program for tenants that leave.

Conclusions

The strategic environment in Colombia is increasingly helpful to entrepreneurial ventures like
ParqueSoft. fe tax policy is manageable by small business and lawmakers have been deregulating
industry to support economic development. Clearly, the scale of foreign direct investment has been
increasing, and if the security situation can be controlled this is ¢égfge¢o escalate. Socially, education

is considered to be very important, and the ParqueSoft program has been filling educational gaps with
their programs associated with universities and other educational institutions. The model is admired and
many goverments study it and request assistance in duplicating it, as evidenced by the Venezuelan and
Cuban delegates encountered there. The impact on the poor is evidenced by the creation of companies,
both ICT and administrative, and large number of participanthe program.

As a business development model, ParqueSoft has been successful for the following reasons:

1. The revenue generation models are successful, and have generated US$47,931,000 total sales,
and developed 270 companies, as of November 2008.

2. Thecenters are able to manage their budgets effectively.

3. The staffing model is both functional and effective.

4. The majority of the available office space is being used.

5. Facility services to tenants meet their negileeception, mail, data lines, etc.

6. The 249 hour training program available to tenants is exceptional.

7. Sales and financial support services are provided directly through ParqueSoft.

8. 14 centers have been developed and are fully functional.

9. ParqueSoft has effectively identified and collaborated keghinstitutions.

10. PargqueSoft has a history of successful projects with globally recognized organizations.

As a model of investment, ParqueSoft provides direct capital infusion into tenant companies through
their Risk Capital Fund. Additionally, ParqueSoft will act as a guarantor for incubated businesses to
achieve bank loans. The value of being able to eetiiending for small business in Colombia is realized

to be a huge benefit. The program itself is able to achieve funding through their sales support
mechanism, and achieves 20% of tenant sales revenue. Having this type of service support is of great
vale for technical entrepreneurs who may not have marketing and sales capabiyda. Also, the
program is able to achieve funding for social development projects from both domestic and international
organizations/agencies.
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Implications for the Sustai nable, Replicable ICT Incubator Model

Below is an outline of strategic environments and business models through which ParqueSoft has
developed a set of best practices used in their incubation program. These recommendations are
implications for a sustainbincubator model in Africa.

1.

Having both federal and local government partnerships and support with the will to develop an
entrepreneurial market through deregulation of industry, direct investment and favorable tax
laws (to name a few) is directly spgrtive of incubator development. This is more significant
when it is coupled with the infusion of foreign direct investment (FDI). ParqueSoft has taken
advantage of this environment by having an ICT market focus where both deregulation and FDI
have occued.

As a business development arm of the Colombian government the ParqueSoft centers are
actively fulfilling that objective It is imperative for sustainability to grow national as well as
international markets. Further, the ability to combine bdtital and international resources to
support development is an essential function of a successful management style.

The creation of social development through business development is an excellent model, based
on the 270 newly created businesses, and tlesgenerated. The ParqueSoft model is growing

ICT companies as well as marketing, sales and administrative firms all highly valuable skill sets for
the community of ParqueSoft and the region.

As a model of investment, ParqueSoft provides funding ¢cetfitrepreneurs at the idea stage in

order to create a project prototype, and later direct capital infusion into tenant companies
through their Risk Capital Fund. Additionally, ParqueSoft will act as a guarantor for incubated
businesses to achieve banlahs and by signing other agreements of importance. The value of
being able to achieve funding for small business in a developing country is realized to be a huge
benefit.

ParqueSoft center managers receive unique training by the fact that they aepemeurs
themselves and attended all the training programs (240 hours) providing the understanding of
business and ICT development. Individuals cannot become managers until they have been within
the system; often times for years.

This system is specifilty designed to create serial entrepreneurs all of whom remain within the
system to support new business growth. The center is designed to build out new space to
compensate for company growth. Regular anégming mentorship to entrepreneurs and their
companies by ParqueSoft executive team members is a major key to success.

Constant internal networking provides for strong relationships in support of each business in
the system. The variety of egoing programs continues to provide opportunities to werk,
exchange ideas and become an even greater part of the ParqueSoft and regional community. The
cubicle office setip further aids networking.

ParqueSoft centers provide tenant support in the form of 240 hours of training marketing and
sales support, advice, information and introductions. This support model is extensive, and
allows incubated companies to have a greater opportunity to be sefidei® an environment
where business education may be lacking.
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9. The ParqueSoft program is financially sustained by the following: 1. 20% of tenant sales revenue
supported by ParqueSoft; 2. government grants; Xind donations; 4. project work; 5. rent
and service fees.

10. The ParqueSoft brand is a known entity globally. Companies usually are marketed under this
brand as they are known to have strong capabilities and high standards. Firms have to be careful
not to diminish or lose their own branding imis model.

11. The partnerships and alliances developed by ParqueSoft are extensive and have international
reach. In turn, theses alliances have enabled the center management to support tenant
companies to achieve contracts mainly around social developprejgcts. This achieves social
development through business development. Alliances are very important to the development
of incubators and their tenants, and should be explored to the fullest capacity when available.

12. Support networks, particularly thesdeveloped with local universities, have enabled ParqueSoft
centers to achieve: #ind free space for business use; access to labs; student interns; research
materials, professors and more. Additionally, a university location has an entrepreneutial spri
by its very nature. This is considered to be an excellent structure with symbiotic tones, and is
recommended highly for an African incubator model.

13. Access to professional services (legal, accounting) is available to all clients of ParqueSoft. Also,
many host universities have trained staff that can provide mentorship, efoieservice, at this
advanced level of business support. Easy access to professional services must be considered
when choosing an incubator location, and managers can often iatgqreferred rates for
volume service.

14. A founder such as Orlando Rincon with the following attributes is more likely to be successful in
incubation development:

Industry expertise

Enthusiasm for small business

Connections in the business, governmeantd academic communities
Links to investors

Business staitip to exit strategy experience

Personal irkind donations of money and time

g. Vision for social development

~P Qoo

15. Stakeholders in ParqueSoft centers include local and federal government, Chamber of
Commerce, University or educational centers, and each and every participant in the system.

It should be considered that the opportunities for incubator development are tied to the strategic
environment in which the incubator is located. Therefore, the abtlit implement best practices will
vary. Additionally, not all stakeholders will believe all best practices should be implemented.

ParqueSoftds Future Pl ans

ParqueSoftds objective for the year 2012 is to
will export their software goods and services to international markets. This is anticipated to create
6,500 permanent jobs, and to contribute more than $#)0 Million to the regional economy.
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SmartXchange

Overview

SmartXchange is a technology incubator specializing in support of the national Information and
Communications Technology (ICT) build out effort. The facilities are located in Duauth Africa.

SmartXchange is a ndor-profit organization, as created under South African law, and presently
provides services to 47 companies, of which 19 are resident and 28 are virtual tenants. All of the
companies are, in one way or another, offey services and products to the ICT sector. While most
companies offer their product and services within the country, they also are attempting to expand their
markets in the region and globally if possible.

Strategic Environment Summary

South Africas a middleincome, emerging market of approximately 48 million people, with an abundant
supply of natural resources; weleveloped financial, legal, communications, energy, and transport
sectors; a stock exchange that is 17th largest in the world; anddemm infrastructure supporting an
efficient distribution of goods to major urban centers throughout the region. While economic growth
has been good, there are daunting economic problems that remain from the apartheid era, with
particular regard to povest and a lack of economic empowerment among the disadvantaged groups.
South African economic policy is fiscally conservative but pragmatic, focusing on controlling inflation,
maintaining a budget surplus, and using stateed enterprises to deliver basgervices to lowincome

areas as a means to increase job growth and household ingbme.

South Africahas a welkarned reputation for being a good place to do business on the African
Continent. It is rated number two in the Ste®aharan region, and 32 when compared to all nations
falling just below France. Only Mauritius, on the African continent, haigleer rating in the World
Bankds Doing33»Business Survey.

The government of South Africa has a policy to grow jobs and create opportunity for its formerly
disadvantaged citizens. The policy is called the Broad Based Black Employment Equity (BBBEE) Act
and companies interested in doing business with the national and local government must comply and
me et specific targets represented as a O0Oscore ¢c
purchased through the local government, and companies sa®l@ance with the act as a necessary
requirement for obtaining contracts. The regulation has stimulated the opportunity for incubator
tenants to offer services to larger companies seeking business in the region.

Durban ¢ulu Name: eThekwini) is the third most populous city 8outh Africa forming part of the
eThekwinimetropolitan municipality It is the largest city in th&waZuluNatal (KZN) province and is
famous for having the busigsort in Africa. It is also a major center ¢hurism due to the city's warm
subtropicalclimate andeaches

% https://www.cia.gov/library/publications/terld-factbook/geos/sf.html
3 http:/iwww.southafrica.info/business/trends/empowermiead. htm
% https://www.cia.gov/library/publications/thrld-factbook/geos/sf.html
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According to the 2007 Community Survey, the city has a population of almoshifién. Durban's land
area of 2,29&quare kilometers (884.8qmi) is comparatively larger than other South African cities,
resulting in a somewhat lower population dengitfy1,513inhabitants per square kilometer (3,918.7/sq
mi) 36

Durbands City Administration has, since 2004, bee
of attracting business to the city. dichaecgsstoav e co
inexpensive ICT services will be the magnet to attract the business community within the country, and

from the southern region of Africa.

The published unemployment rate is over 23% in the country, but the true figure is likely to beda goo
deal higher. Jobs are harder to find the further down the skill ladder one goes. The ICT sector is seen
by government, and by the people interviewed, to have job growth opportunity. For some jobs the skill
level needed is not very great (e.g., pulidgT5 cable to setup local networks in office space). For
other jobs the skill level demanded is quite high, such as software programoungergence
technologies and advanced network administration.

The national telecommunications system is the bestalioped and most modern in Africa, having a
combined fixedine and mobile/cellular teledensity of nearly 110 telephones per 100 persons. This
consists of carrieequipped opefwire lines, coaxial cables, microwave radio relay links, -iptic

cable, ndiotelephone communication stations and wireless local loops. Key telecommunication centers
include: Bloemfontein, Cape Town, Durban, Johannesburg, Port Elizabeth and Ptetoria.

The mobile phone sector is highly competitive, but the Hind business is highly regulated and shows
little in the way of a competitive presence. Mobile providers in South Africa by rank in terms of Q1,
2007 numbers of subscribers are: Vodacom (23MJN (13M), CelC (3.35M), and Virgin (.1M9.
South Africa is considered a relatively mature mobile mark&tere is a plan to greatly increase
bandwidth in the next two years, but to date access and bandwidth is limited and costly.

Almost every major iternational company is represented in South Africa, and many are suppliers or

service providers for the ICT sector. Consequently, these companies see the national program for the

ICT build out as a growth opportunity, but to do business in the countryytimust comply with the

BBBEE policy. Therefore, foreign companies are a ready customer for the incubator tenants and are
generally supportive of the incubatords wor k. I n
support of SmartXchange.

Conduding business in South Africa is relatively easy for international firms and the legal system is well
developed, being based on the British Law. Contract Law is seemingly well understood and the courts
appear to be impartial arbitrators in such legal nmate For the most part the business practices are
similar to Western Countries.

Project

SmartXchange is a néor-pr of i t i ncubator supported by Durbant
services for 47 companies that employ over 241 people. The incubaferso$ervices in the form of
training and counseling for business planning, building basic business skills and a verity of specialized

% https://www.cia.gov/library/publications/trld-factbook/geos/sf.html
37 https://www.cia.gov/library/publications/therld-factbook/geos/sf.html
38 African Mobile Factbook, 2008, Blycroft Publishimgw.africantelecomsnews.com
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tenant needs. The incubator is located in the business district of Durban, and is within reach of public
transportation.

Incubator Physical Properties

The physical facilities include two office buildings with a connecting atrium providing a total of more than
13,000M, of which about 11,500Mis devoted to space for commercial tenants and offsets the
operating cost of the incubator. The remaining space of about 180kbr the incubator tenants. In

this space SmartXchange provides: office space, lab space, conference facilities, meetingnm
breakrooms. General office services are provided and include: telephone, receptionist, copy services
and internet access. Parking is under the building and tenant companies are given space for one car.
Public parking is available a few hundiegt form the building.

Companies intending to enter the incubator must meet admission requirements, and includes that they
have complied with the following:

Have formed a legal entity

Are owned by previously disadvantaged people

Demonstrated the needetkchnical skills to carry out the business function
Begun to sell their product or service

Obtained a Tax Clearance Certificate

Developed a Business Plan

E R I X

The final decision to accept or reject a company rests with the management of the incubator.

The incubator is marketed through brochures, media exposure, fund raising activities and informal
means of communication. Also, marketing is achieved through strong visibility with the general business
community by virtue of its location. Tenants have rematthaving found the incubator by reading about

it, and friends telling them about it. In one case, it was from living near one of the incubator managers
and having a conversation about starting a business.

Transportation
The location is well served by public transportation for city travel, and two airports for travel to more
distant places. Durban is a very active seaport offering the ability to ship goods overseas as well.
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Incubation Program

The SmartXchange has a three tier support policy and the tiers correspond roughly to a three
Graduation is expected at the end of the third year. The following

year period of support.

Table describes the Three Tier SupportlRg3®

Tier 1

This stage is characterized
by developing the initial
concept for the business
and taking it to the reality o
trading. Businesses at this
stage of development have
few formal structures, are
owner managed with most
decision bas
A key enphasis rests on
building the client base and
cash income.

Tier 2

At this stage the need for a

business to be trading and
expanding revenue is of key
concern. There is far more
awareness of cost and the nee
for quality products/services.
Simple management stitures
exist and communication is
informal due to the size of the
team. Capital expenditure can
be problematic, and there is a
greater emphasis on sales
versus profit.

Tier 3

Emphasis on coordinating

the resources and
maximizing the use of
assets. The confliaif
informal versus formal
management style creeps i
Methodologies that worked
previously now need to be
replaced with formal
structures, policies and
procedures. This stage of
growth is characterized by
needing to spend time
consolidating the businegs
terms of sales and custome
satisfaction. Also, there is
need to spend time
developing systems and
procedures to ensure that &
guality product/service is
offered, costs are containe(
and resources utilized

effectively.

The incubator reports thatt has no special relationship with local schools or universities.

However, they do have personal contacts at the university level and make these available to the

tenants as needed.

Tenants

The incubator companies consist of two groups, those in physsidlence in the incubator (19
compani es), and those that are O6Virtual 6 i
premises. Almost all of the companies are in the professional service businesses and are
connected to the ICT infrastructure.

ncub

Tenant companies are a mix of contract development firms, and those having developed
proprietary solutions and are marketing them to a wide range of domestic and international

clients. Few of these companies appear to have proprietary solutions that have ieil, lead,

to patent or other forms of Intellectual Property protection. Few of the companies would meet

the expectations of being high growth potential companies as we might expect to see in other
incubators. However, these companies all seem quidelvi e i n t he cont ext of

39 Excel Spreadsheet showing the Tier System for SmartXchange, created by SmartXchange management.
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economic system, and all appear to have a moderate to good opportunity for continued
business within the country and region.

A sample of six tenant companies was interviewed for this report. Each company related their
reasons for joining the incubator and these varied. Notably, one company was only seeking good
affordable office space, and the others seeking credibility conferred by being at the incubator,
and using incubator linkages to the business community. Tder @xpectation for these
companies was to expand their client base through SmartXchange contacts, which seemed to be
successful for at lest two of the six companies.

Expectations that the companies had for membership in the incubator were largely met and
include access to: offices, conference facilities, meeting rooms, a location in the business district
and incubator contacts with the local government and their connected business entities.

A review of ratings assigned to the amenities and servicesableast the incubator show that
most companies made use of the physical facilities, and these were for the most part deemed to
exceed expectations (a rating of 5 out of 5 points in a tenant survey). This is consistent with the
interviews where satisfactinseemed to be highest with the location, address and physical plant
offered by the incubator.

Uniformly, the companies thought that the incubator management was exceptional and provided
sound and significant support. The only area where expectatiome wot fully met was
regarding opportunity to meet and develop business relationships with customers coming as
referrals through the incubator. Though, even here, the expression of the need was not
associated with criti cyiregardedbnianagement.i ncubator or

Organizational Structure
As noted, the incubator is a ndor-profit organization under South African Law.

Management

The incubator has a small but effective management team. The team is led by a CEO who was
an entrepreneur who sal her business to a larger firm. The leadership team is organized by
function, and includes five positions of which four are currently filled. They are:

1. CEO, Robynne Erwin 2. Manager, Rajesh Neerachand
3. Financial Peon, Samke Zondi 4. Support Person, Zola Nebwehu

The team reports directly to the CEO who in turn reports to a Board consisting of six Board
Members plus a Board Secretary.
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Board Members

The following chart shows the present board membarsl their role and expected value to the

incubator.
Board Position Strategic Value Add
Member
Jonathan Chief Operating Officer of Trade & | TIKZN is responsible for bringing a
Naidoo Investment KZN (TIKZN) number of international investors to
KZN and thesedelegations visit
SmartXchange creating business
opportunities for SMMEs.
Dan Ncwane | CEO of the State Information SITA is responsible for outsourcing
Technology Association (SITA) Government ICT tenders and thus
having representation on board allow
SXto lobby for the inclusion of
SMMESs in the tender writing process
Themba Business Owner and Board Membe| Prominent local business man. He is
Ngcobo of Ushaka & ICC, previously Chair g potential champion of SmartXchange
Chamber of Business in the busiess community.
Reggie CEO of University of KwaZukhiNatal | UKZN is a strategic partner for
Govender (UKZN) Innovation Company addressing the skills shortage. Plus
(commercialization of research) Innovation Company commercializes
research so that it islso a strategic
partner for innovative SMMES.
Mary HR Lawyer- runs her own practice | Access to legal advice in the field of
Nontuthuko HR.
Magoso
Clive Manci CEO of Evaluationsdeemed to be | Prominent locabusiness person and
the next president of the Chamber g potential champion of SmartXchange
Business in the business community.
Martin Cele Business Owner and previous CEO| Previous CEO of SmartXchange and
of SmartXchange champion of the program.
Mac Mia Vice Chair of UKZN Council, Strategic relationship with UKZN at
Chairman ofUKZN Finance board level.
Committee, previous president of S/
Chamber of Businesses
Fikiswa General Manager, Provincial Dept g Assists in building relationship with th
Pupuma Economic Development ProvincialGovernment. SMME
development falls under economic
development.
Atish Company Secretary (Gobodo)
Sanjowan
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Stakeholders in SmartXchange

The Stakeholder analysis shows that there are at least seven groups that might be categorized as
stakeholders inthe SmartXchange Incubator. Of these, the most critical is the Smart City
Program launched by the City as an initiative to dramatically increase the access to Broad band
communications with the expectation that that will drive industry and commerce micQ

years. The policies put in place by this project are one of the driving forces in helping to
establish the incubator.

The City Government through its Telecom policy and regulatory policy is also a significant
stakeholder in the Incubator. Much dfé current power to affect the SmartXchange is based

on the current law governing Black empowerment and the requirements that city is under for

vetting contract firms and suppliers who can meet these requirements. This National Law is
implemented at thd o c a | l evel through a 0Scorecardd6é6 that
services and equipment to the City. Thus, to secure contracts with the city, the company must

meet minimal requirements and the SmartXchange program is providing a cadre of Black
Entrepreneurs who meet these requirements.

The Telecom Service providers and the Telecom Equipment and Software System Providers
have recognized the large stake they have in seeing that the Incubator tenants are successful and
therefore have a very largempact on the SmartXchange Incubator through funding, direst
support and supplies of equipment technology and know how. These companies are operating
under the local regulatory structure and therefore are required to employ disadvantaged
individuals andyroups to meet these regulatory requirements. As such they have a strong
incentive to support the programs at SmartXchange and provide contracts for funding
development work though these entrepreneurial businesses. In the case of some of the
Equipment ath Software Systems Providers, some of these stakeholders have taken the further
step of taking office space at the incubator, offering direct training for the incubator tenants and
providing equipment and software at substantial discounts to these tenaints then can
profitably resell it to local companies and organizations. They have become partners of the
Incubator in recognition of their stakeholder status.

Local Business Community is a diverse one ranging from Tourism to International Shipping.
Ther stakeholder role is as beneficiaries of the rapid growth of ICT services and competent
communities of ICT technical support personnel, who can install, maintain and repair the ICT
infrastructure. The principle sectors currently receiving this benefé &hipping, Banking,
Construction, and Manufacturing and Assembly firms currently operating in the region and
planning to enter the region. For these firms, a stable and well ordered inexpensive Telecom
and Internet infrastructure are essential componeaoitsheir respective businesses.

Universities and Collages within the local Province and within the City have established ICT
programs at several levels from single course offerings to graduate programs in ICT related
areas. These academic institutiong atakeholders in that their students find positions within
the tenant firms at the Incubator.
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Budget and Funding

As a notfor-profit corporation, all revenue is devoted to services and overhead expenses of the
program. The annual budget for SmartXobe is approximately 7 Million Rand, of which the
city provides approximately 4 Million Rand. The remainder of the operating expense is provided
by the rental of space in the building to commercial tenants, active fund raising carried out by
the managemenwith sponsor companies, and grants from the government, and others, as the
opportunities are available. Sponsor money often comes with restrictions concerning how the
money is to be spent, and that usually involves training, SMME awards and conferences.
Another form of support from sponsors and partners is in the form of outsourced contract
work for the tenant companies. In 2008, contract work amounted to more than 10 Million
Rand. Local tax rules require managing the-footprofit organization at aero balance each
year, forcing the incubator to either spend the excess, or roll the excess into contracts to be
carried out in the following year. The subleasing of office space in the facility brings together
commercial companies that can have a relalip with the tenant companies, are service
providers to them, or have potential to become customers. The rents from commercial tenants
provide a substantial offset to the operational costs of the incubator, and help make the
operation financially susteible40

Graduation Policy
The graduation policy is set at three years, and is summarized above under the Three Tier
Palicy.

Conclusion

Information Not Mentioned Above
The tenure of the present CEO will end in 2009. She is tasked with trainingepdsicement
who is, as of yet, unnamed.

Implications for the ICT Africa Sustainable, Replicable, Business Incubation Model

1. Shared Commercial Tenant Space: There is a benefit to having a sector incubator
in which almost all tenants are focused on thél ltdustry. This facilitates networking
for the tenant companies and generates a substantial cash flow for the incubator. It
would appear that in almost all cases, real estate will be a cost driver for the incubator.

40 SmartXchange Board Meeting documentation, 19 September, 2008
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2. The Incubator as a Brand: The brand Identity of this incubator is another idea
worthy of comment. By being tenants of SmartXchange, the small companies have an
identity that transcends their own capabilities and is known to the local business
community under the SmartXchange brand. This branding includes an attractive
location in the business district, the use of the facilities for customer meetings and the
overall imprimatur of brand strength as it is perceived in the business community. The
notion of branding carries with it some additional attributes. Since all companies are
associated with the SmartXchange brand, there seems to be a high degree of mutual
support among the incubated companies. This carries even to the point of providing
services toeach other, and supplying resources and people to help fellow SmartXchange
companies meet changing business conditions. They will in fact, cross sell their services
and take a commission for such sales. One result of this style of branding is the
collabaative and cooperative nature of the resident companies. It is as if they are all
sharing in the success of the venture called SmartXchange. It would appear that this
type of branding was instigated by the present CEO, and ties back to the way in which
the administrative structure is organized. The term Cooperative Venture seems to
describe this incubator. Further, it is an adaptive organizational form for companies in
this environment and may well have implications for other incubators.

3. Expanded Business Services for Incubator Tenants: The absence of legal,
accounting, business development and human resource support seems to be acutely felt
by tenants in the incubator and is perhaps based on an expectation engendered by
having a strongrand identity with the incubator. From a business point of view, this
expectation makes sense since most of the companies we interviewed could not afford
such services on their own. While in South Africa, there were reports in the local press
that there is a need to have more trained accountants. Seemingly, these skills are in
short supply and therefore sharing the cost of acquiring such skills would no doubt
make good business sense.

4. Critical Location and Access to the Business Community: Location isclearly a
critical factor in the success of this incubator. It has excellent public transportation
available at the front door, it is in the heart of the business district and one can walk to
most customers. And, with the location comes a recognized esgsglithat has status
associated with it; recognized throughout South Africa. This incubator can be seen, and
is prominent at street level. This is in sharp contrast to a visit to another incubator in a
suburban area that was not near any public transg@na It was for all intent, in a
great location if one wants privacy and seclusion. It had few tenants and seemed to have
difficulty recruiting new ones.

5. Corporate Sponsors and Partners : These companies play a very significant role in
this incubator. Since sponsors are among the major beneficiaries of the talent pool
represented in the incubator it is reasonable for them to provide support for these early
stage companies in the form of training, channel distribution agreements, equipment and
customer ntroductions. The build out of ICT takes substantial resources and it needs
to come from local people due to the issues of language, customs and local regulation.
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6. Thus, having a facility that can develop small companies to provide skilled and well
trained infrastructure development staff in the local environment makes good business
sense. In some ways, these incubator sponsor companies are providing the resources
that one might expect from members of the investment community, but are not
forthcoming because the risk reward is not sufficient to justify a high rate of investment.
Whereas, for international players like Microsoft, IBM, and Cisco to name just three, the
reward is in enhancing their local distribution channel at a relatively modestodsat
very low risk.
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Annex 2.
Network Development Report
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Sustainable, Replicable ICT Business Incubator Network

Introduction

The purpose ofestablishing the sustainable, replicable ICT business incubator network for sub
Saharan Africa is to ensure that the incubator concept is adapted to fit the environment in a
manner that will maximize its utility to African entrepreneurs (and for other tames where the

mo d e | is applied). The use of | CT for Devel opme
many to be the best possible means for Africa to catch up with the developed world and
broaden national economies that are driven almost exclusibglynineral extraction, tourism

and agriculture to include technology. Growth of ICT in Africa has not been as rapid as may
have seemed inevitable given the substantial growth in ICT services in the past few years. It is
opined that the closer Africa comés achieving universal service, (i.e., developing critical mass
in use of ICTs) the more rapid will be the changes wrought, but critical mass is still in the future.
Therefore the development of an incubator (even a generic one) provides additional sripetu

the process of reaching the next level of development.

Why Incubation?

The business incubation concept provides a method for developing successful small companies
that will create employment, pay taxes, purchase goods and services on the local market, and in
general, cause more dollars to flow through the economy. Econompadmstudies in the
United States clearly demonstrate that incubator tenant companies create jobs for less money
than do job training programs, and provide their small company clients with the tools they
require to survive the hostile environment of the siness world, achieving higher survival rates
after five years than is experienced by Aanubator companies. In fact, organizations as close

to job creation as the Kauffman Foundation report that in the current economic slowdown, 10

20 percent of displeed workers are reported to be considering selfnployment. Further, as an
economic development strategy, incubators offer high return for modest investment, benefitting
the public, the business community, and the government.

African Challenges .  Africa is different from other locations in need of economic
development. The challenges for stapi companies are even more significant than in more
developed parts of the world. There is a clear lack of the entrepreneurial infrastructure that
would be taken dr granted, for example, in the United States or Western Europe. Service
providers who can adequately advise entrepreneurs are in
relatively short supply, and financing is always an issue. As T ICT incubator is
example, in Tanzania it was observed that interest ratessfoall | intended to assist startip
business loans may range from-18% (if loans are available at @licompanies by accelerating
which is in stark contrast to rates in the developed world whightheir development and
are currently around 5%. In addition, entrepreneurs leasing spage'ffiucing those barriers by
Tanzania could be required to put up as muchaagear of rent in | Providina secure, =

. . reasonably priced office
adv_a_nceB_perhaps one of the most frustratlng_barrlers to entry. Inspace in addition to badly
addition, it was also observed that the majority of companies tha{geged servicesnd
could become likely incubator tenants are not commercializingsferrals to sources of
technology but rather are utilizing it ¢@asionally in innovative capital.
applications) or supporting its development through service
organizations. Therefore, protection of Intellectual Property does
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not appear to be a significant barrier to entry. It was concluded that most early stage ICT
companiesi t hat region will not be oOscal abled excep:
developed, and that the primary mission of an incubator will be to rapidly grow small companies

that will create employment to support the rapid expansion of ICT to the ayahpopulation.

This means that most companies in the network of incubators proposed will probably reach

their maximum capacity at about 50 employees (excepting organizations such as call centers, and
business process outsourcing companies).

Profitabl e Incubation

Can incubation be a profitable endeavor? In most cases, incubation programs have been
established and managed by local public sector organizations. Their objectives and ability to fund
operations are typically locally or regionally focusedjamapitalized, and absent of any desire

to replicate their success. Most are undercapitalized because the agencies that fund them are
unable to guarantee continued support for the period required to make them sustainable. The
funding for public sector @anizations tends to be driven by annual budgets, and there is seldom
an ability to plan for multiplgear funding and acquisitions. For this reason, while there are
many examples of sustainable incubators, there are few that are replicable becauseethey ar
almost always formulated as otiene projects, rather than systems. This proposal seeks to
ensure that the required capital for the group of incubators is allocated, and that there is
understanding of the economies of scale and economic impact that eaachieved by
establishing the system, and putting into place management standards that will provide adequate
support for the system.

Some examples of successful and sustainable incubators appear in the table. We note that:

(a) Each is privately aved,

(b) 3 of the 4 are focused on technology,

(c) 3 of 4 were started by entrepreneurs,

(d) Each provides capital to the clients it accepts in addition to other services.

Each of those shown below is a private sector endeavor. There are many peditic s
incubators that are seBustaining but almost all of them required funding for some period of
time (typically 57 years) in order to achieve that goal.

Organization Name Location Type Incubator
Rose Tech Ventures New York, NY Technology (chieflyT)
Raizcorp Johannesburg, ZA Multi-use (products and services)
Viasphere Yerevan, Armenia Technology (chiefly IT)
Idealab Pasadena, CA Technology (chiefly IT)
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Incubator Models Considered

€t he key ec

In formulating a plan for a sustainable, replicable, ICT incubator, it

driver in almost any

is quickly surmised thathe key economic driver in almost any
incubation scheme is the cost of supporting the real estate.

incubation scheme the
cost of supporting the
real estate

Different approaches to overcoming that barrier have been
developed, but in the end there are three alternatives: building a
new facility, renovating an eting building, or establishing a
virtual program that serves companies without providing rental space. All three have advantages

and disadvantages, and they are discussed below. In this model it is assumed that the public

sector, either through nationajovernment, local government, or possibly a university, will be a
player in the establishment of the incubator. The reason for this is that the model relies on the
public sector making available land or buildings (or both) that can be utilized in cdirgir(ar

renovating) the incubation facility. The reason a university is used as an example is that in many

instances, this has translated into the local university conveying the property to a developer.
However, the alternative would be for a governmenganization to provide redundant land on

which a developer could construct a facility.

It was also assumed that almost every case, the initial incubator for each partner country will

be located in a major city with followsn incubators developed regionallyn some locations it

may be most desirable to be in the Central Business Dis{@@&D) because that is where other

businesses tend to be located, such as large company partmers

service providers and banks. On the other hand, an incubator
a university campus puts the companies closer to sourceg
intellectual property, student andaculty entrepreneurs (and
labor) and may be considerably cheaper in terms of overhg

costs. The alternatives of new construction, renovation, or af

virtual model are discussed below.

Iofli funding for public

ctor organizations
tends to be driven by
=aﬁmual budgets, and

ere is seldom an ability
to plan for multipleyear
funding and
acqguisition

T

New Construction

The first alternative building a new facilityprovides the most opportunity for creativity in
developing the business model. To be most efficient, the model assumes that the public sector
can make a substantial contribution to the project by contributing land in a desirable location
such as the central liness district of a major city, or a plot of land in close proximity to a
technology university likely to develop intellectual property that will require commercialization.

This concept will assist with accomplishing a number of goals:

1 The university wl have a path for commercializing technology in a location where

faculty and student entrepreneurs can remain affiliated

1 The incubator will be likely to have easy access to students in ICT disciplines that may
have an interest in ergpreneurship or at least in gaining practical experience in their

industry by working for the tenant firms.

1 Other entrepreneurs will be attracted to the area with the prospect of clustering in a

community of ICT businesses, and R&D.

1 Universities have aequirement for broadband access from which the incubator can also

benefit.
Other opportunities to acquire the property may exist as well

the subject of an infoDev Feasibility Study in 2007.

with the university.

. In Maputo, a former military
facility near the central business district has been under consideration as a bsildiagd was
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Renovation

The second alternativer¢novating an existing buildings also attractive with public sector
organizations such as universities because they often have redundant facilitiesanhbe
repurposed for incubation. As an example, in Tanzania, the University eéEBalaam (UDSM)
recently acquired an entire abandoned telecommunications training complex that could easily
lend itself to development as a technology park with an bator as the lead client.
Development of the incubator could create a need for graduate space and buildings to house
other ICT cluster companies and support businesses. Considering the challenging traffic
situation in downtown DatesSalaam, the developmieof a hotel, conference center and
additional office space would be a logical next step as that would allow organizations to do

business in this emerging area of technology business without the inconvenience of navigating

downtown DaresSalaam traffic.

1 For a modest investment, unused facilities that were formerly classrooms, libraries or
dormitories can find new life in the incubation program with the promise of attracting
entrepreneurs, researchers, and concurrently create opportunities for practical
experience for the students.

1 The presence o developing cluster often is attractive to larger compatties want to
take advantage of the clustering effect and be near local contractors or even potential
acquisitions.

9 Broadband is also likely to be rebdavailable near a universltcation. In Dares
Salaam, the SEACOM submarine communications cable will be coming ashore in
Tanzania on UDSM property and the cable owner will build a backbone to serve the
university. This project will improve the UDSMmoectivity by an order of magnitude
and reduce the cost of connectivity by the same proportion.

Similarly, many overhead costs such as utilities, janitorial costs, and even some amenities such as

parking are absorbed by the university, making the setting attractive to incubator developers.
Thus, there is a significant advantage to a university totati

Virtual Incubation

The third alternative considered is a completgiytual incubator The primary advantage of this
type of business model is that overhead is greatly reduced in comparison to other schemes. The
only physical infrastructure that isqgaired is office space and conference / training space so that
the entrepreneur clients can benefit from the training, mentoring and other forms of support
provided by the incubator. This type of incubator could be located virtually anywhere in the
servicearea that is convenient to visit for the entrepreneurs and others associated with the
incubation program.

The virtual program would operate with the objective of readying entrepreneurs to rapidly
expand their business by:

é integrate the finance
skills of IFC with an

1 Preparing to seek financing experienced construction
1 Developing a wikable marketing plan company and an incubator
1 Rounding out their management team management organization
1 Assisting them with training and support through that can equip facilities
mentors, consultants and other advisors hire, train, and support

. . ) . ) ) managers,sawell as
The virtual incubation model is least expensive (and quickest) t&nsure client service

establish because the real estate costs @w, but is also the| requirements are met.
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most difficult to evaluate because the entrepreneurs are locategditdfand may be remote to

the incubator office. In order for an incubator manager to have sufficient idea of the actual

progress of the clients he/she will be fextto visit them regularly and schedule formal meetings

to discuss their progress. This form of incubation removes from the equation the daily informal

contact that many incubator managers use to understand how the client manages his business.
Formalmeeigs are | ess insightful and may dilute the

Hybrid Model

The model chosen for the sustainable, replicable ICT incubator is a hybrid of the foregoing, tying

together the elements considered most likely to achieuecess in a commercial setting. It is

assumed the incubator would have a purptsst facility of 1,500 to 2,000 square meters,

serving 25830 companies. (The renovation of a redundant building owned by the government

could also be considered if the prepr t 'y was availabl e, me t t he ¢
requirements for space, and the business model was feasible.) There should also be a virtual

el ement to the-iopebatiomdéf of epmepanies seeking

An agreement sbuld be developed that would integrate three key elements:

1 The skills, experience and funding of the IFC;

M The ability of a major construction firm skilled in developing technology parks; and,

9 The services of an incubator management organization capable of selecting, hiring and
training staff, and providing oversight management of the group of incubators.

These three organizations would comprise an ICT incubator development compact that would
conduct the roltout of 2530 ICT incubators in selected countries in s8bharan Africa and
elsewhere.

In order to achieve a successful business operation, the incubator must continue to support
graduate companies that do not have adequate expansiare dpamove to, that will benefit

from continued access to the incubatoros net wor
incubator business model:

The incubator will serve ICT and IGielated businesses.

It will charge rent for space and additioriaks for services provided such as mentors,

coaches, technical training, and Business Development Services (BDS).

1 The incubator will require funding to meet certain soft costs as part of its siprt
activities.

9 Credit access for incubation stage companiuld be developed with a cooperating
regional bank or consortium of banks.

1 Longer term funding for business expansion would be available through the various

resources of IFC.

T
T

The incubator will operate with a minimum staff as described below and ottsoservices
including accounting, marketing, consulting, coaching, and legal services. With respect to other
expenses, the following should be noted:

Communications costs reflect broadband connectivity by the most economical means.

The incubator will narket its services as described later in this business case, but it is
anticipated that costs of marketing will dec
service area grows.

il
il
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The incubator will make money by charging for rents and fees

The incubator will
accomplish its mission by
delivering high quality
services that accelerate
the growth of the tenants
and virtual tenants (i.e.,
the value proposition).

for services In addition, there will be a clause in the lease of
each company in the incubator that upon graduation, the
incubation tenant will pay a royalty equal to 5% of annual
revenues to the incubator for a period of three years. This is in
addition to any fees ncurred through
association with the incubator for continued services.

t he

The incubator will accomplish its mission by delivering high
guality services that accelerate the growth of the tenants and virtual tenants (i.e., the value
proposition). Success will be measured by the numbers of graduates, employment created, year

grad

on-year aggregate growth of revenues of the tenants, and similar measures reflecting economic

impact.

Post Graduate Facilities a Key Element

The model developed in this study is somewhat different from others in the incubator industry

in that it recognizes the need for space for graduate companies. It was obsewid) dhe

study that in some locations, graduations are infrequent due to the lack of facilities to which the
graduate companies can migrate after graduation. Companies that are ready to leave the

incubator may still require some assistance, benefit fréve training and most importantly,

utilize thebrand equitiuilt by the incubator to smooth their entry into the business community.
ubator provi des
network. These valuable enhancengerencourage the graduating company to retain its

The i mprimatur of the inc

relationship with the incubator and result in a val

e

proposition that can be monetized by the incubator as
revenue source. Thus, the income statement exhibits
royalty payment to the incubator by gradiry companies
(5% of revenues for three years after graduation).

Staffing

Selecting and hiring the management of the incubator should be a primary responsibility of the

arhe imprimatur ofthe
cubator provides them

credibility, and access to the

i ncubator s

N

organizing committee/founding Board of Directors. The core competencies of the mzend

team will be in providing a secure, stable environment in which businesses can grow, and in

t hem

training tenants and virtual tenants in business management, finance and technical skills. Each
incubator in the network will have a core staff comprised af Executive Director, Manager,
Operations Manager, and Administrative Assistant. Additional staff members (e.g., an IT services

Director) might be added a

position is addressed briefly below.

s demand and
that CFO services are otgourced (shown as service providers in the Income Statement). Each

t he

Executive Director . Business experience should be primary in the background of the
individual selected as the Executive Director. This could be furthernddfito include
experience in ICT, and in the financing or management of SMEs. |tdealxecutive Director

i s the 0o uwhswalldiagtergotemthstioe public, stakeholders, and sponsors, as well
as the primary recruiter of new companies throughrticipation in networking, conferences,

and similar kinds of opportunities. With the development of a regional structure, incubators

would have upward mobility to manage at the regional level.

i ncut
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Manager. The Manager may be considered an Executive Mirem-training, or may have

specific responsibilities such as organizing training programs, assessing the progress of the
tenants, hiring service providers, or overseeing the finances of the organization. He/she should

also have some business experiencd Be competent in at least two of the primary tasks of the

Executive DirectorThe Manager i s the 0insi dedaycpmactson who
with the client companies

Operations Manager . While the Executive Director and the Manager will havarketing and
financing duties, the Operations Manager will be responsible for attending to tenant and virtual
tenant needs. He/she will ensure that service providers are competent and supporting the
tenants adequately. This person should also oversee dhiities and ensure they are being
properly maintained. The Operations Manager should ensure that all tenants have broadband
connectivity and be responsible for providing network administration support. In the first few
years of operation this person ctiiact as network administrator for the facilitywith proper
training.

IT Manager. A successful ICT incubator will require network management services and the
ability of the incubator to rapidly assist clients in accessing telecommunications of gjltkiid
particularly the Internet. It may be that a dedicated IT Manager will not be required until the
incubator has begun to grow, and thus this position is shown as a growth position to be filled in
the future.

Manager of Post Graduate Services . This grson would be hired in Year 3 (or 4) as the
requirements for post graduate services become clear. It is possible that these duties could be
covered by the Operations Manager for the first year of post graduate operations.

Administrative Assistant . The Administrative Assistant will ensure that all administrative
matters such as applications for admission to the program, notices to tenants, execution of
leases, filing and secretarial support for the other management team members, and reception
activities & carried out.

Board of Directors . Each incubator would have a Board of Directors, comprised of
stakehol ders and others whose experience or p O ¢
operations. This might include public and private seatdividuals, service providers, and capital

providers. At a minimum, the management organization, the regional partner bank, a high level
economic development official of the region, a successful entrepreneur, and a representative of

the IFC should be mendrs. A separate Board of Advisors who would assist the management

team in helping the clients could also be considered.

An organization chart illustrating the reporting relationships described above appears below.
Note that the initial management team gitons are shaded in yellow. Those with consultative
relationships are shown with dotteline reporting to the Executive Director.
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ICT Incubator Organization

ICT Incubator
Board of Directors

ICT Incubator Fund jpevcecccescchocccas Cons_ultmg
Advisors

Executive Director
oooee Admin. Asst.

General Counsel
(outsourced)

CFO Director of
(outsourced) Operations
Director of IT

(Hired Year 3)

Graduate

Facility Director
(Hired in Year 3)
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Business Operations
The following remarks illustrate how each sustainable, replicable ICT incubatapeiihte by
following the progress of a tenant through the incubation program.

Admission to the Incubator . This process will begin when the prospective tenant applies for

admission to the program. A process for evaluating the level of development afotigany

and the entrepreneurds skills wildl already be |
criteria (e.g., have about a year of operating history, be cash flow positive, and have experienced
management) the entrepreneur might be encouraged tao joit h e organi-zati on f
i ncubationd6 in the Virtual Program wherein the
individual) will work with the company to help it achieve the required level of sales and
experience. When determined to be ready for adnugsto the program (through interviews

and a review of its business plan) the incubator management will negotiate a lease with the

company and admit it to the program.

Entrepreneur Business Skills Analysis . The next step will be to ensure the companysha

operating funds for some minimal period of time (perhaps six months) during which time the
management of the incubator will put together a training program and set mutually agreed upon
milestones for the company to achieve in its firstt® months as parof the incubation

program. The required training might be of a business nature, or could be technical training to

be provided in some aspect of ICT business operation that will help accelerate the growth of

the company rapidly. The needs of the compaiilybe addressed by an appropriate member of

the incubator staff who can perform a gap analysis and determine what training should be
provided. If the company management is not at a skill level where it can be effectively incubated,

it may be askedtojon t hien ®plraet or 6 organi zation where the
and is brought to a |l evel where it may benefit f

Anot her aspect of the initial operating period
determine if he/she requires additional technical or business training that will propel the
company forward and help achieve its business goals.

Training to Compete Effectively . During its planned three years in the incubator the
companyds manag expesadtto variews maining and corlbracting opportunities.

At a point where the entrepreneur and the incubator management agree that the company is

ready, it will be graduated and expected to move from the incubator to another facility. This

may result inrelocation to a graduate facility, or to another floor in the same building. The

result should be the same, however, as the company will continue to take advantage of the
incubatordés network and ability to ogta door s
incubator. Another aspect of training will be the ability of the incubator (as is the case with
SmartXchange in Durban, ZA) to attract larger corporate sponsors who have a vested interest

in the success of the program in producing stable VValldel Resellers (VARS) networking,
programming and similar kinds of service companies. Their ability to train their prospective
contractors should be fully exploited by the in
large corporation such as Cisco dficrosoft should be considered part of the overall approach

to rolling out the group of ICT incubators.

Marketing . In the study, it became apparent that with most of the observed ICT incubators,
the branding was an important aspect of the progra@ompanies benefit significantly in being
able to project themselves as part of something larger than two or three persons. Hence, the
incubator brand projects an image of many strengths and capabilities is a very important part of
the incubator value proposidhn. Graduating companies will remain part of the incubator
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organization due to its ability to help them find customers through a comprehensive marketing
and advertising program. As the incubator builds market share the investment in marketing may
be lessthan projected and require fewer financial resources. A second aspect of the marketing
of the incubator having a relationship with a large corporation is in the ability of the large
corporation to assist in the advertising by officially endorsing thegam. That one action
would be likely to stimulate the recruiting effort and also encourage-sizdd companies to
participate. The presence of Microsoft, Cisco, etc., can establish the cluster in very short order.

Financing Client Companies . Financing fothe client companies is critical and must be made
available for both short and long term needs. It is assumed throughout this business case that
financing for the clients will be available through the establishment of a credit facility with a
partner bark, and potentially the availability of equity financing through a venture fund. The
report describes models of both funds in detail (i.e., working capital and investment).

Graduation and Relocation . Incubation clients benefit

Steps in Client Development: e ! . : )
P P significantly from their association with the incubator.

9 Admission Process o .

1 BUsiness sSkils Analysis Afte_r the company graduates it Wlll be re_qwred to repay
I the incubator for the value received during its period in

T Tra'”'rg the program by contributing a portion of its annual gso

T Marketing revenues to the incubator. This will help the incubator

T Financing achieve sustainability, and also pay down the debt that

1 Graduation may exist for the real estate, equipment, or training

f Payment of Royalties programs offered. As companies begin to mature, the

need for graduation space to houskem will become

apparent. The graduate facility (possibly a separate floor in a large building, or a separate
building in a technopark complex) would be part of the overall program and integral to the
success and continuedngrowth of the incubatords

Royalty Payments . A key element to the financial sustainability of the incubator implicit in this
model is that client companies will pay a small percentage of their annual revenues to the
Incubator for a period of three years after graduation. Thmancial projection assumes this
amount to be about 5% of their gross annual revenues and can be considered fair compensation
for the services the incubator provides the client companies.

Financial Operations

Each incubator described in this case shoafierate on a budget of about $500,000 to

$700,000 USD per year. This amount should be sufficient to pay the staff, provide training and
education for the tenants, and mar ket the inctu
companies will want to partipate. The projected income statement that appears later in this

document estimates the revenues and expenses the incubator is expected to encounter.

Soft costs associated with stawp that would require additional grant or debt financing, and in

the first several years, the incubator would probably operate at a deficit. More important is that

the incubatords <clients wildl require financing
established to support this requirement, and it is described in the mgort. In brief, it

envisions a process for identifying a venture fund that would take down debt from IFC in order

to increase the size of their own fund, but would also be required to invest a significant portion

of the additional funds in companiesathare tenants or graduates of the incubators in the

system. There are other ways to address this need, such as developing an organized angel fund,
enlisting private wealthy individuals to invest in the individual companies, etc.
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Incubator Franchise Income Statement

Revenues 1 2 3 4 5 6 7 8 9 10
occupancy rate (notes) 35% 65% 85% 85% 90% 90% 90% 90% 90% 90%
Rents $126,000 $241,020 $324,635 $334,374 $364,665 $375,605 $386,873 $398,479 $410,434 $422,747
Service Fees $16,380 $31,333 $42,203 $43,469 $47,406 $48,829 $50,293 $51,802 $53,356 $54,957
Virtual Tenant Fees $5,400 $11,340 $17,861 $18,754 $19,691 $20,676 $21,710 $22,795 $23,935 $25,132
Graduate Royalties $48,000 $97,440 $148,363 $152,814 $157,399 $162,120 $166,984
Post Grad. Bus. Services Fees $12,000 $12,360 $12,731 $13,113 $13,506 $13,911 $14,329
Corporate Contributions $40,000 $40,000 $40,000 $40,000 $40,000 $40,000 $40,000 $40,000 $40,000 $40,000
Totals: $187,780 $323,693 $424,699 $496,597 $581,562 $646,203 $664,803 $683,981 $703,756 $724,148
Expenses
Personnel $200,000 $206,000 $212,180 $218,545 $225,102 $231,855 $238,810 $245,975 $253,354 $260,955
Benefits (15% of salaries) $30,000 $30,900 $31,827 $32,782 $33,765 $34,778 $35,822 $36,896 $38,003 $39,143
Communications $13,000 $13,325 $13,658 $14,000 $14,350 $14,708 $15,076 $15,453 $15,839 $16,235
Utilities $30,000 $31,500 $33,075 $34,729 $36,465 $38,288 $40,203 $42,213 $44,324 $46,540
Janitorial $12,000 $12,600 $13,230 $13,892 $14,586 $15,315 $16,081 $16,885 $17,729 $18,616
Insurance $10,000 $10,200 $10,404 $10,612 $10,824 $11,041 $11,262 $11,487 $11,717 $11,951
Marketing/Advertising $10,000 $10,000 $10,000 $7,500 $7,500 $7,000 $7,000 $5,000 $5,000 $5,000
Office Supplies $5,000 $5,000 $5,000 $7,500 $7,500 $7,500 $7,500 $7,500 $9,000 $9,000
Start-up Trng./ Assistance $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000
Service Providers $60,000 $66,000 $72,600 $79,860 $87,846 $96,631 $106,294 $116,923 $128,615 $141,477
Build-out/Maintenance $25,000 $25,000 $25,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000
Furniture & Equipment $34,400
Post Grad.
Manager $50,000 $51,500 $53,045 $54,636 $56,275 $57,964 $59,703 $61,494
PG Build-out
Graduate Services(Mktg.) $12,000 $12,600 $13,230 $13,892 $14,586 $15,315 $16,081
Totals: $479,400 $460,525 $526,974 $542,919 $563,583 $584,983 $608,214 $580,882 $608,599 $636,491
Net Income: -$291,620 -$136,832 -$102,276 -$46,322 $17,979 $61,220 $56,589 $103,099 $95,157 $87,656
Purchase Incubator Franchise $807,443
Incubator Cash Flow -$291,620 -$136,832 -$102,276 -$46,322 $17,979 $61,220 $56,589  $103,099 $95,157  $895,099
Soft Cost Support Req'd. $291,620 $136,832 $102,276 $46,322 $0 $0 $0 $0 $0 $0

Total Soft Costs: $530,728
IRR= 11%
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Total Costs for each facility will approximate $1.5 million. The table shown below incorporates the soft costs estimatedpretiisheet above
as well as a number of capital costs that would normally appear on the Balance Sheet. For example, the cisliagfitout, furniture and
equipment, and cabling and telecommunications equipment is a significant cost item that should be capitalized. Thesfedsilslia ondime
expense that should be capitalized. Management support would be-goiog equirement for the first ten years of operation.

Total Estimated Costs per Incubator
Incubator Operations (per spreadsheet) $400,000
Management Support for ten years @ $50K/yr. $500,000
Support travel & per diem for ten years @ $15K/yr. $150,000
Feasibility Study $75,000
Fit-out of building $250,000
Cabling and Telecomm. $35,000
Total: $1,410,000

Notes:
1. Rents are charged monthly, as a beginning rate of $15/sqm/month.
2. Inflation rate is constant throughout this projection at 3%.
3. Royalties areharged all graduates at 5% of gross revenues for a period of three years following graduation.
4. Personnel costs include the salaries of Executive Director, Manager, Director of Operations, and Admin. Assistant. A Bfifeasbr

Graduate Services woulcethired in Year 3.
Benefits include a mandatory employer contribution of 15% of salaries.
Service providers are those who provide legal, accounting, business coaching, and consulting services.

o 0
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Critical Risks

Each incubator will faceertain critical risks that must be considered in its development. Among
them are the following key factors that must be given due consideration:

Location . The incubator wildl not serve anyoneds
breakeven ihancial operation. As in any real estate transaction, given a choice between a
desirable but unaffordable location in the central business district and a less attractive but
sustainable location on a university campus there will be choices to make thatfimancial
consequences.

Tenant Selection. The incubator must focus on ICT companies, but not exclude companies
that can contribute to its bottom line by providing a service or product that will further the
cause of incubation and assist the facilityaahieving the brand equity that it will require in
order to be successful.

Management . Incubator Executive Directors are entrepreneurs themselves. It cannot be
stressed often enough that properly trained management is a key success factor, and only
managment candidates who are able to deal with the stress of a new business should be
selected.

Adequate financing is a requirement. The incubator is a new company itself, and it will
require sufficient financing to accomplish its objectives. It must be grézed that the
integration of the venture capital and loan funds with the incubator operating plan are keys to
incubator success.

Marketing the incubator to entrepreneurs . As the incubator builds brand equity; it will
also attract successful entreprensuo take advantage of the support services.

Graduate facilities. To be successful and sustainable, the development and use of graduate
facilities is a necessity. These facilities help the incubator companies retain their identity and
association witha successful program. They will be more likely to continue to support
incubation if they are in some way affiliated with the program. The use of the graduate space is
one means of retaining their interest and involvement. It is often recognized thatajeaspace
should be part of the planning process. In this model, it is an integral part. The locations under
consideration usually have very little available office space ready to serve tenant companies
poised for rapid growth. In order to make this modelork well, consideration of a graduate
building must be included in the planning. The idea is to create a community of ICT companies
with the opportunity for graduating firms to locate in the vicinity of the incubator and remain
part of that community. Tl firms will be strengthened, and can become the nucleus of a
potential technology park that would receive incubator graduates as new tenants.
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The Roll -out

Incubators have previously been developed on the basis of single transactions that are time
consuming, labor intensive and expensivereate. Organizations such as infoDev have some of

the tools, and strive to create more, yet the process and resources to establish more than one
incubator at a time do not appear to be in place. This results in inefficiency and added expense.
In contrag, this project envisions the establishment of a group of incubators. The objective
would be to provide a framework that would support development of the incubators by
providing financing, management assistance, and an overall process for establishing each
incubator as part of a system rather than an individual activity, frequerglypiiorted and often
undercapitalized such that failure is a likely outcome. In this sustainable, replicable model, the
incubator becomes one of many in a walipported orgaization that provides management
support and training, selection processes, and operations procedures that will add stability and
ensure its survival. The network will be more efficient, will
institute a set of standards and reporting proceduresth éa new asset c
will allow progress to be measured, and ensure that thg concept is that in order to

is a means of scaling the system across multiple locatiorn] achieve efficienciex scale and
provide proper oversight, IFC
The timetables shown below illustrate a development plg would invest in 280 ICT

for both a single incubation facility and a +alit of thirty incubators across Africa and
facilities over a fivgear period. Financing for the larger | other selected venues.

roll-out is estimated at about $50 million. A rough budgert
for the overall program is attached.

Timetable

The development of a timetable that il lustrates
operation is useful in understanding the timing of key events in the design and financing of a
facility.

Planning for each incubator must begin at least a year before the facility will open. Key tasks
include a feasibility study that brings closure to the open issuisedain this model. For
example: selection of aonsultant to conduct the feasibility study and manage the project
identification of thelocation, selection of themanagement teanconfirmation of the level of
participation by the host governmenfor possibly the university) aensus of ICT companies

that could be potential tenants, and confirmation of thgailability of broadbanthternet
services (and ISPs).

Other issues to be resolved :

1 A feasibility must be conductedt each location. Although included in the overall
estimate, this model does not attempt to provide any sense of the local market at each
site, and it should be incumbent on the sponsors to ensure that adequate numbers of
potential tenants exist. This nfigt be confirmed through the
Ministry of Industry or ICT, etc., or other similar organization that registers
corporations; or by survey; or through focus groups where a consultant can gain first
hand information on the market for ICTesvices and the kinds of companies that are
available to meet the marketds needs.

1 A Request For Proposal for the investment fund must be developed and circulated
Given the amount of money involved, this should include another brief round of
interviews wih potential responders to ensure there is sufficient interest to guarantee
qualified responses.
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T ILdentificat i oforthefproject withintha mgstigovardment or private
sector 8 this is someone who will take responsibility for the project apresentative of
the host country and ensure that sponsors are educated and committed to supporting
the incubator.

91 Partner banks to be selected by IFThis is a critical step because much of the due
diligence and support for the loan fund will be providedthe local partners.

1 Once asite is selectedfam budget for construction or renovationsiust be developed
and a project plan put forward by the host country.

1 As the project progresses, a group pfentors, counselors, and BDS providers should
be seleted and (if necessary) trainetd ensure high quality in the provision of their
expertise.

Upon conclusion of these steps, the incubation project can proceed per the timetable shown in
the next section.
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Key Events in the Development

of the Incubator

ICT Incubator Development Timeline
Activity

1 2 3 4 5 6 7 8 910 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36

Yr. 2

Yr.3

Establish Organizing Committee
Select Consultant

Conduct Feasibility Study
Determine Market Demand

Develop Business / Operating Plan
Site Selection

Acquire Property

Management Team in place
Marketing / Advertising

Recruiting Tenants

Admissions Committee established
Training Program Development
Accept Applications

Admit Tenant ICT Companies

Bus. Skills Assessment (Gap Analysis)
Deliver Bus. Skills Training
Management Reviews

Investment Fund Formation / Raise
Due Diligence

First Round of Investments

Raise Working Capital Fund

Make Working Capital Fund Loans

Building Construction / Renovation
Acquire Furniture and Equipment

Manager Training / Audit / Follow-up

L

1

91



Sustainable and Replicable ICT Incubator for-Saharan Africa: Network Development Report

Roll-out Scheduled Years 5

Activity Year 1 Year 2 Year 3 Year 4 Year 5
Q1[Q2[Q3[Q4[Q1[Q2[Q3[Q4[Q1[Q2[Q3[Q4[Q1[Q2[Q3[Q4]Q1[Q2[Q3[Q4
Identify Partner Countries Ident Prtnrs.
Develop Partnership Agrmt. Prtnr. Agrmt.
Engage Consultants Hire Consult.
Develop Feasibility Study Criteria Feas. Criteria ——@
Develop Operating Criteria Dev. Opg. > Review
Institute Manager Training Program Dev.TmTi———> Rev./Update |I » | Rev./Update
Conduct Feasibility Studies 1&2 |Feas. Study
Review Results of Studies
Negotiate Real Estate for Sites 1&2 Acquire R.E.
Construct Incubator Building Construction
Develop Business Plans for Sites 1&2 Plan |
Hire and Train Mgmt., Sites 1&2 Mgr. Trng. > [ cont. Ed. | >
Open Sites 1 & 2 (upon const. completion) [open
Conduct Management Review Sites 1&2 Rev. Rev.
Conduct Feasibility Studies 3&4 Feas. Study
Review Results of Studies Rev.
Negotiate Real Estate for Sites 3&4 Acquire R.E.
Construct Incubator Building Construction
Develop Business Plans for Sites 3&4 Plan |
Hire and Train Mgmt., Sites 3&4 Mgr. Trng. > [ cont. Ed. | >
Open Sites 3&4 (upon const. completion) |Open
Conduct Management Review Sites 3&4 Rev. Rev.
Conduct Feasibility Studies 5&6 Feas. Study
Review Results of Studies Rev.
Negotiate Real Estate for Sites 5&6 Acquire R.E)
Construct Incubator Building Construction
Develop Business Plans for Sites 5&6 Plan
Hire and Train Mgmt., Sites 5&6 Mgr. Trng. |—————— | cont. Ed. ] >
Open Sites 5&6 (upon const. completion) Open
Conduct Management Review Sites 5&6 Rev. Rev.
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Activity

Year 1

Year 2

Year 3

Year 4

Year 5

Q1] Q2] Q3

Q4

QL] Q2

Q3| Q4

QL[ Q2] Q3| Q4

Q1] Q2| Q3] Q4

QL[ Q2] Q3| Q4

Conduct Feasibility Studies 5&6

Review Results of Studies

Negotiate Real Estate for Sites 5&6
Construct Incubator Building

Develop Business Plans for Sites 5&6
Hire and Train Mgmt., Sites 5&6

Open Sites 5&6 (upon const. completion)
Conduct Management Review Sites 5&6

Conduct Feasibility Studies 7&8

Review Results of Studies

Negotiate Real Estate for Sites 7&8
Construct Incubator Building

Develop Business Plans for Sites 7&8
Hire and Train Mgmt., Sites 7&8

Open Sites 7&8 (upon const. completion)
Conduct Management Review, Sites 7&8

Conduct Feasibility Studies 9&10

Review Results of Studies

Negotiate Real Estate for Sites 9&10
Construct Incubator Building

Develop Business Plans for Sites 9&10
Hire and Train Mgmt., Sites 9&10

Open Sites 9&10 (when const. complete)
Conduct Management Review, Sites 9&10

Feas.

Study

Rev.

Acquire R.E.

Construction |

Plan |

\ 4

Mgr. Trng.

Feas.

Study

Rev. |

Open

Acquire R.E.

Construction |

Plan |

Rev.

v

Mgr. Trng.

Feas. Study

Open

Rev.

Acquire R.E.
Construction

Plan |

Magr. Trng.

Cont. Ed. | E—

| Open

» | Cont. Ed.

Rev.

Rev. |

Rev. ‘

Cont. Ed.

Cont. Ed.

—> |_cont Ed._|

Rev.
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Roll-out Assumptions
The following assumptions are germane to the-mit example shown above:

1. The rollout is phased activity, occurring over a period e18 years. This is due to the
fact that even though an incubator may be approved for an area, each one will still
require at least a brief feasibility study that takes into account the local ittons
affecting the outcome. Once a procedure for conducting the studies is approved, these
may turn out to be quite short, requiring only a visit from the consultants to discuss
local support, assess the market, and meet with potential partners. Theepsocould
be completed in 6®0 days.

2. There would be at least 3 4 teams of consultants conducting the studies and working
closely with IFC, the construction company and any other partners to ensure a
ochecklisto of items was covered.

3. This process nght be overseen by a monthly operations report with a project
dashboard describing progress in completing feasibility studies, administration of
training, identification and acquisition of real estate, construction, agreements with local
bank partners, antlusiness planning for each incubator in the system.

4. Concurrent with the incubator development process would be to put in place a
management system that would oversee the stgitand operations of the individual
incubators.
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Summary

The model described in this business case demonstrates how a system of ICT incubators could

serve companies in the selected countries by providing rental space, services, training, and
referrals to capital providers. This model offers developing compane®piportunity to take

advantage of amenities and services that make the incubation program an important element in

the infrastructure.

Some key elements in the program are as follows:

T
T

1
1
)l

The plan would develop a network instead of a single incubator.

The nawork would provide common business practices, methods, procedures,
oversight and reporting for all the incubators in the network.

The network achieves efficiency of scale through commonality of operations.

The post graduate facility meets the neednferging companies.

The incubation program described will be new construction or a renovated facility in a
building provided by the public sector.

The incubator will serve a mix of esite entrepreneurs and virtual tenants (in a ratio of
about 4:1).

Idealy, it will be about 2,000 square meters in size, have ready access to utilities, and a
broadband connection.

A relationship with the local technology university will make the incubator attractive to
local entrepreneurs due to the availability of facultysaltants and entrepreneurs,
students, and intellectual property (if a university is a stakeholder). In addition, it is
anticipated that faculty may represent a significant proportion of trainers for technical
certifications.

Each incubator will provide ltlo short term debt, and longer term equity financing for
companies that are near the end of their tenure in the facility, or those that have
achieved critical mass and graduated and are ready for expansion financing.
Marketing of the companies should beopided by the incubator organization in an

effort to build brand equity.

Large corporate sponsors should be actively recruited to be sponsors (potentially even
anchor tenants) of the facility.

Training in business management and technical certificatidiiseve significant element

in the overall outreach of the incubator.

Hiring a weHtrained manager with business experience who can easily adapt to the
incubator model and provide the support the entrepreneurs require will be one of the
more difficult seps in the process and should be addressed early in the planning.
Training and support for the management team of each incubator would be
accomplished by an oversight organization that manages the incubator effort either as a
contractor to IFC and/or inbDev or as a development partner in the effort.

The financing scheme described in the Report is a critical element that will make a
significant departure from previous incubation models.

The ability of the entrepreneurs to move to graduate space afterihggthe incubator
while retaining their relationship with

The integration of financing and marketing with training will prove to be a resource ICT
entrepreneurs cannot ignore. With the partnership of natiogavernment, IFC and infoDev,
this model is considered both manageable and scaleable.

t

he
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Why This Model is Different

The approach described in this document is decidedly different from other incubation programs
in a number of respects. The concept is the ukisof reviewing a significant group of ICT
incubators, observing their business models, cataloguing their strengths. The result of that
investigation is an ICT incubator model that is flexible, yet requires that the incubators meet
standards of operatioaexcellence. Several points should be clear from the foregoing
description:

1 The model proposed is very similar to a franchise. Incubators could be locally owned
and operated with national (or regional) management to adsigtscribed below.

1 The documat envisions the rolbut of anetwork of incubators, not the development
of a series of individual incubators with independent managements, board of directors,
advisors, etc. The incubators would be networked and enjoy the benefits of ftands
managemenhelp from experienced incubator professionals.

1 Each incubator will operate as a separate entity, but with management support, and
guidance from an overarching organization that will assist in recruiting, training, and
marketing the incubators.

1 Implicit in the use of a management organization is the use of standards (e.g., a common
procedures manual, standardized training of managers and clients, use of IT networking
tools, etc. that could be contemplated to tie together the various elementfién t
network).

No one (to our knowledge) has ever developed a network of incubators that would have to
meet a uniform set of standards, make regular reports to a management organization and in
return receive support in solving management problems, corggirofessional business skills
training, and obtaining referrals to sources of technical assistance and finance.

Investment End Game

The investment could be cashed out profitably through a managemeruiygcquisition by a
larger company, or even a plic offering on one of the emerging stock exchanges on the
African continent.
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Next Steps

The Next Steps for this project are as follows:

1.

This document must be expanded and revised to become a detailed business plan.
Funds must be committed to the pyect in order to begin operations.

Partner organizations to undertake construction, banking services, and incubator project
management services must be recruited.

The target locations for ICT incubators must be identified with the recognition that the
first incubator established for each region will be a hub for the others and expansion will
occur as the hub incubator grows.

Feasibility studies for each location will be required in order to make adjustments to the
model to account for local conditions noaken into account in this concept document.
Initial operation of 23 incubators should be considered as a pilot in order to ensure the
model is operating correctly so that retiut of an additional 228 incubators can

occur.

A management team to condudtis rollout should be identified and put in place.

Based on the results of the pilot operation described above, the Timeline should be

adjusted to provide a more specific rallt schedule.
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Annex 3
Slide Presentation

On April 29, 2009, the following slides were presented to representatives of infoDev and the
IFC.The slides are also available as a PowerPoint file.
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Slide 2

Successful economic development tool in the Y ;
US, and other developed countries.

A No. of incubators in US ~ 1,000

A No. of incubators worldwide, ~ 7,000

A NBIA membership growth > 10% each
year

A 35% of NBIA incubators have begun
operations since 2003 #

A 74% of incubators in UKBI have begun/*
operations since 2000. {
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Slide 3

Slide 4

Slide 5

Private Sector Incubators:

A Viaspherei Yerevan

A Rose Tech Ventures

) h i hnol

| New York S Sbato i iroan. SA

T ears old.

A Ral Zcor p ! A éwned by the City of Durban

JOhanneSburg A Two buildings, two floors of

. incubation space, four more of

A Idealab i Pasadena oy el s

A City subsidizes but the model is
trending toward financial
sustainability.

n——l'-n

ICT Incubator Mission

: Statement

. A Safe, stable and secure place to start
and grow ICT companies.

A Create employment in both ICT and
other markets.

A Promote development through training
and education.

A Strong management and leadership.

A Access to equipment required by the
client companies.

A Focal point of entrepreneurial activity;

networking; access to the business

community and potential partners.

Referrals to sources of capital.

A

e ]

Key Success Factors

A Scalable incubator model

A Real estate is major cost driver

A Sustainability achieved by: rents, fees,
equity, etc.

A Companies need both working capital
and expansion financing

A Corporate sponsors important

A Brand Identity = Efficient market reach

A Public and private sectors must be
engaged

A Post-Graduate support required
(marketing, sales, accounting, legal,
networking, other)

A Franchise model

.t--n- hn-n]
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Slide 6
Parameters of Model Incubato

A Management Staff =3 to 6

A 20-30 tenants

A 2,000 sq.meters

A 7-10 years to sustainability

A Tenants stay about 3 years

A Financed by public sector and

partners
A Post Graduate facility integral to
the program
l.w Partswrsy
Slide 7 .
Sustainable Incubator
Parent System Co-op Bank
Post Graduate
Condominium
‘ Graduate
Company
.
Client E;i:‘;‘:,:i, Graduate
Company

Slide 8

- Measurement of economic impact

reflects:
. A Employment created / value

A Noés. of client company contracts
(Year-on-Year growth of sales)

A Aggregate client company annual
turnover

' A Aggregate financing raised by clients

A Post Graduation, Year-on-Year annual
turnover growth
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Slide 9

Slide 10

Slide 11

Estimated Impact of the
Roll-out

Ten year roll-out:
After five years (22 incubators):

1 Tot. Investment = $45M

1 Tot. SMEG supported =175

1 Tot. jobs created = 1,970 @ $23K/job
After ten years (30 incubators):

1 Tot. Investment = $45M

1 Tot. SMEG& supported =475

1 Tot. jobs created = 12,060 @ $3.7K/job

Value of Project to IFC

A Model creates 475 growth-
oriented SME®& leveraging ICT
A Each SME requires:
T Additional financing for expansion
T Financing during incubation
working capital
I Technical assistance

The Exit Strategy

Three scenarios for IFC to exit:

A Leveraged buy-out by the
incubator management company

large operating company to repay
the investment

A IFC takes an equity position and/or]
assists in taking the company to /
public market.
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Slide 12

Incubator =
AN #2 |

Incubator
AN #1

Incubator Incubator
TZ #1 UG #3
Incubator
UG #2

Incubator
UG #3

Slide 13

A Management standards and
reporting
Alncorporate technical assistance
to client businesses
AIntegrated oversight of program
A Post-Grad Facilities are essential
A 2-Year pilot with rapid expansion
A Requires fipatiento financing
(up to 7-10 years)
A Close ties to an investment fund

Slide 14

Next Steps

A Develop a comprehensive
business plan.

1T Determine target locations and
conduct feasibility studies.

T Select the development team. -
T Initiate Pilot operation. ;
T Adjust the Timeline to fit the results I .

of the pilot.

A Execute the Business Plan
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Slide 15
Innovative Partners, Inc.
Tel: r9©8 7/89 3424
E-mail: je inno ers.ce
Web: www.i nn@v@ﬂvepaﬁners c©m
Slide 16
Timeline for Pilot Operation*
Slide 17
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