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Introduction

Throughout the world the Silicon Valley is highly regarded for its technological prowess and
business expertise. Known for its high tech successes, generous financiers, and beautiful
weather, for almost half a century this region of Northern California has been the envy of
businesspeople and governments the world over. Even following its spectacular collapse in the
early 2000s, the Silicon Valley has retained its luster as the Mecca for high tech business,
attracting companies from every corner of the globe with dreams of success, fortune, and fame.

For many of these companies, however, success is a dream which will remain as far away as a
pot of gold at the end of a rainbow. After fifty years of evolution, the Silicon Valley of today is
a society based on tightly-knit yet widely-reaching networks, through which the vast majority of
partnerships are made, new employees are found, and funding is received. Without access to
these networks, a company has as good a chance at success as they would in opening a shop to
sell sand in a desert.

Recognizing the difficulties faced by foreign firms trying to enter the Silicon Valley
marketplace, the City of San Jose, in 1995, decided to expand its incubator program to include an
international business center, the International Business Incubator, now the US Market Access
Center. Over the following years, the US Market Access Center would grow from simply a real
estate venture to a full-service consulting firm, aiding hundreds of companies from dozens of
countries to successfully expand their businesses. This paper will discuss how it was possible to
accomplish this, first by looking at the history of the Silicon Valley and how this networking
culture became so strong. The paper will then examine the global development of business
incubators and the various theories behind them. Finally, the unique model and history of the US
Market Access Center will be discussed, analyzing how it has been successful in the Silicon
Valley and how its model might be applied elsewhere in the world.

Part I: Silicon Valley and the Value of Incubation

Throughout the history of the Silicon Valley, a culture of networking and an acceptance of risk
have been important parts of the development of the region. Networking amongst colleagues
who have experience working with each other has played an important role almost from the
beginning of the high technology industry in the Silicon Valley. One of the first companies that
can be said to have led to the creation of Silicon Valley was Shockley Semiconductor, which was
founded by Bill Shockley in 1956 for the purpose of improving transistor technology
(Bresnahan, p.7). Before this time most of the significant electronics research was being done on
the east coast. Shockley originally tried to exploit silicon as a new material in the manufacture of
transistors. However it soon became cl ear to
holding them back. Shockl e y * s ma n awpepananaid suspgedting stagf of sabotaging
research, and forcing the entire laboratory to take lie detector tests after a stray nail had injured a
staff member. The final straw came when Shockley decided to end research into the silicon
semiconductor. Eight engineers, now known as the Traitorous Eight, felt was this was such a step



in the wrong direction that they decided to strike out on their own and create a new company.
Fairchild Semiconductor was formed with the financial backing of the Fairchild Camera and
Instrument Corporation to continue the development of the silicon transistor.

Fairchild was such a small company that ®“ever
new ¢ o rfBresnahan,p.26), because Fairchild itself could not keep up with the innovation
with each new discovery that it made. Many of the original Traitorous Eight went on the other
ventures: Gordon Moore and Robert Noyce founded Intel, Jean Hoerni went on to found
Amelco, Union Carbide Electronics, and Intersil, Eugene Kleiner was a founding partner in the
VC firm Kleiner Perkins, and Jay Last and Sheldon Roberts co-founded Amelco with Jean
Hoerni. Some of these companies competed with each other, while others cooperated together,
but they all benefited from the management skills they learned while working with each other at
both Shockley and Fairchild. Most of these companies also maintained a presence in Silicon
Valley, thus promoting even more high technology companies to come to the area where they
could cooperate with each other.

With so many companies splitting off from Fairchild, entrepreneurship among the scientists and

engineers became commonplace, and with this entrepreneurial spirit came the acceptance of

failure as a distinguishing feature of the cultureinSil i con Val l ey. As Gordon
entrepreneur did not risk his whole career in
could make the engineer more valuable to a new company” Brésnahan,p.31). Some firms

succeeded, others failed, but in any case the rapidly increasing technology meant there were

always new opportunities to be had. Even an engineer whose attempt at a startup failed would be

looked upon as someone who had experience in the marketplace. When Gordon Moore left

Fairchild to start Intel he was not very concerned about leaving a steady job to form a new

company saying he had “watched many depart fr
them succeed. Even those who failed at first
(Bresnahan, p.27).

Today the situation is much the same. The labor market in Silicon Valley is such that skilled

personal are often leaving one company to go to another that is in more desperate need of their

technological skills. Accordingto CohenandShi el ds, “There i s no stigm
very successful company such as Hewlett Packard or SunMicro sy st ems t o | aunch a
(Cohen/Shields, p.194). Even someone who is part of a failed startup still has numerous

employment opportunities in the Silicon Valley. In fact, venture capitalists often favor people

who have had experience with start ups in the past when they look for individuals to provide

executive leadership to new companies.

Engineers and researchers with new ideas for products could not form Silicon Valley by
themselves, they needed financial backing. Venture capitalist firms are an important part of the
business infrastructure that promoted and continues to promote growth in the high technology
sector. These organizations provide start-up companies with more than just financial backing.
Since venture capitalists have a stake in seeing their companies succeed they can provide a wide
range of services from managerial advice from experienced executives to leads to potential
customers (Kenney, p.80). The culture of the Silicon Valley is such that risk is an accepted part
of the business culture. Venture capitalists firms themselves are an example of risk taking
activity as the first venture capital firms were formed by bankers who wanted a larger cut of the
profits gained by their successful investments. The venture capitalist branches of banks often
served as places where future venture capitalist could learn the craft before forming their own
companies (Kenney, p.113).



Additionally, the University of California at Berkley and Stanford University have been pivotal

in the history of Silicon Valley, providing an influx of talented individuals looking to enter high

technology careers. These large schools recruit students from not only the entire country but

internationally as well ensuring a constant increase in the talent pool available to Silicon Valley

companies. Stanford University especially was important in providing links between the high

technology sector and the increased government defense spending occurring during the Cold

War. These universities also promote the entrepreneurial spirit within their students. According

to Steven Adams “more than half of the revenu
1980s and 1990s came from firms either started by Stanford students or professors or using

technol ogy devel oped RetatioiBhipaare fomed oh Schodl whitlaisms , 2 00
then used as networking tools once students have graduated.

NETWORKING IN SILICON VALLEY

As a result of this history, Silicon Valley developed a unique culture centered on networking.

Several of the other factors that contributed to this culture are outlined below.

One is the ,revolving door " guwunipthed/glleyeUntike cy c |l e
most labor markets, there is no stigma attached to an applicant who has several positions and
companies listed on his resume. Although no company is keen on losing a talented employee, it
is commonly understood that many companies aggressively recruit from their competitors. The
tool that allows them to identify and target specific employees from another company is the
contacts in their network.

Just as there is no stigma attached to job-hopping inside a discipline, there is also no negative
connotation to someone who leaves one industry to pursue a career in another one. Many
founders of Silicon V a | | neost stosied venture capitalists cut their teeth in technology
companies. Due to the typically specialized nature of most Silicon Valley companies, they must
constantly interact with other companies to perform work that they cannot or do not desire to do
themselves. In this manner, venture capital companies, component suppliers, manufacturers, and
original equipment manufacturers (OEMs) are all interrelated. This builds and reinforces
horizontal networks, even across disparate industries.

THE ROLE AND RISE OF INCUBATION

The creative, turbulent milieu of the Silicon Valley was an ideal environment for incubators to
blossom. The dotcom boom of the late 1990s saw an unprecedented number of technology
experts becoming entrepreneurs and launching companies they hoped would successfully market
their innovations. The players in this intellectual property field were adiver se , br ai ny® gr
drawn to Silicon Valley from different parts of the world. Many of these inventors and
engineers, lacking the knowledge or resources needed to survive the many challenges of business
building, turned to incubators for help. In theory, this was a good idea. The incubator, itself an
emerging business phenomenon, often had the stated goal of accelerating the growth and
improving the young businesses® ¢ s af success. In practice however, the incubators were
of t enup"s tvadhdarselves, ehanging slowly from their historical roots in the real estate
model, and lacking the structures and abilities needed to propel their client companies to success.

Development of the Business Incubation Industry

The first incubators were established in the US in the 1950s and 60s by communities struggling
to revitalize their local economy. The underlying principle was to locate small businesses and the



assistance they needed inonespot—a , busi ness d-ewiththegmlintoecmweate cent er
jobs and resuscitating the business community following local economic hardship. The results

benefited all involved parties: local realtors, the community, businesses, politicians, displaced

workers and the general community. The basic incubation program of the time, now known as

,the real estate model ," generally provided c
office services such as telephones, receptionists and copiers. Studies indicated that businesses

who received this form of support were growing faster, lasting longer, and weathering

difficulties better than those who did not. Communities around the country picked up on the

model and incubators soon became a staple of economic development plans.

In the 1980s enough incubators had been established in the US and around the world to reach a
critical mass that formed a recognizable industry with attendant national and international
associations. The parent body of these associations is the National Business Incubator
Association (NBIA) which today has over one thousand seven hundred member establishments
around the world and provides a wide range of services to members including an electronic
networking system, several publications, training seminars, and national and international
conferences.

Growth and maturation within the incubator industry has been accompanied by significant shifts
and refinements to the stated goals and approved processes of business incubation. It is widely
recognized today that in order to be successful, the incubator must offer a tailored mix of office
management help along with business and technical assistance. Publications from the intellectual
storehouse of information amassed by the NBIA show that by the 1990s theorists advocated
prioritizing of an array of business services and the professional development of incubator staff.
As stated by Mark Rice, Ph.D., a noted pioneer in the field:

The leadingedge business incubators are now characterized by complex infrastructures that
promote the development of a spewt of new businesses. They incorporate an orchestrated
set of services, beginning with a screening and evaluation process, and moving on to the
specifics each company needs to thrive. Assistance in an incubator can take many forms: a
marketing plan, prepation for strategic alliances, access to debt or equity financing,
prototype development, the guidance of a mentor, intellectual property advice, or help with
forming an effective management tedRice, p.x1)

There is a wide variety of incubators in existence today, each with a unique mission that is

tailored to the needs of its client companies and location. Analysts have categorized cluster types

based on various criteria such as university versus non-university affiliated, profit versus non-

profit, rural versus urban, and low income, women & minorities (empowerment) programs.

Sometimes incubators identify themselves by name, based on industry segment such as science

and technology, retail, or mixed usse. Regardl
crystallized a set of Best Practices to provide guidance.

The NBI A"s best practices guidelines are base
incubation which comprise 1) Recognition that the incubator itself should be a dynamic model of

a sustainable, efficient business operation, and 2) The incubator should aspire to have a positive

i mpact on the community“s (or region“"s) econo
emerging client companies. Research conducted under the auspices of the NBIA has consistently

shown that incubation programs that adhere to these principles and best practices generally

outperform those that do not.

Incubators in Silicon Valley




In Silicon Valley the high demand within the science and technology sector generated incubators

for various sub segments of technology. In 1994 the City of San Jose, the primary city in the

heart of the Silicon Valley, sponsored the establishment of two non-profit technology clusters

that continue to thrive: the Software Business Cluster and the Environmental Business Cluster.

Several other incubator ventures, both private and government-run, also proliferated in the region

for some time, but many foundered and failed, leaving a somewhat unclear record of

accomplishments. The high attrition rate on the technology incubators is not surprising given

that experts have long acknowledged the greater risks involved in the technology environment

and the attendant need to provide “a more int

The need for intensive support services has been especially acute for foreign-based companies
coming into the area with high-tech innovations they hope to introduce into the US market
through the Silicon Valley launchpad. Once here, these companies typically have to confront
and direct their energies into dealing with huge cultural and financial difficulties that often prove
to be insurmountable, even for the most promising. The reality is that it costs significantly more
to bring a company into the US than a domestic start-up requires. Most entrepreneurs from
foreign countries possess no US credit history and when searching for office space, are often
looked upon as a great risk by potential lessors. This results in the need to present an incredible
amount of financial information, paperwork and steep deposits in order to qualify for a lease.
Generally, if a lease contract is extended, it is for a minimum of one-to-two years in duration.
Once an office is secured, the company finds itself having to work through the same scenario as
they negotiate with electricity, internet access, and telephone service providers. The excessive
amount of cash spent in creating a physical Silicon Valley presence increases the pressure to
succeed by reducing the length of time available before the company completely burns through
its cash. Thus, many of these companies find they cannot afford to remain in business long
enough to develop the social network they need to become viable (Kenney/Von Burg,

2000).

Other obstacles faced by foreign companies include language and cultural barriers and
unfamiliarity with US laws and regulations. Trends noted by the US Market Access

Center indicate that some foreign cultures are notoriously poor at networking because in their
home country such behavior is considered to be quite rude. For someone born and raised in
such a culture, networking can be an extremely daunting and uncomfortable experience. They
find that developing a viable network is at best agonizing and at worst impossible. As noted
earlier, networking continues to be a critical business skill in Silicon Valley, and in many cases
the I ength of time required to est abAsthewh a vi
reserves dwindle, these foreign companies are especially susceptible to shady business coaches,
, hi t and r un ineffectovareanlestate-lzasedt insupatora. rbuth entities tend to
specialize in locating distressed companies in order to fleece them of as much money as they
can, for as long as they can. The default outcome involves the company running out of money
and closing its doors.

US laws and regulations can also be a source of expensive pitfalls for a foreign company trying
to enter the Silicon Valley. If a new company does not take precautions to protect its intellectual
property, understand the government regulations to which they are subject, and gain a solid
understanding of contract law, they stand a very high risk of losing everything before they even
get started (Cohen/Fields, 2000). In a highly competitive market such as Silicon Valley, there
are certain entities that have no compunctions against stealing others' ideas and technology if the
opportunity were to present itself.



In 1994, having successfully used the incubator model to support domestic technology start-ups,

the City of San Jose decided to begin also helping foreign-based companies by setting up the

International Business Incubator, hoping thereby to encourage the influx of foreign business and

investments to Silicon Valley and minimize hardship to foreign based businesses. The fact is that

there is a vast number of foreign firms possessing cutting-edge technology and brilliant

employees brimming over with innovative ideas. Many of these companies look to Silicon

Valley as the logical place to expand their market share and operations. If they were to
successfully relocate to Silicon Valley, thes
of technological innovation, bringn ew pool s of skill ed empl oyees,
base (Cohen/Fields, 2000). Thus, the US Market Access Center in San Jose was created to

service the technology sector, but with the unique mission of servicing foreign-based high-tech
companies in Silicon Valley. Thest ory of the incubator®s rise t
illustrativecase-s t udy of the NBI A"s best practices in &

Part Il1: The US Market Access Center: A New Model for Business Incubation and
Attraction of Foreign Direct Investment

In late 1994 an initiative by the San Jose Redevelopment Agency was put forward to create the
first US based International Business Incubator (IBI). The IBI, which was officially launched in
1995, was established to take advantage of the overwhelming demand by international
entrepreneurs to start a new technology venture in San Jose and the greater Silicon Valley. This
famed ecosystem includes such factors as the proximity to large potential corporate customers
and partners, availability of high quality engineers and business professionals with high-tech
expertise, proximity to world class universities, and the existence of high quality service
providers with expertise in the legal, tax, accounting, and investment challenges involved with
starting a new high-tech venture. In addition, the macro-economic climate and legal
infrastructure which allows for vibrant M&A and IPO activity also served as a major incentive
for international high-tech entrepreneurs to come to the Silicon Valley to start a business which
they have a clear plan to grow and position for a profitable exit.

As the first incubator built solely for the purpose of assisting entrepreneurs from foreign
countries, the mission of the IBI was very innovative compared to those of other incubators in
the US. The philosophy behind the initial vision of the IBI rested on the belief that the Silicon
Valley region, even as home to many of the greatest technology innovations, does not have a
monopoly on all the greatest innovations in commercial technology worldwide. Therefore, the
local economy can benefit in the form of job creation and increases in tax revenue generated by
creating an incubation facility where international entrepreneurs can start and grow companies
locally. The incubator would thus serve the dual purpose of incubating business locally, while
serving as a vehicle for the promotion of foreign direct investment.

The Business Model of the International Business Incubator

The IBI initially adopted the traditional real-estate business incubator model, where the operating

income of the facility was to be generated by the rental income from tenant companies. This

rental income was offered to the clients at a substantial discount to market rates as the San Jose

Redevelopment Agency provided fiscal sponsorship by leasingtheincu bat or *s 15, 000 s
foot (1,400 square meter) facility in downtown San Jose. In addition to paying the rental fee

costs, the San Jose Redevelopment Agency allocated budget each year to the Incubator for

furniture and equipment upgrades. One of the major respects in which this model differed from

other business incubator models was that it did not require the tenant companies to give the

incubator warrants or options for preferred stock in their business. This decision was made as it



was felt that many of the international companies had legal structures which were too complex to
track the potential collection of warrants and stock.

Through this business model, the IBI generated initial success by capitalizing on the high-tech
boom of the late 1990s. Foreign companies typically established a presence in the Silicon Valley
for proximity to large potential customers or acquirers like Cisco, Hewlett Packard, e-Bay,
Yahoo, and Google. Establishing a relationship with these and other prominent Silicon Valley
companies can be beneficial for a start-up not only because they serve as major customers and
partners, but in that they also function as important, recognizable reference customers for future
business development. Another benefit is the potential that such companies will acquire the
start-up in the future. During the high-tech boom of the Silicon Valley, there was enough
demand that the International Business Incubator was able to easily fill its facility. As a result of
its subsidy from the San Jose Redevelopment Agency, the I1BI could offer its fully furnished
office space at a discount to market rates for the foreign companies and still cover its operations
expenses. Other value added services which the International Business Incubator offered were
flexible month-to-month leases, free use of conference rooms, shared use of fax machines,
copiers, high-quality internet connection, inexpensive access to local telecommunications
servicesssabasi c review of each of the companies® bu
well as introductions to highly qualified service providers in the legal, tax and accounting fields.

The availability of the flexible month-to-month office leases was perhaps the greatest value add
of the IBI services. As outlined above, it is often very difficult for a foreign entrepreneur with
limited capital to lease office space for a potential business venture. The commitment to such a
long-term lease by an entrepreneur with limited resources represents a significant deterrent to
setting up an office. Being locked into a long-term lease represents a particularly difficult
challenge to an entrepreneur starting a new emerging venture as it is almost impossible to predict
the space needs of the company as he or she is unsure as to how the venture may shrink or grow
in the near future. Thus, the fact that at the IBI an entrepreneur could sign a month-to-month
lease, and therefore had the ability to expand and grow the space needs of his or her venture,
represented a huge benefit. In addition, a market research lab was created to provide basic
market research services to clients at a low cost because it used student interns from San Jose
State University to provide the research.

The Initial Success of the International Business Incubator

From 1996 through 2000 the IBI was very successful in attracting companies which wanted to
enter the Silicon Valley market, consistently achieving a one hundred percent tenant occupancy
rate during this period. Capitalizing on the pull factors of the booming Silicon Valley economy,
the IBI management created many successful partnerships with foreign trade offices responsible
for helping companies from their nations enter the US. Some of these successful partnerships
included those with the Japanese External Trade Organization, the Belgian Trade Commission,
and TEKES, the Finnish Technology promotion agency. Because of its success rate at filling all
the available office space within it facility, the IBI was able to generate sufficient income to
meet and slightly exceed all its operating expenses hosting over thirty five companies from
countries including Finland, Germany, Canada, China, France, South Africa, Japan, and
Australia.

These tenants were mostly early stage companies in the areas of information communications

technology (ICT) with products and services in the software, hardware, telecommunications, and
semiconductor industry areas. The primary reasons the companies established a presence within
the IBI and in the Silicon Valley were the acquisition of additional customers and partners in the



Silicon Valley market and the attraction of venture capital and angel investment. These priorities
held equal value for the companies because the internationally based companies within the IBI
were extremely early stage and needed the investment to further develop their respective
products and services in order to continue to survive. In addition, while securing early stage
funding is never easy, especially for a foreign company, a San Jose location does help.

Financiers prefer companies based near the headquarters of the venture fund as the partners at
these funds like to be able to meet regularly with the management team of the their portfolio
companies. Therefore, it is often a necessary prerequisite for an international company to set up a
US office in San Jose or the greater Silicon Valley and relocate its management team there to
successfully attract capital from a Silicon Valley based venture capital firm. (Pricewaterhouse
Coopers Money Tree Report, 2007)

As a result of the relative high rates of Venture Capital and Angel investment during the height
of the dot-com boom, it was a reasonable expectation among international companies and
entrepreneurs that if they set up a subsidiary in the Silicon Valley or started a company there,
they would have a better chance of successfully attracting venture investment. Also, because the
capital expenditures of high technology companies was at a relatively high level, it was
reasonable for the international companies and entrepreneurs to believe that they could rapidly
expand their customer base by setting up an operation in the US. Due to these two major pull
factors, which were for the most part particularly powerful as a result of the economic and
psychological conditions of the dot-com boom, the IBI remained more or less fully occupied
until 2001.

International Business Incubator Runs Into Problems:

Although the International Business Incubator was able to successfully attract companies to its
facility and to San Jose, its initial structure was not organized to leverage resources to provide
expert assistance in helping its clients acquire customers and partners in the US or raise venture
and angel capital. This deficiency resulted in an extremely high rate of failure among the 1BI
tenant companies. Indeed, the IBI focused all its human resources on facilities management and
the recruitment of new companies. Once recruited into the facility, tenant companies did not
receive very much material assistance or support from the incubator management and staff. The
lack of availability of this institutional support put the tenant companies in a situation where they
had to rely on their own resources and experience to negotiate the difficult and competitive US
technology markets. As a result, many of the companies failed within one year. Additionally, it
was clear that many of the companies were coming to the Silicon Valley to ride the wave of
exuberant capital expenditure by other Silicon Valley companies and the relatively large amounts
of venture capital investing and did not conduct the necessary market research and strategic
analysis to fully identify the proper market niche and positioning to achieve market traction or
successfully attract investment in the US.

Obtaining quality market research and strategic advisory services from large international firms
or private consultants was too expensive for most of the IBI tenant companies. Due to this
constellation of factors, the success rate of the 1Bl companies was quite low, and more than
ninety percent of them went out of business within one to two years. It is important to note that
those few companies which were able to succeed in the US succeeded most notably by the fact
that they already possessed a strong connection to the US market. This connection typically took
the form of one of the management team having had substantial prior experience working or
living in the US prior to launching their venture within the IBI. Since the IBI did not have a
program established to help connect its companies to Silicon Valley networks, only those



companies which had these connections or could establish them on their own were able to
achieve any success.

That the model of the original IBI did not provide meaningful help to companies in acquiring a
US customer, partner, or investor base sowed the seeds for the eventual inability of the IBI to
maintain solvency. The success of the IBI model, which was fundamentally a real estate model,
depended on the continual flow of new companies into the facility to replace those that failed.
This was possible during the dot-com boom of 1999-2001 as the demand of companies to enter
the Silicon Valley consistently remained very strong. However, this demand dried up almost
entirely from both the dot-com bust and the restrictions on H1-B visas as a result of the terrorist

attacks of September 11t The resulting severe restrictions of the capital expenditures of
Silicon Valley companies plus the reduction in new venture funding had a direct negative impact
on the prospects of foreign based companies seeking to set up office in the US. This combined
with the new visa restrictions caused demand for space within the IBI to drop precipitously, and
the number of companies fell from thirty-five tenants to five in less than one year. Since the IBI
had not developed any programs to help the remaining tenant companies increase their growth or
attract investment, none of them were able to expand within the facility, so the IBI began to run
serious deficits until the end of 2003.

A New Model of the International Business Incubator

It became clear that if the IBI was to remain in existence, it would have to change its business
model to one which would not only allow the incubator to run profitably but also would
contribute to the greater success of its companies. At the end of 2003 the management of the IBI
was changed and its structure completely reorganized to achieve these inextricably linked goals.
The main goal of this change was to completely re-structure the services of the incubator so that
more substantial assistance was offered to tenant companies, better companies were recruited
into the program, and the revenue streams of the incubator would be diversified to sustain long-
term financial viability for the incubator as a whole.

The new model for the IBI was built on the philosophy that an incubator must be structured and
managed in such a way so as to be a model for its tenant companies. Incubator models which
are structured and managed as long-term net losses in revenue are financially at the mercy of
their supporting agencies and are therefore not representative of self-sustaining models with
long-term viability.

The new model was structured around making available the necessary local expertise which
could help the international companies more successfully increase their customer and partner
base and to attract investment in the Silicon Valley. It is well known that in order for a new
venture to grow quickly and successfully in a competitive market it must have 1) a large
addressable market, 2) a recognizable and referenceable customer and partner base, 3) a unique
solution or intellectual property that is legally protected, 4) capability to scale its business, 5) a
focused product line, and 6) a business model with recurring revenue streams and high gross
margins. In order to achieve these goals, a company must have a very accurate and up-to-date
understanding of the market landscape for its particular product or service in order to acquire
new customers and partners rapidly. It was clear to the new IBI management team, who had
substantially stronger backgrounds working with technology companies than the previous
management, that each of the IBI client companies, before entering the US market, needed to
fully understand 1) the technology and market trends in the US associated with their specific
product or service, 2) their potential distributions channels, 3) the competitive and substitute
products or services, and 4) the market strategy and positioning for their product or service.



Obtaining this information by hiring either a professional research organization or independent
consultants proved not to be a viable option for many smaller high-tech companies seeking to
enter the US market. Not only were the prices charged by large research organizations beyond
the budget of an early stage company with limited resources, but the more affordable alternative,
independent consultancies, often consist of one to three people and do not have the resources to
conduct the work in an effective manner. Nevertheless, this information is indispensable for an
international company to have when considering entry into the US market.

In order to provide these critical market assessment and market research services to clients, the
IBI created a pool of people resources which leveraged both experienced consultants and
properly trained recent university graduates in an efficient and cost effective way. Fortunately
for the IBI, there is an abundant supply of highly qualified consultants and self-employed
individuals in the Silicon Valley. This population tends to be fairly numerous in the Valley as
opposed to other places because the talent pool in the region is high and that there are many
individuals who, as a result of the fairly fluid labor market, are in between jobs with larger
companies or start-up firms and may be financially independent as a result of past successes. In
addition, there is also a ready pool of intelligent and qualified recent graduates from top-tier
universities such as Stanford, UC Berkeley, UC Davis, UC San Francisco, Santa Clara
University, and San Jose State University.

Market Research Services

The IBI management designed a project team and management structure so that appropriate
Senior Consultants with backgrounds and experience relevant to the specific market niches into
which the clients fell would work closely with recent university graduates, or research associates,
to produce market research reports which provided critical information to the client companies.
The format of the research was that the Senior Consultants would oversee the entire research
project, ensuring it contained all the necessary information and supplying the contact information
of relevant industry managers from among their own professional contacts so that primary
research could be undertaken. The research associates on the project would conduct the primary
research through telephone or in-person interviews and would search all secondary resources for
relevant information. The main burden of the writing of each report would fall to the team of
two or three associates, with the Senior Consultant reviewing the report and authoring any
sections regarding high-level strategic recommendations or those sections requiring highly
detailed expertise in the field. As a result, the client company could receive the market research
information they needed at a reasonable price.

Revenue Generation Services-Creating the Necessary Networks

As the knowledge acquired through market research would be useless unless utilized effectively

to generate additional revenue, the IBI created a second consulting service which was focused on

making qualified introductions to potential customers and partners for the purpose of reducing

| Bl client companies" ti me Reaognmiagthe difficultg. nd 1 ncr
that IBI tenant companies had in setting up meetings with potential clients and partners on their

own, the IBI management created a lead-generation service which was designed to utilize the

contacts of the IBI and its Senior Consultants to set up targeted meetings with qualified potential

customers and partners in the Silicon Valley. The process would begin with a thorough review

of the «cl i en ttingand salpsaoHateral £ makesare tHatét was localized to suit



the culture of the Silicon Valley and greater US market. Once the marketing collateral was
revised, the team of Associates and Senior Consultants would call targeted contacts and set up
meetings with qualified individuals in target companies to help generate sales for the client
company. The IBI team including Senior Consultants would also attend the sales meeting and
help with the presentation if necessary. In essence, the IBI team became a proxy sales and
marketing force based in the US for international companies. The long-term goal of providing
this service was to help each of the companie
service in a cost-effective manner with a flexible US team. If the reaction to the product was
good, the international company could scale its commitment to the US market by making a local
hire and opening a local US office. This reduced the risk to the firms substantially, as marketing
and sales professionals in the Silicon Valley are extremely expensive and should only be hired
when the company has the revenue and market traction to justify the expense. Hiring an
experienced professional at a high salary before the product or service is in a stage to be sold
successfully could result in major financial liability for the company and eventually lead to its
ultimate failure.

Like the market research services, the revenue generation services were provided to the client at
a reasonable cost not only because of the efficient labor structure, but also because up-front costs
were reduced to the clients through revenue-sharing agreements for sales which the IBI helped
its clients to generate. Sharing in the success of sales contracts generated proved to be much
more attractive to companies than requiring them to give equity to the incubator for additional
assistance.

Birth of the US Market Access Center

The introduction of the market research and revenue generation services fundamentally changed
the business model of the International Business Incubator from a traditional real estate model to
a hybrid between real estate and a consulting firm. In order to better market the new model, it
was decided that the name of the International Business Incubator should be changed to the US
Market Access Center. The US Market Access Center was believed to be a much more focused
and understandable title and name more suited to an entity which was both an incubator and an
active consulting firm. The consulting group within the US Market Access Center grew at a
rapid rate in terms of the personel involved and the clients serviced. After fewer than three
months, the US Market Access Center had put together a team of over twenty-five Senior
Consultants and eight Associates with expertise and experience working with companies in the
software, hardware, telecommunications, clean tech, and biotechnology industries. It was only a
matter of months until the US Market Access Center had more consulting clients than resident
clients.

The creation of the consulting services allowed the US Market Access Center to develop a model
which not only allowed it to provide much needed services to its clients but also to maintain
financial solvency. Although the margins on the consulting projects were not as high as those
charged by private sector firms, they were enough for the US Market Access Center to cover its
operational expenses. Since the number of companies with which the US Market Access Center
could work was no longer constrained by space within the incubator, the US MAC could scale its
consulting services as needed. The assistance of the consulting services not only greatly
increased the success of the US MAC client companies, but it also provided more interesting
opportunities to the Senior Consultants and Associates, allowing the US MAC to attract an even



more qualified staff. The existence of the value-added consulting services of the US MAC also
served as a major pull factor in attracting additional clients to set-up an office as tenant
companies. After one and half years the US Market Access Center achieved one-hundred
percent occupancy within the incubator and was consulting for an average of twenty companies
at a time. Thus, under the new model, it was able to expand its client base to almost twice the
level it had achieved at the height of the success of the old 1Bl model, which existed in a superior
macro-economic environment.

With the opportunity to utilize the market research and revenue generation services prior to fully
committing to the US market, the clients of the US Market Access Center are able to increase
their success and reduce their overall risk in entering the US. After three years of implementing
the consulting services, over ninety percent of the companies with which the US Market Access
Center has worked with are still in operation after one year and are consistently increasing their
revenues and profits. The increase of this success rate is due in no small part to the fact that
through the market research and revenue generation offerings, the US MAC was able to
determine very early on whether a company was ready for the US market and could therefore nip
an imminent failure in the bud. In effect, the market research and revenue generation services
allowed the companies to more fully determine whether or not they are ready to enter the US
market, therefore allowing them to spend their international expansion capital more effectively.
Through the implementation of its consulting services, the US MAC is clearly able to identify
and work with more promising companies, and thus further down the line offer an attractive pool
of portfolio companies to its partner service providers in the legal, tax, accounting, and
investment banking fields.

As a further result of the implementation of the consulting services, the US MAC has become a
much more attractive partner to foreign trade offices with the mission of helping high-tech
companies from their home country successfully enter the US Market. These offices in the Bay
Area typically do not have the staff or contacts to address all of the needs of their client
companies for in-depth market research and lead generation. The US MAC, with its new
structure and consulting model, has proven to be an ideal cost effective partner, offering all of its
services under one roof.

Additionally, the US MAC is able to form strong partnerships with independent consultants who
specialized in helping international companies enter the Silicon Valley. Typically, many of these
independent consultants have a strong deal flow, but as one to two person operations do not have
the bandwidth to effectively deliver on the market research, lead generation, and home office
needs of their clients. By partnering with the US MAC, these independent consultancies are able
to expand their offerings to more effectively meet the needs of their client base, and thus over a
short time grow to represent a significant amount of deal flow for the US MAC. Since many of
the individuals involved with these small consultancies lived and worked in their home countries,
their partnerships with the US MAC allowes it to develop a sales force based in the home
countries of its potential clients. Through the combination of growth in its consulting services
and its tenant client base, the US Market Access Center is now running at a comfortable surplus.

Prospects for the US Market Access Center as a Replicable Incubator Model

The recent success of the US Market Access Center model stems from the fact that it is a model
structured to deliver essential services to its client base and target market in an efficient and cost
effective manner, while remaining self-sustaining. In 2006, the US Market Access Center was
recognized by the National Business Incubator Association, along with only two other incubators
in the US, for its work in creating services to help international companies achieve "soft



landings," or successful entry, into the US market. The NBIA recognized the US MAC as
effectively targeting that which companies need most when entering a new and competitive
market like that of the Silicon Valley, namely in-depth, accurate, and up-to-date information on
the local market landscape for their product or service offering, targeted, qualified contacts with
potential customers, and a base of operations from which to launch their US office.

Even though the US Market Access Center benefited tremendously from being located in a
market which possesses significant pull factors, incubators in other parts of the world could
replicate this success by creating the types of consulting services offered by the US MAC and
evolving beyond the traditional real-estate model of many business incubators. As globalization
continues as a worldwide trend, it will be important for incubators to create services which serve
to not only help those entrepreneurs from their local areas, but also those from other parts of the
world seeking to use the incubator as a first entry point into a foreign market. The existence of
such services will serve as a catalyst for connecting companies into essential local networks and
expertise with the entrepreneurs coming from abroad who desperately need it, creating a win-win
situation for the entrepreneurs, the local workforce, and the sponsors and managers of the
incubator.

Chuck Ericksons currently the Executive Director and CEO of the US Market Access Center,
serving approximately 30 companies expanding their market reach to the United States.
Previously, he worked as a business consultant specializing in start-up or start-over operations
and activities involving CEO coaching, interim CEO/COQ positioning, and project management
(CTO/COO0).

He has recently held positions of corporate President/CEO, CTO, Managing Director, and
Technical Director of entrepreneurial management teams in start-up and turn-around companies.
Mr. Erickson is a seasoned executive with over thirty-five years of management experience
focused in the areas of innovative software and hardware development, international business
and corporate operations. He has extensive international experience in software and hardware
development, marketing, and manufacturing. He has proven abilities as an effective team builder,
strategist, and communicator.

Mr. Erickson holds a BSEE from Illinois Institute of Technology, has done post-graduate studies
at The University of Chicago, and has taught at 1T, Penn State University and San Jose State
University. He is an active volunteer in the Boy Scouts of America, holding positions of Council
President, Executive VP, and Area President. He also recently served as Chairman of the Board
for Eastfield Ming Quong, a child and family services non-profit agency.

Omar Mencinis responsible for the worldwide business development of the US Market Access
Cent er " s sefviceS IM20@3)Mr. Mencin started the USMAC consulting group which
provides strategic consulting services to foreign based high-tech small and medium sized
enterprises (SMEs) and government agencies worldwide. Since 2003, he has closed contracts and
created partnerships with over 100 client companies in the information communications
technology, solar and renewable energy, and biotech and life science sectors, and with several
government agencies and foreign based business incubators from over thirty countries in Asia,
Europe, Latin America, and Africa.



Mr. Mencin is currently an advisor to several government groups from Japan, Finland, China,

Slovenia, Chile, Belgium, and Germany which work to bring small and medium sized

technology companiestotheUSmar ket . He was previously an ana
Merchant Banking Division, which invests private equity capital worldwide. Mr. Mencin has

also worked in a variety of law offices structuring M&A deals, IPO's, and international finance

projects, has served as an intern for the World Bank Paris Office and as a research assistant for

the Hoover Institute at Stanford.

He has a BA from Swarthmore College with Honors, has studied mandarin Chinese at the Taipei
Language Institute and National Taiwan University in Taipei, Taiwan, and has a certificate in
Management Science and Engineering and an MA in East Asian Studies from Stanford
University. Recently, he was elected to membership at the Pacific Council on International

Policy.
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