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Recent turbulent markets have created additional barriers to entry for technology and knowledge based startups. The need for these start-ups to create global reach and internationalize early is critical. Conventional business models or processes no longer apply and this poses significant challenges to the conventional incubation process in terms of funding, development and supporting infrastructure for these emerging SMEs. This paper will outline some novel approaches that have led to the development of an integrated process for financing, incubating and launching many successful companies resilient to new market challenges.    

The process has been applied across a sample of 74 companies over 5 years. It identifies the importance of promoter selection, the use of mentors, strategy reviews, interdisciplinary training and peer group contention. The venture consulting and counseling form the anchor and are supported with drip feed finance and the use of state of the art infrastructure.

Case studies from the sample will be used to illustrate the methods and the results. The impact of the recent downturn on these start-ups will be assessed, and the learning experiences discussed.

While recognizing the fundamental need for venture consultancy and finance, the sophistication of the operating environment is becoming ever more important. Scaleable infrastructure and high end data communications are now key requirements. The author will outline the role of facilities design and the use of fully converged IP networks, virtual private networks, unified messaging and the resultant benefits for SMEs in the start-up process. A range of examples will show how specific firms used these new technologies to augment and create a global footprint. 

These methodologies work well in peripheral or developing regions – not close to the main markets. It is hoped that delegates might redeploy some of these qualified transferable tools in their advancement of entrepreneurial activity. 

Background: Turbulent Markets

Conventional wisdom would say it is harder and riskier to start up a new business in recessionary times. Certainly there are barriers to entry and a withdrawal of private investors from the equity food chain. Does this deter start-ups or increase the failure rate or does it strengthen these emergent companies to be resilient and hence more competitive?

These changing times pose greater challenges for professionals working with these start ups and economic development agencies creating public policy to stimulate the formation and growth of new firms. 

In this new order the conventional business models or processes need to be re-examined and changed in the areas of

· funding (equity, loans or grants)

· venture consulting (advising, coaching, training etc)
· infrastructure (space, quality of life, broadband networks etc)
The development of competitive capability within start-up firms is a new requirement which together with the changed processes in turbulent economic times compel policy makers and advisors to be more creative and innovative in their approach.

Stimulating activity

A key area is to attract potential candidate start ups at a much earlier stage. The earlier that independent advisors become involved the greater chance that the start up process can be optimized by applying best practice rather than allowing random events to happen.

Broadcasting or the promotion of an entrepreneurial culture, process or cluster is key to

· bringing forward by “word of mouth” candidate entrepreneurs and projects often before any definitive action is taken to assemble a team or project/concept

· raising the consciousness of “latent” entrepreneurs who do not come forward but may encourage or mentor an entrepreneur or alternatively plan a “career move” to a downstream start up.

Effective broadcasting is a subtle mix of events and actions over a period of time around:

· a central location or entity  for broadcasting (eg an incubator or consulting entity)

· promotional events about client successes

· marketing to professional advisors for referrals 

· collateral materials/web site/brochure

· speaking engagements

· recognition and competition (eg. best emerging company 200X)
· workshops

· industry and business networks (eg. Chamber of Commerce)

· industry local conferences

· presentations to partner organizations, HR managers, heads of industry, banks  VCs etc

The measurable outputs of this process are actions and events linked with attendance and the quality of attendees. These effectively represent new contacts in the process of establishing early client contact. 

Table 1: Methodologies of developing the feedstock of higher potential start-ups

	ACTIVITIES OF THE

START UP PROCESS
	ACTIVITIES / FUNCTIONS
	OUTPUT / MEASUREMENTS
	#

	1.
BROADCASTING

(Consumer)
	Conferences

Web Site

Media / PR

Brochure

Speaking Engagements

Presentations

Create awareness-Professional Firms and Agencies for referrals
	Creating and attending

Ongoing updating

Promotional Mentions

New Brochure

No. and different groups
	1-2

1

10

	2. REFERRAL NURTURING


	Interface with Agencies (EI, CEB)

Maintain contact with existing clients and contact with Educational Facilities (UCC, CIT)

Networking (Chamber, CEIA, it@cork)


	Number of quality referrals

Brand/Relationship maintenance

Shared activities, events, quality referrals


	

	3.
EARLY CLIENT CONTACT


	Phone Call Screen

Preliminary Meeting

Screening on Web

Preliminary Assessment
	Contacts

Formally taken on client

Numbers entering the business planning process


	350

30

	4.
FIRST STAGE

· Finance

· Seed Capital

· Space


	Client Specific

Action Plans + implementation

Possible Work (Research, Strategy, Business Plan, Financials)


	Preliminary Business Plans
	18

	5. ADVANCED STAGE
	Generate Investor Grade "Business Plan"

Raise Finance

Mentoring / Coaching


	Number and Quality of Start-ups (and subsequent growth, export capability and survivability)


	12


Early direct contact occurs though 

· direct contact though word of mouth or from collateral materials

· third party referral by an agency, partner, client etc

It is vital in this process that referrals are nurtured and developed. The customer in this case is the referral organisation and could be agencies, educational institutions, professional service firms etc. Recent research shows as high as 62% of eventual start ups come from the referral route.

Table 2: Sources of Primary Contact for clients for eventual start-ups

	
	No
	%

	Development Agency Referrals
	6
	25%

	Staff: CORKBIC
	5
	21%

	Word of Mouth: Social and Business Networks
	7
	29%

	Publicity/marketing: Web
	4
	17%

	Universities/colleges referrals
	2
	8%

	Sample size (Start-up companies)
	24
	100%




Sources Operational Review GEP3 - March 2002

The measurable output in referral nurturing is the number of referrals, the strength of the relationship and the reciprocation to strengthen the channel. 

The entrepreneurs’ referral route tends to give the highest quality of candidate and this is supported by subtle broadcasting and promotion to strengthen this relationship channel.

Table 3: Services for Developing Higher Potential Start-ups








The initial meetings focus on defining the project, scaling the proposal, trying to define competitive advantage and what is innovative. The scaling defines broadly the revenue growth, channel margin structure, resources, financing and risk. The many gaps in information generate an action list for follow up by the client. A key criterion in client self selection is how they follow up the action list, their capacity to learn and take on board advice.

Further meetings evaluate the characteristics of the entrepreneur such as drive, dedication and doggedness coupled with the ability to listen and learn. Many clients self select out and desire to progress no further or in a different direction.

The end product is the mutual selection as a client by more than one executive or committee. The next steps are an application for feasibility study funding (non repayable) and a detailed work plan and action list. This process is essentially one of advising/coaching where the test is whether the promoter can do the work.

The process of self selection

Excellence of advice and the ability to work hands-on with the promoter to develop an initial plan attract potentially innovative projects directly or through the referral route. They enter a self selection process that becomes the preliminary value-adding interface with the client.


[image: image1.wmf]Table 4: Workflow in Client Self Selection

Telephone Contact (Inbound or Outbound)

Select

Select Out?

Refer Elsewhere

Initial Meeting/Discussion with Consultant

Formulate Business Idea - begin to scope/scale the project

(At BIC or Clients premises for existing SME)

Additional Meetings with Consultant

Review project scope and develop action plan around market research

Select

Select Out?

Test and evaluate Entrepreneur Characteristics

Capacity to learn and take on board advice

Select

Select Out?

Additional meetings

Feasibility Study Grant Application with consultant

Detailed Project Review - Action List by month

Select as a BIC Client

Select Out?

Evaluation Committee Decision

Funding Approved

Assessment of Management Development Needs

Assessment Skills Development Programme

Appoint mentor

Assistance to compile Business Plan

Test Market Research

    CUSTOMERS

SEED FINANCING


Clients then enter the business planning process and

· can avail of a variety of training / coaching programmes

· can receive feasibility study funding (non repayable)

· can be encouraged to move into an incubator to contain cash costs and allow scalability

The results of this process across 5 regional centres in Ireland are contained below:

Table 5: Outputs for 5  Irish BICs in 2002

	No of contacts
	1413

	No of companies (projects) assisted
	286

	No of start-ups
	44


Improving the success rate

The integration and linking of the inputs above to assist the client in business planning has had a dramatic affect when run as a programme. Since 1997 we have been involved in a programme called the GEP (Genesis-previously Graduate Enterprise Programme) run in partnership with the Cork Institute of Technology, Enterprise Ireland, University College Cork and Institute of Technology Tralee.

“There is a school of thought that suggests that entrepreneurs are born not made and I do not subscribe to it. I firmly believe that with the right environment you can stimulate an entrepreneurial spirit, which might otherwise lie dormant. The creation of an enterprise culture which encourages risk taking and does not criticise those who fail is the first step towards developing forward thinking entrepreneurs. In Ireland, there has been a sea change in attitudes to entrepreneurship over the past ten years. In part these changes have been brought about by a shift in policy thinking which gives greater recognition to the role played by entrepreneurs in the economic development of the country and the potential for small business to expand and create large numbers of new jobs. However more importantly, the collective Irish psyche, which traditionally focused on securing a “permanent and pensionable” job has also changed. There is a greater openness to self-employment and the benefits which this can bring.” – Dan Flinter, Chief Executive, Enterprise Ireland ¹

The results of the GEP would indicate that entrepreneurs can be made and entrepreneurship can be triggered in certain people and once adopted becomes a way of life.

Table 6: Case Study GEP Cork 1997 – 2002

	Year
	Starting Companies
	Ending Companies
	Still in Business 2003
	Reaching Stage 3 – “take off”

	1998
	14
	14
	11
	5

	1999
	14
	13
	10
	6

	2000
	15
	15
	12
	7

	2001
	15
	14
	13
	7

	2002
	16
	16
	16
	7

	Totals
	74
	72
	62
	32

	As % of starting
	100%
	95%
	84%
	43%


Source: as surveyed by Paula Fitzsimons/Mary O’Sullivan³ and supplemented with CORKBIC data

Notes: Stage 3 = Capacity to grow (customers/channels) and ability to raise private equity € 250K+
Targets :  Employ 10+ personnel, Turnover € 1m, Export led

The typical (and ideal) candidate is 28-40 years old, a graduate or higher qualification plus 10 years international experience in industry -several employers- and has been head of function. He or she would be the lead in a start up team of complementary disciplines. Few will have any start-up or entrepreneurial experience but nevertheless will have drive and ambition. There will be team deficiencies, skill deficiencies and many other gaps to be addressed.

The GEP is integrated rapid incubation programme to accelerate the route to market. The integration is the placing of 12-18 selected clients under a dedicated programme manager for a 12-month period delivering

· mentoring though a independent experienced mentor panel

· coaching from CORKBIC

· training workshops from professional service firms and CORKBIC

· drip feed finance (non repayable and monthly)

· business address, desk space, PCs, phone and internet.

The hidden unseen benefit is being able to network and benchmark off 12-18 other candidate entrepreneurs. The concentration of resources allows a faster route to market and hence revenue, it dramatically reduces risk of failure (borne out by the running survival rate of 84%). In addition the basic grounding or fast track in entrepreneurship develops clients to reach the Stage 3 or “take off” stage earlier when they can capture and sustain major accounts, raise equity finance and expand beyond the core team to 10+ employees.

Case study – Comnitel Technologies 
                                    www.comnitel.com

In August 1998, Declan Fox and Kieran Moynihan began discussions on a new business startup, subsequent to leaving their jobs in Motorola. Their early plans were to outsource IT services to the public sector. They left their jobs in Motorola in Autumn 1998. Kieran began consulting and client engagement with a local municipality to bring in revenue and Declan was accepted onto the GEP (starting January 1999) to give the project a 12 month window to develop and test business plan. By May 1999 it was decided that a better opportunity existed in providing quality assurance for the network operations of the cell phone/mobile operators.

This was standards based (eg GSM, GPRS etc) and as it was emerging as a mission critical area for all of the industry, required a product with the appropriate quality assurance and roadmap. They developed a detailed plan and tested market research over the next few months and in October 1999 raised first a round financing package of about €1.5m. –the bulk of which was equity. The core of the plan was to hire the best people and form strategic alliances with the sector leaders to embed Comnitel into a nodal position. For the provision of technology they formed alliances with Bull, Sun and HP. With the mobile operators they formed alliances with 5-6 Tier 1 and Tier 2 operators and with the OEMs they sought out the majors (eg Nokia etc). As a result Comnitel was first to launch worldwide a wireless service management system called ‘ServiceAssure™.’  The company raised €15m in 2nd round financing and subsequently €12m in 3rd round during 2002. The company employs about 80 people, is based in Cork and Cambridge, UK and is a worldwide leader in providing wireless service management solutions to global mobile telecom service providers. 

Building resiliency and creating competitive advantage

Key lessons learnt from this process over 5 years are

· go to the market early – it sorts out many problems

· make alliances core to the plan (channel or customer or technology) and leverage these in the execution

· develop deep market research and cross check 

· aim high with ambition as it attracts customers, advisors and employees

· use a Board early to force discipline and traction in the route to market

· cash control and risk management to retain a negotiating position with investors and Board

In the present market conditions resiliency is key and in itself is a key competitive advantage. Surgical focus is another key competitive advantage in the start-up process. Out of the cohort of 74 firms or individuals starting this process 2 did not complete and an additional 10 over the 5 years decided to cease operations and return to regular full time employment. Most of these closures were orderly winding up of operations rather than liquidations leaving many bad debts.

The present recession has strengthened this group - increasing their competitive capability and as a result there have been only 2 failures in the last 2 years.

Many of the methodologies discussed above go a long way to addressing many of the issues    highlighted in current research. The HotOrigin report8 in 2003 on Ireland’s indigenous Software Cluster concluded that winning significant ongoing sales was the biggest issue facing growing companies – that product innovation does not equal commercial success. This process is about winning and managing major accounts and at an early stage identifying and developing strategic alliances. 
The need for global reach or footprint

Whilst the integrated process of the GEP tightly bonds venture consultancy and finance there is a need for early market validation with global key accounts. This requirement for global reach with major accounts requires new tools in the incubation process. The traditional incubation of start ups had 3 cornerstones.

Table 7: Physical Incubator Model




The new process that we have adopted at the National Software Centre (NSC Campus) in Cork Ireland is distributed where some of the elements of a start up are on a customer site or multiple locations.

Table 8: Virtual Incubator Model




The HUB can be a knowledgeable/experienced pool of advisors and/or a physical building or center and/or a critical mass of resources (eg. development servers) accessed physically, or electronically via a VPN or Internet connection. 

This involves providing a switched IP (Internet Protocol) infrastructure within the physical building but also to anywhere in the world over IP-VPNs (Virtual Private Networks). Scalable infrastructure and high end data communication are now key requirements and like the GEP rapidly improve time to market and reduce risk.

Case study – Wireless In Motion
                   www.wireless-in-motion.com

Wireless In Motion (WIM) was founded in 2001 via the GEP to develop wireless applications. One of the first applications rolled out was premium SMS (Short Messaging Service) - text messaging of breaking news or information etc to cell phones by mobile operators. For the operator it is a premium revenue bearing service as opposed to voice minutes which is a commodity. WIM deliver the premium SMS service from their servers in the National Software Centre (NSC) over secure VPNs over the internet. Since the service is near real time – order to delivery times to the end user of less than a second, then billing and mediation has to be online. WIM retains control of the delivery platform and has near real time VPN links to two pan-European and one Irish mobile operator to access billing databases and as a result to revenue share in real time with these mobile operators. The alliance with these operators is more a partnership of equals even though the core team in WIM is at present only 4-5 people. The provision of these facilities at the NSC has enabled WIM and similar companies to create strategic platforms that would otherwise have been prohibitive for a company of its size due to cost, time delays and reliance on third party service providers, where, as a startup they would have little leverage. 

Case study – Selatra
                                                   
www.selatra.com 

As result of the restructuring of operations in late 2002 by Logica in Cork, a number of its key management team re-evaluated their positions. One such senior executive is now CEO of a newly formed startup Selatra and now a participant on the GEP. They operate in the delivery of games and entertainment to cell phones via mobile operators and third party channels. Mobile entertainment is a key growth area for service providers as it provides premium revenue on third party content. The sector is fast changing with the life of games product being as low as 2 weeks, and the future outcome in terms of channels and providers being uncertain. Rapid scalability is key to harnessing potential demand into revenue. Selatra is trading and servicing its major channels from the NSC. It operates a content and hosting server in the NSC that delivers games to users via the mobile or cellphone network in Ireland, UK and Scandinavia. A cellphone user in response to an SMS (short messaging service) notification initiates a premium SMS response via GPRS to an IVR (intelligent voice recognition) that after validation, billing and mediation passes the request to the content servers for download. The other channel is the retail channel over the Internet which is worldwide. Here the third party agents have a front end or ‘skin on the content’ to the Selatra retail site http://www.fonearcade.com and can purchase over the Internet. The NSC facilities of being able to control and scale these content and hosting servers on almost a real time basis is a ‘safety net’ and key to market trials and testing new technology in this fast changing and unchartered market.  In May 2003, Selatra is live in Australia with this service driven from the NSC infrastructure.

Traction in the market (such as the WIM and Selatra cases) with a focus on a niche, strong reference clients, channel partners and a bright energized team are key attainable and desired positions for start ups.


The single biggest challenge facing high technology startups today is getting sales and capturing revenue. This area is also the least understood by both promoters and their advisors.   

We see our role as disseminating through best practice some of these qualified transferable tools which can help create global footprints for our start ups, especially from peripheral and developing regions. 

The transition from a startup to a bigger company can place huge additional responsibility and stresses on the promoter. The impact of this organization change cannot be overlooked. It is often not until this point that the promoter looks to professional advisors for personal advice and coaching.

In the words of a valued client:

 “We started out in a small boat in a shallow river with not much to lose. Then the boat grows…other people in there, now the river is deeper…if it capsizes we have to swim to shore.  At some point you need professional pilots, who have been there before”
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