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ABSTRACT

As competition is becoming more and more pronounced, the market entry for newly established companies is a complex task. This
process becomes even more complicated if a company is small, because it has to deal not only with lack of experience, but also with
a lack of funds. Business incubators have been spreading all over the world for more than half a century. It suggests that this type
of sponsorship of small and medium business will be relevant in the next decade and continuous research in this field will help to
provide optimal support for companies.
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Introduction

Despite the fact that over the past two decades business incubation processes have been extensively
studied by numerous foreign authors, however, in Lithuania this field of research has not attracted much
attention and there are only few scientific publications.

A. Fominiené (2010) evaluated the processes of business incubation and identified improvement capa-
bilities for business incubators (proposed the possible classification of business incubators according to the
level of development). The study showed that after 10 years of activity all Lithuanian business incubators
can be attributed only to the first generation type of business incubators, which activities are focused on the
rent of premises and equipment or office services for newly established enterprises. For this reason, it is ne-
cessary to create favourable conditions to the Lithuanian business incubators to evolve to the next generation
incubators, which could offer a wider spectrum of development opportunities for business. J. Karalevi¢iené
and L. Kusleikiené (2011) conducted a study with an objective to analyse the peculiarities of business incu-
bation in Lithuania. A. Fominiené and J. Mackevicius (2012) examined the definitions which are encoun-
tered in different scientific sources and concluded that business incubators can be defined as organizations
that provide comprehensive support for newly created or still emerging enterprises and which facilitate their
successful development and integration into the competitive market. Moreover, these authors proposed the
financial indicators system for the assessment of business incubators performance. M. Kucinskiené and
A. Fominiené (2015) analysed public services for business which included business incubation and the com-
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plex performance measurement methodology. J. Cerneviciité and R. Strazdas (2014) examined the role of
art incubators in the development of system innovations.

A foreign study by J. Brooneel, T. Ratihno, B. Clarysse, and A. Groen (2011) suggested a clas-
sification of business incubators into three groups depending on their provided services. D. Patton,
L. Warren, and D. Bream (2009) conducted a study in which they investigated the key factors that
promote a successful incubation in the technological business incubators, although S. Stephens and
G. Onofrei (2012) claim that the evaluation of business incubation processes by tangible indicators
is not entirely complete. The authors introduced their methodology which is focused on the analysis
of two types of indicators: “hard measures” and “soft measures”. Assessment criteria which can be
strictly measured are assigned to hard measures (i.e., provided space, profitability or pace of deve-
lopment), whereas not “clearly” defined criteria or hardly measurable parameters are assigned to
soft measures (i.e., skills, confidence or professionalism).

The problem of the research. In 2005 there were 7 business incubators in Lithuania, however, to
this day only four of them have been still operating. Therefore, research in this field is relevant. In order to
ensure the smooth development of business incubators we have to investigate business incubation processes,
the quality of provided services and their practical benefit to the incubated companies and to see the oppor-
tunities for the process improvement.

The purpose of this paper is to assess the feasibility to improve business incubation processes in
Lithuania.

The methods of the research: systematic and comparative analysis of scientific literature, data col-
lection using questionnaires for interviewing the heads of business incubators and incubating firms.

1. The theoretical background of business incubation processes

Business processes are the sum of all performed steps or tasks that provides a particular product or ser-
vice to the market. The improvement of processes is a logical sequence of tasks, which includes the identi-
fication of processes, analysis and development (Holtzman, 2011). There are a lot of articles related to the
development of business processes, however, none of them offers a consistent improvement methodology.
For the improvement of business incubation processes we have to take into account the incubator’s speci-
fic goals. Furthermore, each process of the incubator (services) must be evaluated based on the individual
scale.

In order to determine the opportunities for the improvement of business incubators, it is necessary to
identify the key processes, which have the major influence on the incubator’s performance. A successfully
operating business is the product of business incubator, however, the self-maintenance is also an important
issue for every business incubator. Therefore, the same models of process architecture used for the usual en-
terprise can be applied for the business incubator as well. On the other hand, the incubator’s processes can be
seen as the value chain framework. M. Jones (2010) points out that an innovative value-chain model allows
to link all the processes into one incubation cycle.

The incubation process usually begins from the establishment of a company and ends when the compa-
ny is able to operate independently. It must be noted that, in spite of the fact that different scientific papers
(Fominiené, Kucinskiené, 2010a; Manan, 2000; Benchmarking of Business Incubators, 2002; Jones, 2010)
describe incubation slightly differently, but usually all the processes can be divided into three stages:

1. Pre-incubation. At this stage it is important to ensure the proper selection of companies which are
going to be incubated. The uniqueness of business idea, growth prospects, and the innovation must be eva-
luated.

2. Incubation (classical incubation). This stage lasts for three years and provides funding, mentoring ser-
vices as well as all types of training. The business incubator must ensure the cooperation, support, and active
participation of the companies in the incubation process.
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3. Development stage (after incubation). This step is related to the activities that are carried out when
the company reaches a mature stage (leaves the business incubator) and is ready to operate independently.
Classical incubation is complete after reaching the objectives or after the expiry of the funding.

In our case, it is appropriate to state that if an enterprise is the product of the business incubator, then all
business incubator’s services can be treated as the incubating processes. In the literature (Kucinskiené, Fo-
miniené, 2010a; [lemenxo, 2013; Caprucon, 2013) incubating processes are widely examined and can be di-
vided differently. To summarise, it is reasonable to divide all business incubators’ services into three groups:
1) services which help to reduce expenses for a company; 2) consulting and training services; 3) assistance
in establishing business relations. It is worth to emphasise, that in order to achieve the optimal performance
of a business incubator it is necessary to balance all the services for the synergistic effect.

T PA| N Business incubation

proceses

Incubation (clasical Development stage (after
incubation) incubation)

Pre-incubation

services which help to reduce the
expenses for the company;

assistance in establishing
business relations,
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First generation: tangible
services
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Figure 1. The model for improvement and assessment of business incubation processes

In this study the authors suggest the business incubation assessment model. All the processes are presen-
ted as a consistent process chain which is divided into the three main groups (Figure 1):

1) Pre-incubation processes: enterprise selection, trainings, business planning, and market research.

2) Incubation processes: consulting, office and/or equipment rent, entrepreneurship training, innovation
for development, financing search assistance, virtual incubation, and the formation of the bonds with other
companies and/or business incubators. Rarely business incubator provides all of these services, therefore,
depending on the provided services we can estimate the transformation (growth) level of the incubator. This
model for the classification of business incubators is based on the transformation model (Fominiené, 2010),
which emphasises that the degree of development of business incubators depends on the complexity of the
provided services. In our suggested model business incubators of the first generation provide only material
services (usually rental services). If a business incubator also provides non-material support (i.e., consulting,
entrepreneurial training, financing search assistance) then it can be classified as the second generation busi-
ness incubator. The incubators of the third generation type are focused on specialised activities like innova-
tion for development or virtual incubation. The fourth generation type incubators, in addition to the above
mentioned services, are characterised by the ability to build business relationships among different compa-
nies or incubators (“Networking”). According to many authors (Tse, 2002; Freel, 2003) the networking is the
main criterion which determines the success of business incubators and incubated companies.
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3) Development stage processes: consulting of the companies which have already left the business incu-
bator.

The evaluation of the above mentioned business incubation processes were carried out according to the
“Pain-Gain” methodology developed by R. T. Burlton (2013). All the processes were assessed according to
their position in the “Pain-Gain” graph. The processes marked in the right part of the diagram are the most
important for the business incubator and the ordinate axis shows how well these processes are performed.

2. Evaluation of the incubating processes

In 2015 there were four business incubators in Lithuania: Siauliai, Tel3iai, Kazly Riida, and Ignalina
business incubators. According to the Small and Medium Enterprises Development Strategy (2015) since
the establishment of business incubators until 2015 more than 870 companies were incubated and 3409 new
jobs were created in Lithuania. The largest number of created jobs per employee in a business incubator were
observed in the business incubator of TelSiai (17 new jobs per one staff member).The data of this strategy
also shows that in 2015 the largest number of enterprises were incubated in Siauliai business incubator (55
companies), and the least in Kazly Riida incubator (9 companies).

It should be noted that there is no single methodology for evaluation of business incubator performance.
However, there is a comprehensive performance assessment methodology which can be applied to the public
administration institutions of Lithuania. It consists of three parts: 1) monitoring of the applied quality mana-
gement methods; 2) quantitative performance indicators; 3) customers satisfaction index of public services.
Yet M. Kucinskiené and A. Fominiené (2015) point out that public services are highly differentiated so in
order to improve customer satisfaction it is appropriate to carry out additional studies which could allow
adapting the performance measurement methodology to different public organizations.

Research methodology

In order to evaluate the possibilities to improve the incubation processes, the “Pain—Gain” model (Burl-
ton, 2013) was applied. For this purpose a new methodology was proposed which includes interviews with
the managers of business incubators and the survey of incubated companies. The qualitative research was
carried out by interviewing all four managers of business incubators. The objectives of the study were to
establish standards used for the evaluation of performance indicators and to identify the main business incu-
bating processes as well as their impact on the business.

Research methods: qualitative research (interview) and quantitative research (survey).

Sampling. For the qualitative research the managers of all four business incubators were interviewed.
At the day of the study 122 companies were incubated and it was planned to interview the managers of 93
incubating enterprises. The managers of 68 enterprises answered to the survey and the sampling error rate
was 6.8%.

Results of qualitative research

In accordance to the proposed complex performance measurement methodology it was planned to de-
termine how it was applied in the business incubators. The interviews with managers revealed that none of
them was participating in the monitoring studies of the application of quality management methods in the
Lithuanian public institutions/agencies. None of these methods were used in business incubators as well.
Respondents claimed that the main obstacles for the application of the quality management methods were
insufficient resources and the lack of staff skills.

Customer satisfaction index of the public services was not calculated. Half of the managers (2) indicated
that they were not familiar with this technique. Other two managers claimed that they had not been using
these techniques due to the absence of a clear methodology.
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Previously there were some attempts to develop a single methodology for the evaluation of the incuba-
tors’ performance, however, calculations have not been carried out so far. Usually the incubator’s annual re-
port consists of some irrelevant indicators (number of employees, income, number of incubated companies,
number of newly created jobs, etc.). In this study, the managers of business incubators were asked to rate on
a scale from 1 to 5 how some of the annual report’s indicators reflected the real performance of a business in-
cubator (where 1 meant ‘does not reflect’; 2— ‘poorly reflects’; 3— ‘hard to say’; 4— ‘partly reflects’; 5— ‘fully
reflects’). Based on the results, all indicators can be divided into three groups (see Table 1).

Table 1. The importance of evaluation criteria (according to the managers of incubators) in 2015

Importance

Number of consultations '
Number of incubating companies Very important

Volume of work with incubated companies

4.75

Volume of work with not incubated companies

Number of companies established with incubators’ assistance

Number of previously incubated companies 45

Number of jobs created Important

Volume of trainings

Distribution of entrepreneurship information

Working with regional education institutions

Survival rate of previously incubated companies 4.25

Survival rate of currently incubating companies

Percentage of rent occupancy 4 | Less important
Companies’ investments 3.5

Income

Number of employees 3.25

As can be seen from Table 1, the most important criteria that reflect the actual performance of the incu-
bator can be considered as “incubator’s activities” (for example, the number of consultations, the amount of
work with companies or the volume of training). On the other hand, the company’s evaluation criteria such
as investments, survival rate or paid taxes are considered less important. It is also important to distinguish
two other indicators: the number of incubator’s employees and occupancy rate. The latter two indicators
were rated as not so important, however, they make direct influence on incubator performance. This distri-
bution suggests that Lithuanian business incubators are focused on work with companies, rather than on the
results. This may indicate that Lithuanian business incubators can be attributed to the lower type of business
incubators.

Results of quantitative research

Business incubation processes were assessed according to R. T. Burlton’s (2013) “Pain-Gain” metho-
dology. The respondents were asked to evaluate the importance and quality of the incubator’s processes
(services). The services were divided into three groups according to their importance and impact on the deve-
lopment of enterprises. These groups were linked with different types of incubators (see Figure 1). Tangible
services are related to a business incubator of the first type. In the “Pain-Gain” diagram they are marked as
circles (see Figure 2). Processes which were assigned to the second type incubators are indicated as rhombu-
ses, and business incubators of the third and fourth type are marked as stars.
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Figure 2. Assessment of incubation processes according to the “Pain-Gain” methodology

As can be seen from Figure 2, the most important processes for the respondents were tangible services,
namely, rental of premises and office services. Moreover, according to their quality these services were also
considered among the best ones. In fact, it signals that business incubators’ activities are not sufficiently
developed and business incubators activities are targeted to the basic services. There exists a perception
that material help is the most important for their development, however, such service does not substantially
increase the added value of the incubated companies.

The respondents indicated that the processes of type III and the financing search assistance are the least
important. However, it should be emphasised that this situation is unfair, because these services in the long-
term will enable these companies to compete in the market and survive after the incubation process.

The processes marked in squares numbered 1, 2, 4, and 5 can be improved, because they are important
to the companies though poorly implemented (Figure 2). The highest priority for the improvement must be
given to the processes in the first section, the lowest— in the fifth. Thus three processes (financing search
assistance, virtual incubation, and innovation) fall into the square 5. It demonstrates that these processes can
be improved, though there are no major gaps in the performance. To give an illustration, none of the investi-
gated incubation process quality was assessed as bad or very bad. On the other hand, it should be noted that
this methodology assesses processes from the perspective of incubated companies while the point of view
of an innovative company may vary significantly. Such concerns might be strengthened by the fact that the
selection criteria for companies to enter the business incubator are low.

It is obvious in the diagram that the important processes are working well and the poorly operating pro-
cesses are less relevant to the incubated companies. It was also observed in the study that services of a higher
type business incubator were used by other companies less frequently. On average, 12.2% of the companies
did not use services which were assigned to the first type business incubators, 35.5% did not employ the
services related to the second type of incubators, and even 55.5% of the companies did not use services attri-
buted to the third type incubators. Based on the fact that services of the higher type business incubators are
rarely in use (or it is not possible to use them), they are poorly implemented and also less important for the
incubated companies, it must be concluded that Lithuanian business incubators are attributed to the business
incubators of the first (lowest) generation type. This conclusion coincides with the findings of the previous
study by A. Fominiené¢ (2010) which means that over the past five years there have not been observed major
positive changes.

This study shows that the managers of business incubators and the managers of incubated companies
are focused on services which are attributed to business incubators of the first and the second generation
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type. However, these services do not create added value nor help to compete in the market in the long-term
perspective.

Conclusions

1. Based on the analysis of the previous studies a new model for assessment and improvement of the
business incubation process was introduced. This model evaluates not only the incubation processes
but also the development of a business incubator. This conceptual solution allowed to analyse the
processes from the point of view of companies and incubators.

2. The study revealed that business incubators are not subject to a single, clearly defined evaluation
methodology of business incubator performance. There are no attempts to use the already develo-
ped complex public administration assessment methodology. Annual reports do not fully reflect the
performance of business incubators. Therefore, it is necessary to design a new methodology for the
performance evaluation which would be easy to apply.

3. According to the model it was concluded that Lithuanian business incubators can be assigned
to the first-generation business incubators, thus the attention must be given to the development
of services of the second-type business incubators (trainings, consulting, and financing search
assistance). This insight has partially confirmed R. T. Burlton’s “Pain-Gain” model which shows
that the services of the first-generation business incubators are working well and do not require
additional intervention.

4. Is has been noticed that services of the higher type business incubators are less important for incuba-
ted companies, therefore, it is recommended to tighten the selection criteria for companies willing to
enter the business incubator. The fact that the barrier of the selection criteria is too low was confirmed
by the managers of the incubated companies.
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VERSLO INKUBAVIMO PROCESU TOBULINIMO GALIMYBIU
VERTINIMAS

ASTA FOMINIENE, VIKTORIJA GRIGAITIENE
Vilniaus universitetas (Lietuva)

Santrauka

Veiklag pradedancios jmonés patiria sunkumy verslo pradzioje, todél smulkiojo ir vidutinio verslo
rémimas iSlieka aktualus. Viena tokiy paramos formy yra verslo inkubavimas. Pasaulyje Sis klausimas gana
placiai nagrin¢jamas, taciau bendra verslo inkubatoriy veiklos vertinimo metodika nesukurta. Nors 2005
metais Lietuvoje veiké 7 verslo inkubatoriai, Siuo metu veiklg tesia tik keturi i$ jy, todél tyrimai Sioje sri-
tyje yra aktualts. Siekiant sklandzios verslo inkubatoriy plétros bitina tirti verslo inkubatoriy veiklos pro-
cesus, teikiamy paslaugy kokybe ir jy prakting naudg bei jzvelgti verslo inkubavimo procesy tobulinimo
galimybes. Straipsnyje pateikiamos verslo inkubavimo stadijos, kurios nagrin¢jamos kaip inkubavimo pro-
cesai (prieSinkubaciniai, inkubaciniai ir poinkubaciniai), juose teikiamos paslaugos inkubuojamiems tikio
subjektams. Atlikus mokslinés literatliros analize, pateikiamas verslo inkubavimo procesy vertinimo ir to-
bulinimo modelis, kuriame integruojami verslo inkubaciniai procesai, juose teikiamos paslaugos ir verslo
inkubatoriy transformacijos stadijos. Minéti procesai vertinami taikant R. T. Burlton (2013) ,,Pastangy ir
naudos® (ang. Pain — Gain) metodika, i$skiriant svarbiausius verslo procesus ir jy tobulinimo galimybés.
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Atlikus tyrimg nustatyta, kad Lietuvoje veikiantys verslo inkubatoriai priskirtini pirmos kartos verslo inku-
batoriams, tod¢l démesys turi buti teikiamas antros kartos verslo inkubatoriy paslaugoms tobulinti. Kadangi
paslaugos, buidingesnés aukstesnés kartos verslo inkubatoriams, yra maziau svarbios §iuo metu inkubuo-
jamoms jmonéms, rekomenduojama grieztinti atrankos kriterijus, kurie turéty uztikrinti didesng pridéting
verte kurianc¢iy jmoniy inkubavima.

PAGRINDINIAI ZODZIAI: smulkusis ir vidutinis verslas, verslo inkubatoriai, verslo inkubavi-
mo procesas.

JEL KLASIFIKACIJA: M10, M13
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