groningen

university (7 campus fryslan
Sustainable Entrepreneurship Project (SEP)

THE ROLE OF PUBLIC FUNDING ALLOCATION STRATEGIES
IN AFFECTING SUSTAINABLE START-UP PERFORMANCE:
A CASE STUDY OF THE FRISIAN INNOVATION FUND

Brigitta Ancelina
S5527627

Supervisor: Prof. Dr. Gjalt de Jong

Co-assessor: Valerija Golubi¢

Sustainable Entrepreneurship
Campus Fryslan

University of Groningen

2024



universityof , campus fryslan
groningen /

ABSTRACT

Recognizing the importance of stimulating sustainable innovations to effectively address
the pressing sustainability challenges, governments are providing public funding for sustainable
start-ups. By understanding the allocation strategies, start-ups can effectively utilize the public
funding they received in order to achieve their perceived sustainability goals. Funders, on the other
hand, also need to measure the performance of the start-ups to ensure the subsidy is producing the
desired results. This qualitative study employed a case study of the Frisian Innovation Fund to
better understand the allocation strategies and how they affect the sustainable start-up
performance. Through data analysis of the primary and secondary data (applications and reports),
the findings show that sustainable start-ups allocate their funding into: materials and direct labours;
selling, general, administrative activities that cover marketing, certifications, grant applications,
and business travel; and research and development purposes. These allocation strategies will
eventually result in the desired impacts: financial sustainability, scaling up, exposure to
opportunities, increased entrepreneurship, emission and waste prevention, clean water and green
energy production, increased circularity, less water scarcity, improved quality of life, social job

creation, more innovation and more collaboration and partnership.

Keywords: public funding, government funding, allocation strategy, sustainable start-up,

sustainable performance, performance measurement



TABLE OF CONTENT

INTRODUGTION ..ottt sre e e n e e ne e e neennn e 1
THEORY ettt s R e e e R et 3
PUBIIC FUNGING 1.ttt sttt et ne e sreeeeenee e 3
ATOCALION STFATEGIES ......eeueieitieie ettt bttt bbb e i 4
THEOIY OF CRANGE ... b bt e bbb ene s 5
Sustainable Start-Up Performance MeasuremMent .............cccvevviieiieieeieseese e e e e 6
METHODS ...ttt ettt sh e e e b e e e b e e et e e s he e et e e e b e e et e e sneeanbeenrneanneens 7
RESEAICN DIBSIGN. ....uteitieie ettt ettt e et e st e et e e se e st e et e e ae e s teeaeene e reeteeneenrs 7
The INNOVALION FUNG. ..ot 8
Data Collection: Interview with the Municipality of Leeuwarden ...........cccccoovveieniiennnnnnnns 10
Data Collection: Interview with the grantees of the Innovation Fund...............ccccoveveiieieennens 10
DAtA ANAIYSIS ...ttt et e e et e et e et e n e e reereeareeaeas 11
Framework DEVEIOPIMENT.........c.oiiiiie et esra e 12
FINDINGS ...ttt ettt e s bt e b e e ab e e e b e e Rt e e bt e e ste e eb e e enbeesbeeenteenneeanee 12
Public Funding AlOCAtION SEratEgIES .......ccververiiriiriiiiieieieie e 13
Materials and direCt IaDOU. .........cooiiiiiiiii e 14
Selling, general, and admMiNIStratiVe. ...........ccoiiiiiiiieec e 14
Research and deVEIOPMENT. .......cuiiiiiii e 15

Sustainable Start-Up PerfOrmancCe ..........cooiiieiie st 16



FINANCHAL. ... e et e e e e e e ettt e e e e e e e et e e e e e e e e e e 16

ENVIFONMENTAL ...t 20
SOCIAL ...t 21
OFNEE FINGINGS ...ttt b bbbttt nb bbb 23
DISCUSSION ...ttt b e ab e e s bt e s ab e et e e e st e e ebe e enbeesbeeenbeenneeanes 27
LEMIEBEIONS ...t b bbb et b bbb 29
FULUIE RESEAICH .. 30
CONCLUSION. . ...ttt ettt h e et e ke e e bt e sbe e s st e e s be e anneenneesnneesbeeanneen 30
REFERENGCES ... ..ottt sttt sttt b bttt he et e e be e et e e sbe e s nbe e beeentee e I

APPEND X et Vi



INTRODUCTION

Within the last decade, sustainability has become increasingly apparent due to the
worsening environmental and societal issues (Dryzek & Pickering, 2018). In addressing these
challenges of sustainability, sustainable entrepreneurship is deemed as one of the key initiatives
(Veleva, 2021). Sustainable entrepreneurship itself is defined as engaging sustainability in the
operational strategy of business while generating shared value by embracing innovation (Atiq &
Karatas-Ozkan, 2013) and it has the potential to transform technology, products, and markets
(Larson, 2000). An essential actor in driving innovation is none other than start-ups (Pakura, 2020),
and in the case of sustainability: sustainable start-ups (Bergmann & Utikal, 2021). Yet,
establishing a sustainable start-up is strenuous due to numerous issues such as lack of financial
support, low marketing opportunities, inadequate digital awareness, and competition (Anitha &
Veena, 2022). To overcome the financial challenge and flourish sustainable innovation, major
investments and fundings for sustainable start-up are required (Bocken, 2015).

Among the many funding options like venture capital, bootstrapping, bank loans, public
funding, crowdfunding, or angel investor; public funding is one of the frequently used sources
(Hisrich et al., 2020). Public funding can be understood as capital coming from the public treasury,
which may take form as federal, state, or local government (The Community Tool Box of The
University of Kansas, n.d.). Government funding, one type of public funding, has significant
benefits in promoting innovation and generating spillover effects (Kumar & Devi, 2020). It also
helps prevent sunk costs for innovation, improve monitoring, and maximize social and
environmental benefits (Yang et al., 2021).

But the story does not end when sustainable start-ups receive funding from the government.

Sustainable start-ups need to strategically allocate the fund to produce optimum results and how


https://www.zotero.org/google-docs/?g9wNi7
https://www.zotero.org/google-docs/?g9wNi7

well start-ups allocate their funds is one of the indicators that investors use to assess start-ups’
success potential (Cole, 2024). On top of that, their allocation strategies will affect their outcomes,
impacts, and performance. Following this reason, there is a necessity to validate whether the fund
is allocated according to plans and thus contributing towards the positive impacts as perceived in
the beginning. Start-ups also need to focus on measuring their sustainable footprints and
demonstrating sustainable authenticity to overcome the sustainability challenges (Kratzer, 2020)
and this can be achieved through performance measurement. For these reasons, performance
measurement of sustainable start-ups is needed to guarantee that the fund is producing the expected
contribution, while start-ups can continue to monitor and improve their businesses.

Following this rationale, the research question is proposed: how does public funding
allocation strategies affect sustainable start-up performance? This research question will be
answered through the case study of the Frisian Innovation Fund, a subsidy provided by the
Municipality of Leeuwarden to kickstart sustainable projects in Leeuwarden. Thus, this research
aims to develop a framework on how public funding allocation strategies, how start-ups use the
funding they received, affect sustainable start-ups performance and develop a measurement
framework (metrics) to assess the performance of sustainable start-ups that harness public funding.

This research contributes to the theory by developing a framework of how sustainable start-
ups allocate their public funding and how it affects sustainable start-ups’ performance. Moreover,
a framework to measure the performance of sustainable start-ups who received part of their funding
from the government is also proposed. Until now, research on allocation strategies in general, and
the measurement framework for sustainable innovation, sustainable start-up, and start-up funding
(especially public funding) in particular are still sparse. Furthermore, this research aims to equip

sustainable start-up funders, specifically governments, with a starting point in the form of


https://www.zotero.org/google-docs/?hvosJe

measurement framework to measure the performance of the fund grantee. By using the framework,
it is expected that government and sustainable start-ups can continuously improve their
performance and further contribute to sustainable development. Through the allocation strategies
framework, sustainable start-ups and entrepreneurs can gather insights on how to allocate the
subsidies they received, especially government funding, and their possible contributions to propel
sustainability. This research will hopefully encourage sustainable start-ups establishment and
improvement.

This research is structured as follows: the Theory section offers the literature review,
reference and research gap of each relevant topic; followed by the Methods section detailing the
research steps. The Findings section explains the insights of public funding allocation strategies
and sustainable performance measurement with its metrics, continued by the Discussion section
and followed by the research’s recommendation and limitation, as well as possibilities of future

research; and lastly, the Conclusion section.

THEORY

Public Funding

Public funding, better known as government funding, can be defined as the financial
support provided by the government for activities or services (Garrett & Leatherman, 2000).
Governments worldwide designated a large amount of funds to propel innovation and support early
stage start-ups, especially in the sector of clean technology or sustainability (Islam et al., 2018).
Government funding that takes the form of a small-scale public policy assists entrepreneurs in
overcoming entry barriers and financial constraints, reducing costs, as well as encouraging

economy-stimulating innovations (Butler et al., 2016). Additionally, securing a grant from the


https://www.zotero.org/google-docs/?NYrbyE
https://www.zotero.org/google-docs/?hx3ahg

government also boosts start-ups’ legitimacy and catalyzes connections with potential venture
capitalists (VC) for further funding opportunities (Islam et al., 2018).

In light of the means of funding, several studies were done to measure the performance of
incubator funds, for example the work by Tarroni (n.d.) that validates an incubator activities
framework and by Messeghem et al. (2018) that uses balanced scorecard (BSC) to assess incubator
performance. There is no measurement framework for public funds, especially government funds,
that is aimed for sustainable innovations. The gap arising from these findings are visible because
most of the activities done by incubators (such as knowledge sharing, network expansion, co-
working, mentoring) are not found in government funding; these activities might contribute more
to start-up performance, independent of the fund. Furthermore, government fundings often
materializes as a grant or subsidy instead of investment, leading to a different expectation and

materiality in performance measurement.

Allocation Strategies
Reflecting on the preceding research about start-ups financial spending, how start-ups

allocate or use the funding they received is still under-theorized, not to mention sustainable start-
ups with public fundings (especially government fundings). Hence, this research refers back to the
spending strategy of common businesses as the guidance for start-ups’ allocation strategies
framework. Outlining several sources (Jagannath & Koller, 2013; Chen, 2023; Cole, 2024),
businesses expenditures can be categorized into:

a. Materials and direct labours: directly related to the production of goods and services.

b. Selling, general, and administrative expense (SG&A): including rent, utilities, office

supplies, legal costs, sales and marketing, payroll, and insurance costs.


https://www.zotero.org/google-docs/?EZC8uU

c. Research and development (R&D) expense: this includes basic research, especially for
start-ups’ product and service development.
d. Depreciation and amortization
It is important to dive deeper into this topic and fill in the research gap because government
funds usually do not cover the whole capital needed by sustainable start-ups, and as a result they
cannot be attributed fully for the start-ups’ performance. Moreover, how sustainable start-ups
allocate their funding will affect the material (important and relevant) topics of their performance

measurement.

The way companies use the funding will produce different outcomes and in result will
eventually affect the long-term goals or impacts that companies want to achieve. In order to
showcase the relationship between the allocation strategies and the performance of sustainable
start-ups, the Theory of Change is used in this research.

Theory of Change

Theory of Change (TOC) is a description and illustration of how and why a desired change
is expected to happen (The Center for Theory of Change, n.d.). It maps out the process of how a
change occurs and illustrates the connection between actions and outcomes, and how their
interactions bring about the desired long-term goal. It is a valuable tool to understand how
resources and activities achieve the goals, find gaps and room for improvement, and evaluate the
activities (PCAR, 2018). In leveraging TOC, a logic model (example as seen in Figure 1 below) is

visualized to systematically understand how an activity can produce the desired impacts.


https://www.zotero.org/google-docs/?qlxQXv
https://www.zotero.org/google-docs/?0dQRUh

Inputs —_— Activities —_— Qutputs —_ OQutcomes —_ Impacts
Results: immediate Results: medium- and long-term Results: effects on root causes,
sustained significant change
= funds = basic needs delivery, = people fed, housed, or = improved quality of life, = sustained drop in poverty
such as food and shelter treated health, educational (or obesity, illiteracy, etc.)

= equipment and supplies
= service delivery, such = people trained or educated attainment, etc.
as job training and

counseling

" Improvements In human

= knowledge and technical
. = increased incomes development indicators

expertise = roads built and goods

transported to market .
(measured for individuals) (measured in terms of

communities, populations, or
ecosystems)

= infrastructure construction,
such as transportation

Figure 1. An example of TOC in logic model (Ebrahim & Rangan, 2014)

Some essential parts of the logic model are (Ebrahim & Rangan, 2014; PCAR, 2018; The
Center for Theory of Change, n.d.):

a. Inputs: including funds, equipment and supplies, knowledge and technical expertise.

b. Interventions or activities: what organizations do with the inputs to achieve the goals.

c. Outputs: an immediate result due to the interventions or what organizations offer.

d. Outcomes: medium and long-term results.

e. Impacts: significant or lasting changes in people’s lives brought about by a given action or
series of actions, addressing the root causes of a problem. Impacts are more often achieved
by a collective effort of actors working toward the same objectives, rather than by

individual actions.

Sustainable Start-Up Performance Measurement

Sustainable performance measurement, broadly known as impact evaluation, involves an
assessment of impacts or results related to the triple bottom line of sustainability: financial,
environmental, and social. Performance measurement is valuable for both organizations and
funders. Organizations can evaluate their effectiveness, satisfy external accountability
expectations, and guide their improvements. Institutional funders, including the government, on
the other hand, can allocate their resources more effectively and strategically on top of legitimizing

their funding decisions (Ebrahim & Rangan, 2014).
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Discussing the sustainable innovation and sustainable start-ups’ performance, several
research have proposed measurement frameworks. In terms of measuring sustainable product and
process innovation in the manufacturing industry, a measurement scale was developed and was
validated through a case study in Turkey (Calik, 2024; Calik & Bardudeen, 2016). Another
measurement scale that comprises 36 variables for sustainability-oriented innovation was also
developed by Baxter & Chipulu (2023). An indicator to measure sustainable innovation in logistics
was also developed by Andersson & Forslund (2018). These studies mostly focus on the
manufacturing and logistics industry, in which the sustainability innovation does not arise from
the initial starting point of the business development and the organizations observed do not take
form as sustainable start-up. These might lead to differences in objectives and goals as well as

what they deem as material in performance measurement.

Summarizing, from the literature it is apparent that there is still a notable gap in both
sustainable start-up public funding allocation strategies and performance measurement. This
research will use these insights to gain better understanding and develop a framework of how
sustainable start-ups use the government funding they received and how the funding affects their

performance.

METHODS
Research Design
This research is qualitative research that employs a case study to answer the research
question. Qualitative research is done to gather non-numerical data to produce insights (Ugwu &
Eze Val, 2023), and in this case how public funding allocation strategies affect sustainable start-
ups’ performance and how to measure their performance. A case study is used to answer the

research question because it provides a detailed examination of a single example and provides



information about the broader phenomenon (Flyvbjerg, 2011), in this case the public funding
allocation strategies and sustainable start-ups performance measurement.

The object of the case study is the Innovation Fund managed by the Municipality of
Leeuwarden. The Innovation Fund is chosen because it is the embodiment of the City of
Leeuwarden’s commitment to sustainability and is granted as grants or subsidies for start-ups with
clear vision and mission for sustainability. Additionally, the Innovation Fund is granted to ten
projects annually, which makes it more convenient to communicate with the grantees, and also to

keep track of the data and records.

The Innovation Fund.

Recognizing the big role of government in encouraging sustainable innovation, the
Municipality of Leeuwarden in The Netherlands founded Innovatiefonds Circulaire- en
Energietransitie, The Circularity and Energy Transition Innovation Fund (hereafter referred as the
Innovation Fund) in 2018. The Innovation Fund aims to support and stimulate start-ups and scale-
ups, traditionally focusing on creating economic spin-offs. The fund was originally intended to
provide the financial support, which was initially not available in the northern Netherlands, for the
spin-offs from the scientific research of Wetsus knowledge institution, focusing on water
management and technology. Upon the warm welcome and positive feedback from the start-ups,
the municipality decided to broaden the scope of the fund to cover circular economy, sustainable
energy and resources, digitalization, healthcare, and many more.

The municipality’s main objectives through the Innovation Fund are:

a. Creating broad prosperity (well functioning society, ecology, and economy) in the region
of the North Netherlands, especially Leeuwarden.

b. Encouraging innovation and entrepreneurship to add value for the region.



c. Attracting companies and keeping the companies within the region, to prevent brain drain
in Northern Netherlands.

d. Becoming the bridge between companies and other broader regional funding schemes (for
example: government funding from the Northern Netherlands or European Union).

The Innovation Fund amounts to €250,000 annually and is granted to ten projects on
average (amounting to €25,000 per project). To be considered for the grant, companies have to
submit an application form and project plan, which then will be assessed by the municipality
depending on their projected impacts for the region. The projects need to be innovative and
substantial enough to add value to the region in a broad sense. Furthermore, the project must be a
collaboration between at least two parties, one party (company) needs to be in Leeuwarden and
the other can come from anywhere. The Innovation Fund subsidizes a maximum of 40% of the
project, with the maximum amount of €25,000. The grant will be given in two parts: the first 80%
(€20,000) to finish the project aligning to the project plan and the last 20% (€5,000) as additional
funds after the companies submit their end report. The subsidy period usually lasts for one year

and can be extended under certain circumstances.

This research is conducted through the four following steps: interview with the
Municipality of Leeuwarden, interview with the grantees of Innovation Fund, data analysis, and
framework development. Moreover, this research adheres to all ethical considerations of the
University of Groningen. All participants will be thoroughly informed about the research and data
confidentiality through the Information Sheet (see Appendix 1 and Appendix 2) and Informed
Consent Form which is signed by the participants before the interview (see Appendix 3). The

details of each four steps will be discussed in the following points.
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Data Collection: Interview with the Municipality of Leeuwarden

A semi-structured interview with the Municipality of Leeuwarden as the grantor of the
Innovation Fund is done to better understand the Innovation Fund, the municipality's objectives
through the fund, the criteria of projects, and the subsidy process, as well as the municipality’s
expectation for the projects (the interview guide can be seen in Appendix 4). Additionally, through
discussions with the municipality, the researcher obtained access to companies’ project plans and

end reports to further support the data analysis.

Data Collection: Interview with the grantees of the Innovation Fund

In parallel to the interview with the municipality, semi-structured interviews with six
grantees of Innovation Fund were also conducted to align the information gained through the
reports, as well as to gain deeper understanding of how the companies allocate the Innovation
Fund, what their perceived contribution are, how their current sustainability performance
measurement or reporting are, and what topics they deem material for performance measurement
(interview guide can be seen in Appendix 5). The interviews were done through online meetings
that lasted for 15 to 30 minutes for each participant, and they were also recorded for data analysis
purposes.

The companies interviewed in this research are the sustainable start-ups in Leeuwarden,
which were established less than five years ago and work in energy transition, water management
and circular economy: all of which align with the initial focus and current objectives of the
Innovation Fund. Moreover, the companies also received the fund during the early phase of their
business, to reflect the role of governmental support in helping companies move past the valley of
death, especially during the innovation process (Ford et al., 2007). The companies will be

anonymized for confidentiality and the summary of each company can be seen in Table 1 below.



Table 1 Overview of project companies
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Funding Projected Interview .
Compan . Sector .. Funded project
pany period cost participant . proJ
2022 - Water CEO & Co- . Technology dgvelopment for
A management and €88,400 increased capacity ocean carbon
2023 founder
technology capture
Water
Wastewater treat tf
B 2022 management and €67,850 Co-owner astewater frea ”_“*” or
pleasure boating
technology
2021 - . Project .
C 2022 Energy transition €75,000 developer E-methanol biogas energy
Water CEO & Co- Optimization for water
D 2022 management and €80,000 _ p_ .
founder distribution leakage detection Al
technology
2023 - . Project Impact dashboard for circular
E Circular economy €63,000 ) P .
present manager materials
2021 - Co-owner & Automatization for the
F 2023 Energy transition €66,000 product production of custom-made solar

development

panels

Data Analysis

On top of the primary data collected through the interviews, this research also harnessed

secondary data, taken from the companies’ application forms and end reports, both which were

submitted to the Municipality of Leeuwarden as part of the subsidy requirement. Additional

information gathered from the forms and reports include: companies’ profile, companies’

objectives related to sustainability, budget allocation planning and report, and perceived positive

impact on three sustainability pillars and reports. The interview recordings were then transcribed

using the help of Otter.ai (transcriptions can be seen in Appendix 6) and then coded with Atlas.ti.

The data analysis was then continued with triangulation of information gathered from the

application forms, end reports, and the interview codes.
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Framework Development

Through the data analysis process, the framework for public funding allocation strategies
was then developed in line with sustainable start-up performance. The framework was developed
incorporating the existing literature detailed in the Theory section. To understand how public
funding allocation strategies affect the sustainable performance, the logic model of TOC that
exhibits expected relationship was employed side-by-side with the coding process. Thematic
coding is done throughout the data analysis and framework development: the aggregate dimension
is based on the literature review of business expenditures and coding of primary and secondary
data was done to form the connection between outputs, outcomes, and impacts; showcasing the
relationship between allocation strategies (activities) and impacts.

In the logic model, the Innovation Fund is one of the inputs that companies acquire and the
activities are the way companies allocate the fund, which produces outputs and outcomes,
eventually leading to the impacts they want to achieve. The impacts reflect companies’
sustainability aspirations and the goals that the municipality wants to achieve by granting the
Innovation Fund; these actually are the material topics for the performance measurement. The
metrics needed to assess the sustainability performance are developed in line with the previous

research and existing tools, as well as according to the forms and reports.

FINDINGS
In this section, the results of analyzing the primary and secondary data are discussed in
three following points: public funding allocation strategies, sustainable start-up performance, and

other findings.
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Public Funding Allocation Strategies

The report analysis and coding process generated the codes related to the outcomes in the
logic model. The aggregate dimension of the coding process -the allocation strategies- refers back
to the business expenditures. In terms of the logic model, how companies allocate the Innovation
Fund they received equate the activities that companies do to achieve their sustainability goals

(impact). The public funding allocation strategies framework is illustrated in Figure 2 below.

Activities or
interventions

e N 4
Material and direct Production of Sales of products and
L labor products and services services

Broader product and
brand awareness

_— Outputs _— Outcomes

~

Selling, general, and
administrative Certifications
(SG&A)

-
Certified product and
system

-~

Grant applications More funding secured

More legitimacy

Market research Broader market

Product and service
development

Business travels Network acquisition

Knowledge
acquisition

P
Machineries and

materials acquisition

Developed technology

-~

Research and Salary for advisors Standard of living
development (R&D) y fulfilled

J

Reduced cost

Salary for R&D
purposes

Figure 2. Public funding allocation strategies
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Materials and direct labour.

The first allocation strategy is to use the fund for materials and direct labour in the
production process. Through this allocation method, companies are able to produce their products
or services, and in result they generate sales for their products and services as well as increase their
product and brand awareness. This allocation strategy is not too apparent in the analyzed data;

only Company A mentioned this type of allocation.

“Some travel costs or materials... So mainly we paid for salaries with this... with this money. And

materials. But the bigger part of the subsidy we use for salaries.”

Selling, general, and administrative.

The next activities start-ups spend their fund into are associated with selling, general, and
administrative activities. This allocation strategy entails multiple outputs, as it is the most umbrella
strategy that covers a broad range of activities. First, a company directed the fund for the

certification process that earned them a certified system.

“... and like maybe third party companies helping us out with certification.” - Company B.

Other companies also utilize the fund to cover the application fees for higher level grants
they applied to. By applying to other grants, they were able to secure more capital and they gained
more legitimacy by receiving the fund, as it implies that their companies are sustainable and

innovative enough.

“We applied for a European grant, LIFE. So you could kind of say Innovation Fund was maybe kind of a

stepping stone for the LIFE funds.” - Company C.

Moreover, Company C also spent some of the funding for market exploration, which led

them to have broader markets and insights on how to better develop their products and services.
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Another company used the fund for another purpose: business travels, which allowed them to gain
valuable knowledge and network for their products and innovation. Another output companies got
by allocating the fund with this strategy was acquisition of existing resources like. Through this

process, companies were able to further develop their technology and innovation.

“Some travel costs or materials, 1K. We took over some equipment from the WETSUS...” - Company A

Research and development.

Last but not least, companies allocate the Innovation Fund for research and development
related activities. This allocation strategy is the most frequently seen within the interviewed
companies: all companies used the fund to develop the innovation they proposed. Several reasons
why research and development is the most preferred allocation strategy will be discussed in the
Discussion section. This allocation strategy commonly results in salaries, both for advisors and

internal personnel who dedicated their working hours for research and development purposes.

“We work with mechanical and electronics engineers to build out our prototype... We attracted a
new employee with a junior chemical engineer... mechanical engineer and the new engineer... So mainly

we paid for salaries, the salary to develop like the technology.” - Company A.

“So every hour that | spend on a project costs money. If, for example, | cost 50 euros an hour and then
the... you get 20 euros an hour from the Innovation Fund that makes it more feasible for a company like

this to start something. How we allocate? So it's mostly hours.” - Company C.

“And we separately put the money into... I think maybe 50% of the money went to other

companies that helped us develop our automation process.” - Company F.

By improving and innovating the products and services, companies are moving towards

technological development and cost reduction for their future operations. Additionally, working
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together with advisors enables companies to access more necessary knowledge and expertise.

Receiving salaries also translates to their ability fulfilling the standard of living.

Sustainable Start-Up Performance

Through analyzing the application forms and end reports, as well as coding the interviews,
the codes associated with impacts in logic model were produced based on companies’ perceived
sustainability goals and the municipality’s objectives through the Innovation Fund (coding
structure can be seen in Appendix 7). These impacts are then linked to the outcomes from the
allocation strategies framework to better understand how the allocation strategies eventually affect
the sustainability performance of a company. Furthermore, the metrics related to each impact were
also identified to assist the performance measurement of each company. The metrics proposed in
this research considers the measurement practicality, as the measurement is proposed for the
government as the funding provider; most of them are direct and relatively applicable. The
sustainable start-up performance measurement framework is illustrated in Figure 3.

Financial.

In terms of financial performance, the companies and the municipality are trying to achieve
several goals namely: achieving financial sustainability, scaling up, getting exposed to more
opportunities, and increasing entrepreneurship in the Northern Netherlands. In principle, all

companies are trying to be financially sustainable to sustain the business.

“And obviously it also should be financially feasible if we want to grow a good and sound company, and

we also work hard for it. " - Company D.



Outcomes Impacts
( ~
Reduced cost ( Financial
L sustainability
( ~

More funding secured

s 3
Sales of products and
services

Broader market

Broader product and
brand awareness

17

Indicators

Debt ratio

L (Total Liabilities / Total Asset)

|

Working capital ratio

-~

Cash ratio
(Cash / Current liabilities)

Revenue per employee
(Revenue / no. of employees) )

CF/TL
(Cash flow / Total Liabilities)

-
Interest coverage ratio

(EBIT / Interest Expense)

Debt coverage ratio
(EBIT / Total Liabilities)
p

-

et |

Product and service

( Scaling u
development | 2

)

s N
Certified product and ( More exposure to

L system ) opportunities
s N
More legitim Increased
ore fegitimacy entrepreneurship in [ --------
the region )
e N
Developed technology: Clean water [ |
Water purification production
Developed tcchnology: e - - - - - - |
L E-methanol production )
4 N ~
Developed technology: Green cnergy
Solar PV assembly production | |

L automatization

-~ ~
Developed technology:

. o Increased circulari
Circularity impact y

J

L dashboard

-
Developed technology:

. Less water scarcit
Leak detection Al Y

J

Developed technology:

Emission reduction
L Ocean carbon removal

J

Standard of living
fulfilled

Improved quality of
life

==/

)

[ Developed technology ]//

I N

More collaboration

Network acquisition .
W cqu and partnership

|

Knowledge
acquisition

More innovation

)

(Social) Job creation

1

}

1

Staff costs per employee
(Personnel expense / no. of employees) )

J ]

Score for accessing higher
level funding (0 to 10)

([Current Asset — Current Liabilities]/Total Asset)

)

Employee turnover
rate (%)

(TA)

-
Return on asset

(ROA)

{

Employee growth rate

(%)

Score for registering the
company within the region

(Oorl)

Amount of waste prevented
or reduced (kg)
Change in Material
Circularity Indicator (MCI)

?
I

-
Amount of clean water

produced (liters)

Avoided waste treatment
emission (CO2 eq)

|

Avoided non-renewable energy
generation emission (CO2 eq)

)

)
]

p
Amount of green energy
generated (KWh)

Amount of water saved
(m3/person/year)

Emission reduction
(COZ eq)

CO2 eq during
subsidy period

)

Number of new partners
during subsidy period

|
[

}

Number of sustainable
patent or citation

Number of new
sustainable product

Total social FTE
during subsidy period

Total FTE during
subsidy period

Figure 3. Sustainable start-up performance and metrics



18

The outcomes that will help companies achieve financial sustainability through revenue and profit
increase are cost reduction, more funding and capital, sales of products and services, and broader
market reach. Various financial indicators are used to measure financial sustainability in
accounting and preceding research. The financial sustainability is measured in several categories
according to preceding study about financial statements as predictor for start-up survival (Fuertes-
Callén et al., 2022): firm’s size (reflected by the total asset), profitability (measured by Return on
Asset - ROA), solvency, liquidity, and ability to secure talents. Start-up’s solvency is measured
by the debt ratio, interest coverage ratio, debt coverage ratio, and cash flow to total liabilities ratio.
The measures to liquidity are working capital ratio and cash ratio, and for human capital
development, revenue per employee and staff costs per employee are used. This reference is used
because the study uses first-year financial statements to display the uncertainty of the financial
statements in the early stages of start-up establishment.

Companies also have the ambition to scale-up their businesses in order to broaden their

impact and they are aiming to increase their scale to international level.

"First phases, and then the upscaling... starting new things." - Company B.

"There are not so many companies that have this global ambition and also have this kind of growth
mindset that we have. It's really important to... from a technology perspective to prove it in different

countries and different regions, different types of networks, different cultures, etc.” - Company D.

In order to scale-up, it is preferable for companies to expand their market share and increase their
product and brand awareness. They also need to to develop their products and services in line with
market trends, as well as to have a replicable, certified products or system. To measure scale ups,
two metrics are used: employee turnover and employee growth. These metrics are based on

OECD’s definition of scale-ups: SMEs with 10-249 employees that grow in employment or
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turnover at an average yearly rate of 10% or more for three consecutive years (OECD, 2021). It is
worth noting that they need to start with 10 employees to be considered a scale-up.

Additionally, by gaining more legitimacy and having certified products and systems,
companies are expected to have more exposure to opportunities, in this case leading them to even
larger funding possibilities. This impact reflects the objective of the municipality as the funding

provider.

"And when they finish a project within the Innovation Fund, they might come... they might reach it to the
next level. They can do the application for the other funds. So we try to build it as... as region. So, this is

the first step." - Municipality.

This impact can be measured by, for example, the extent to which a company is able to secure
more funding. For instance, score 0 when the company is not applying to higher level funding or
no higher level funding available, score 5 if the company applied to higher level funding, and score
10 if the company is granted the higher level funding. The metric needs to be developed further
according to the funding availability, companies’ conditions, and municipality’s expectations.
Lastly, through the Innovation Fund, the municipality aims to increase entrepreneurship

within the region of Northern Netherlands, especially Leeuwarden, in the long term.

"That's actually why we have this fund, to attract companies to the region, to hold the companies in the
region, to not have a brain drain in Northern Netherlands. That they stay within the region, the companies.

That they add value to a region.” - Municipality

This lasting impact is achieved through every collective activity done by the companies. To
measure entrepreneurship, for instance, a binary score can be used to identify whether the company

registered the company in Leeuwarden within the subsidy period (1) or not (0).
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Environmental.

Although their solutions are directed to solve different environmental problems, all
interviewed companies have a strong focus to make positive impacts for the environment. In fact,
contributing to the environmental pillar of sustainability is what drives all companies to do what
they are doing and develop their technology. Details regarding the environment-related goals of
the companies can be found in Appendix 7 as well.

Company B, in particular, aims to produce clean water by developing their water
purification technology. In order to measure this impact, the amount of clean water produced
during the subsidy period in liters is proposed as a metric. Through developing the water
purification technology and developing the circularity impact dashboard, both Company B and
Company E aim for waste prevention that can be measured with the amount of (potential) waste
prevented or reduced and extended to the avoided waste management emission.

Company C and Company F both aim for green energy production by developing their e-
methanol production and automated solar PV assembly technology. Green energy production can
be measured by the amount of green energy produced (kWh) during the subsidy period, and can
be extended to the amount of avoided non-sustainable energy production. By developing their
technology, Company B, C, and E are contributing to increasing the circularity as well. This can
be measured by observing the change in the Material Circularity Indicator (MCI) developed by the
Ellen McArthur Foundation before and after the subsidy period. By utilizing the Excel tool
provided by Ellen McArthur Foundation, the circularity of product and material is scored from 0
(fully linear) to 1 (fully circular).

Conversely, Company D has a strong focus in reducing the water scarcity through their

leak detection Al. To measure this impact, the amount of (potential) water savings in m* per person
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per year, aligned with the metrics of Falkenmark Index or water stress index (White, 2012). Lastly,
all companies’ technologies are eventually aimed at emission reduction. To measure the emission
reduction companies can calculate the amount of (potential) CO2 equivalent saved or reduced and
to account for the emissions produced by the company, the COz equivalent of the emission should

also be measured.

Social.

Regarding the social pillar of sustainability, both the municipality and companies aim to
improve the quality of life of their surrounding communities and provide job opportunities. By
allowing competitive salaries to fulfill standard of living, they are improving the quality of life of
the people involved in the company. Continuously developing their technology is expected to

eventually increase the communities’ quality of life as well.

"The swim water is much better so people can actually go swimming without being... without being

alarmed about swimming water quality." - Company B.

"Clean water and sanitation for all is one of the SDGs as well, where we focus on to get on with as well a

bit the smart cities, smart and sustainable cities." - Company D.

Among all impacts, measuring the well-being or quality of life is relatively challenging, as social
impacts are oftentimes immeasurable (Molecke & Pinkse, 2017). On top of that, quality of life
consists of a myriad of social dimensions and it is only apparent after a relatively longer period of
time. The measurement tools for quality of life are still largely being developed and each region is
currently having different measures for it (for example: The 8+1 Dimensions from Eurostat,
WHOQOL - WHO Quality of Life). It is recommended that improved quality of life is not

measured within the subsidy period, but in a further time frame. Moreover, the achievement in
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other impacts will result in improved quality of life as well. Thus, for the time being, there will be
no quality of life metrics proposed in this research.

Evidently, every company mentioned job creation as their main social impact, in which
this impact can be achieved through the collective activities that produce the perceived outcomes.
Particularly, Company E extends this impact to creating job opportunities for people with distance

to the labour market.

"We have a group of people who have a distance to the labour markets... we try to do with the hub now is

to create more jobs." - Company E.

"We are creating jobs. So now we are with 12 people and six of them... six or seven of them are working

within the Leeuwarden region." - Company A.

"And of course, we generate some bit of jobs. At the moment six (people are involved in the company

now)." - Company B.

""So to some extent, we also look there for partnerships with local people to create jobs there as well." -

Company D.

In order to measure this impact, two metrics based on the analyzed reports are proposed: total FTE
(full-time equivalent) during subsidy period and total social FTE during subsidy period. Social
FTE translates to the accumulated FTE of people with distance to the labour market.

In addition to that, the municipality also has the long term goals of encouraging more
innovation, collaboration, and partnerships. The network companies acquired is expected to foster
more collaboration and partnership, while the new knowledge companies obtained will potentially

result in further innovation.
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"So whenever they are cooperating with knowledge institutions, or other companies within this region, try
to do everything local and together with the community... that's the factors for us that... that enhances the

quality of the project.”" - Municipality.

“And of course, they have to add some substantial value, substantial value to the circular economy and

renewable energy or sustainable energy.” - Municipality.

Adapted from Calik (2024), two metrics can be used to measure the sustainable innovation:
number of new sustainable products (or service, technology, systems) during the subsidy period
and number of sustainable patents or citations during the subsidy related to the new product during
the subsidy period. On the other side, collaboration and partnerships can be measured by the

number of new partners during the subsidy period.

Other Findings

On top of the previously discussed findings, the interviews provided additional information
about how companies came across the Innovation Fund, their thoughts on the process and the
Innovation Fund in general, along with their current state of sustainable performance
measurement. Most of the companies got the information of funding availability through word of
mouth, either from the staff of the municipality or the people working at the Leeuwarden water
campus ecosystem, the initial partner of the Innovation Fund. Some other companies recognized

the funding opportunities through their experience and then leverage the connection that they have.

“And so we were involved in the water campus ecosystem. And then I think after talking to
(someone at Wetsus), he pointed out to this gemeente Innovation Fund, the municipality Innovation Fund,

and then we reached out to (someone at the municipality).” - Company A.

“Well, we got some personal contact from the gemeente, so like, municipality.” - Company B.



24

“I knew a few people from the gemeente and I got noticed by the water alliance I think as well.” -

Company D.

“He (the co-founder) is quite well connected. Okay, so | think that's how we came across these

kinds of opportunities, subsidies.” - Company E.

Other than that, the participants also expressed their satisfaction with the whole procedure
of the Innovation Fund. They agree that the application process was approachable and efficient, it
is the right amount of effort for the right amount of money. The ease of application makes the

Innovation Fund more attractive to start-ups and entrepreneurs.

“So I think the amount of work that it takes to apply to them and to make the final report is... is good for

the... for the amount of money that it is.” - Company C.

“The application process was, in my opinion, doable. So it was... I would say, a perfect way of doing it.”

- Company D.

“Because often, these procedures can be very long and very uncertain. And as an entrepreneur, you don't
have that much time to give to these kinds of things, especially if the amount is not that high, then it's too
much effort to put into it. And it (the Innovation Fund) was a really... really pleasant actually. Maybe
what is interesting to know is that there are many subsidy... subsidies available. Some are... very often

actually, it's really hard to tap into them as a small company” - Company F.

Utilizing the subsidy, start-ups can afford to have bigger space to move and larger margin

of error, enabling them to focus more on the innovation and making sure the innovation is indeed

making a difference.
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“The thing is the innovation companies... They exist because they want to do innovation and they don't
want to hassle with money. So it makes it easy and doesn't need to be much money but if it's easy that

brings a process very much further” - Company B.

“And for us that really made it possible to also really focus on the innovation instead of also trying in the
meantime, to go too quick and let's say not have the good product in place. So for us it was really it... It
gave us some... some margin of error, so to say, to really focus on the innovation and make sure that the

innovation was also really being developed in a good way.” - Company D.

In short, the companies concurred that the Innovation Fund was very useful and it helped them

setting the wheels in motion.

“This is really a great way to get companies started. I'm just very happy with this. This really takes us a

step further.” - Company B.

Discussing the performance measurement and sustainability reporting, most of them are
familiar with sustainable performance measurement, but they are not yet doing it formally or doing
it only for internal purposes; none of the interviewed companies did sustainability reporting.
Although they are aware of performance measurement, several reasons are keeping them from
officially conducting it. The companies are still very young and are in their early stages, in which
they have other things to prioritize, such as developing their products and securing capital, above

doing performance measurement despite their sustainability-driven business operations.

“We are a really young company... So you know... it's a small company so we don't (do

measurement performance or sustainability reporting)...” - Company C.
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Besides that, companies perceive doing performance measurement and sustainability reporting as
difficult and time consuming. As it is not mandatory for them to do the measurement and reporting,

companies have yet to see the advantages in putting more effort into conducting them.

“No, we don't (do sustainability reporting or performance measurement). I'm definitely familiar with it.
It's quite hard to do this reporting. So if it would be mandatory, we will do it. But it's not mandatory that

we don't see... advantages in doing so.” - Company F.

On the other hand, some others are taking incremental steps to imbue performance
measurement and sustainability reporting, starting with working on projects together with

researchers or attending sessions about conducting the reporting.

“We also perform the TEA (technical economic analysis), and not ESG report. We did a short LCA two
years ago and last year, it was a research project of a master's student who performed an LCA together

with an external expert.” - Company A.

“We have started. So we have had some sessions already on impact statements and also making our

impact mission.” - Company D.

Smaller share of the interviewed companies are considering impact measurement more actively
due to stakeholder pressure or because impact measurement is one of their core business

innovations (internal purposes).

“And now with our current investors, we also start thinking more and more about the impact

statement that we have with the company.” - Company D.

“So we did an LCA study and we came up with a rate of 88%. So, when we extract one tonne of

CO2, there's net removal at 880 kilograms of CO,.” - Company A.
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“... the application was about to create an impact dashboard. So it's interesting to see what kind of
impact do we make when we pick up coffee grounds, for example. And what impact do we make by
creating new products from it. Like there's... there's impact there and to make it measurable we worked

on an impact dashboard.” - Company E.

DISCUSSION

Outlining the findings in the previous section, several points are discussed deeper in this
part. Reflecting on the allocation strategies, it is evident that all companies spent the larger portion
of the Innovation Fund for research and development activities. This allocation mostly results in
internal salaries of the founders or core personnel of the company, as indicated that the companies
are now in the early stage with a small number of people. By getting paid for their hours developing
their products, they can fully focus on innovation and do not need to worry about unpaid work
hours. Other than that, focusing on research and development is the most common strategy for
start-ups because at early stage start-ups need to innovate, on top of innovation being the main
focus of the Innovation Fund. And for the smaller portion of the subsidy, the allocation is scattered
for different activities ranging from production and marketing to certifications and travels. This
indicates that companies realize that developing their technologies is the most likely needed
outcome to produce the desired impacts as seen in the logic model and companies have different
approaches to complement their research and development activities.

In terms of impacts and sustainable performance, companies seem to lean more towards
environmental impacts rather than the social impact. For financial performance, it is implied that
having a good performing financial condition is the first step towards the other two pillars. While
most companies have extensive environmental goals they want to achieve, the social impact they

mentioned is mostly job opportunities. Only two companies, Company D and Company E
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explicitly pointed out more social impacts such as social workplace, transnational opportunities,
collaboration and cooperation. This phenomenon might occur because the participating companies
are the ones in the water management and energy transition industry instead of the socially focused
sector. When asked about their negative impacts, companies acknowledged that they still have
impacts on the environment, as they are now not yet 100% sustainable. For instance, their
operations still produce waste and they can not resort to a fully sustainable supply chain because
it is simply out of their control at the moment. However, all of them are trying their best to
maximize their positive influence. Moreover, only a small number of companies are doing the
performance measurement and reporting because of reasons such as: complexity, costs to conduct
it at current phase of business, and impracticalities for early-stages enterprises (Ebrahim &
Rangan, 2014).

To assist the municipality in conducting performance measurement of the grantees, some
metrics were proposed for each impact. As pointed out by Molecke & Pinkse (2017), impact
measurement is still a challenge, especially for social impact which is not measurable most of the
time. This statement is reflected during the process of determining the most suitable metric for the
social topics, in which multiple metrics were found for a single impact (i.e. improved quality of
life). Apart from it, the measurement of environmental sustainability is undoubtedly more time
consuming and data intensive (for instance, carbon emission reduction). Measuring the impact of
each company is a challenging feat because impact is measured at the community level, which
involves a lot of other actors beyond the company. Another thing to note is that the metrics are
intended to measure long-term impacts of the companies, but the municipality needs to do the

measurement once the subsidy period ends (one year in average); the time unit for the measurement
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might conflict each other: measurement done for the subsidy period or the period when the impacts
reached their optimum (long-term).

All in all, the Innovation Fund, and government funding in general, is helpful to assist start-
ups in their early stage of development and it gives them room for improvement and innovation as
well as margin of error. The Innovation Fund is also approachable by start-ups, the amount of
effort is worth the amount of subsidy, and it acts as a stepping stone to higher level government
and public funding for companies. The Municipality of Leeuwarden is aiming to achieve broad
prosperity in the region, and the Innovation Fund is playing an important part in it, by becoming

the bridge for companies to produce the financial, environmental, and social impacts.

Limitations

Besides the perceived contributions this research gives in theory and practice, this research
possesses a number of limitations. First, this research incorporates only a small number (six) of
companies receiving the Innovation Fund and the start-ups are mostly working in the water
technology and energy transition sector, thus limiting the generalizability of the findings and
possibly restricting the material measurement topics (although one might argue that having sector
specific indicators is more valuable). Other than that, the metrics proposed in this research are not
yet validated further due to the limited timespan of the research. Additionally, the government
funding in the case study provides a relatively smaller amount of money compared to the larger
funding scheme (for example, LIFE from the European Union) and has certain restrictions for the
use of funding: both might lead to limitations in allocation strategies. Finally, in principle, the
Innovation Fund has a subsidy period for one year. Relating to this, companies might produce less
or different outcomes compared to the funding scheme with longer subsidy timeframe, as most of

the results are usually more apparent in the medium or longer period of time.
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Future Research

The limitations mentioned previously open the possibilities for further research on these
topics. Upcoming studies can validate the frameworks proposed in this research with other industry
sectors and funding schemes as the research objects. There is also a possibility to explore the
allocation strategies for sustainable start-ups beyond the product development phase and in the
later stages of business. On top of that, the research potential for sustainable performance
measurement is still vast, as the material topics differ for each company and condition. In this case,
future research can continue validating and developing the metrics offered in this research, and
even more: developing the mechanism, dashboard, or tool to aggregate the measurement result and
produce a single score to assist the performance measurement process and make performance

measurement more approachable and communicable for all stakeholders

CONCLUSION

This research aims to understand how sustainable start-ups make use of the public funding
they received, in this case government subsidy: The Frisian Innovation Fund, and how the
allocation strategies eventually help them achieve the perceived long-term goals or impacts.
Generally, start-ups allocate the funding into three categories: materials and direct labours to
produce the products and services; selling, general, administrative activities that cover marketing,
certifications, grant applications, and business travel; and research and development purposes,
which is the most frequently seen strategy in all interviewed companies. These activities and
outcomes are helping the companies moving forward to the sustainability impacts they want to
achieve. These material topics can be categorized into the three pillars of sustainability: financial
(financial sustainability, scaling up, exposure to opportunities, and increased entrepreneurship),

environmental (emission and waste prevention, clean water and green energy production,
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increased circularity, and less water scarcity), and social (improved quality of life, social job
creation, more innovation and more collaboration and partnership). Metrics for each material
impact were also proposed to assist the performance measurement.

Through the interviews, some recommendations are also suggested to improve the region’s
sustainable performance measurement and funding ecosystem. As it is noticeable that companies
are not doing performance measurement and sustainability reporting yet, the municipality can
eagerly educate the companies about the importance of performance measurement and reporting.
Through performance measurement, start-ups are able to evaluate and eventually improve their
value chain, leading to better and broader impacts. Doing performance measurement is also
beneficial for them to increase their legitimacy and transparency, making their businesses more
attractive for stakeholders. Taking it one step ahead, the municipality can develop a dashboard or
tool, or provide services and subsidies to help companies measure and report their performance.
One company also suggested that the municipality takes more proactive actions to involve the
companies more in developing the region’s sustainability. The collaboration and cooperation
between the government and sustainable start-ups will further boost the sustainable initiatives in

the region and beyond.
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APPENDIX

Appendix 1: Information sheet for the Municipality of Leeuwarden

% universityof s campus fryslan
) /gromngen/
INFORMATION SHEET

Title of study: The Role of Public Funding Allocation Strategies in Affecting
Sustainable Start-Up Performance: Case Study of the Innovation
Fund

Dear, The Municipality of Leeuwarden

Thank you for your interest in participating in this research. This letter explains what the research
entails and how the research will be conducted. Please take time to read the following information
carefully. If any information is not clear, kindly ask questions using the contact details of the
researchers provided at the end of this letter.

WHAT THIS STUDY IS ABOUT?

The objective ofthis research is to understand the role of public funding in affecting sustainable start-
up performance and to develop a measurement framework out of it. The main research question is:
how does public funding affect sustainable start-up performance in making social and
environmental impact? This research question will be answered through the case study of the
Innovation Fund.

WHAT DOES PARTICIPATION INVOLVE?

Participating in this study means that you agree to an interview of approximately 30 to 60 minutes.
During this interview the researcher will ask you questions that focus on the mechanism of the
Innovation Fund and your exepectations for the projects that received the Innovation Fund.

DO YOU HAVE TO PARTICIPATE?

Participating in this study is completely voluntary. You are in no shape or form forced to
participate in this study and choose not to answer questions without any consequences or providing
reasons.

ARE THERE ANY RISKS IN PARTICIPATING?
There is no risk in participating in this research.

ARE THERE ANY BENEFITS IN PARTICIPATING?

There are no direct benefits in participating in this study. However, the participant may contribute
to further the knowledge within the field of sustainable start-up performance and impact
measurement of public funding.

HOW WILL INFORMATION YOU PROVIDE BE RECORDED, STORED AND
PROTECTED?

All data generated in the process of this research project will be stored until the completion of the
project_according to the GDPR rules of the University of Groningen. Only members of the research
team will have access to the data generated in the process of this research. Participants of this study
will be completely anonymized, and no personal data will be found in the research paper.

:,%}; universityof , campus fryslan

groningen

INFORMED CONSENT FORM
By signing the informed consent form you as the participant indicate your willingness to participate
in this study while still being able to withdraw until the date stated above.

WHO SHOULD YOU CONTACT FOR FURTHER INFORMATION?
For any further question please contact the researcher Brigitta Ancelina (University of Groningen)
by email b.ancelina@student.rug.nl

Vi
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Appendix 2: Information sheet for companies

% university of , campus fryslan
gﬁ./ groningen/

INFORMATION SHEET

Title of study: The Role of Public Funding Allocation Strategies in Affecting
Sustainable Start-Up Performance: Case Study of the Innovation
Fund

Dear, (company)

Thank you for your interest in participating in this research. This letter explains what the research
entails and how the research will be conducted. Please take time to read the following information
carefully. If any information is not clear, kindly ask questions using the contact details of the
researchers provided at the end of this letter.

WHAT THIS STUDY IS ABOUT?

The objective of this research is to understand the role of public funding in affecting sustainable start-
up performance and to develop a measurement framework out of it. The main research question is:
how does public funding affect sustainable start-up performance in making social and
environmental impact? This research question will be answered through the case study of the
Innovation Fund.

WHAT DOES PARTICIPATION INVOLVE?

Participating in this study means that you agree to an interview of approximately 30 to 60 minutes.
During this interview the researcher will ask you questions that focus on your experience with the
Innovation Fund and the changes that the Innovation Fund brings to your organization.

DO YOU HAVE TO PARTICIPATE?

Participating in this study is completely voluntary. You are in no shape or form forced to
participate in this study and you can withdraw your involvement in this study (on 3 May 2024 at the
latest) and choose not to answer questions without any consequences or providing reasons.

ARE THERE ANY RISKS IN PARTICIPATING?
There is no risk in participating in this research.

ARE THERE ANY BENEFITS IN PARTICIPATING?

There are no direct benefits in participating in this study. However, the participant may contribute
to further the knowledge within the field of sustainable start-up performance and impact
measurement of public funding.

HOW WILL INFORMATION YOU PROVIDE BE RECORDED, STORED AND
PROTECTED?

All data generated in the process of this research project will be stored until the completion of the
project_according to the GDPR rules of the University of Groningen. Only members of the research
team will have access to the data generated in the process of this research. Participants of this study
will be completely anonymized, and no personal data will be found in the research paper.
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Appendix 3: Link to signed informed consent forms

https://drive.google.com/drive/folders/1DzmSALO3W6jtT3WcNwuZ5eFInvTD9i8?usp=drive li

nk

Appendix 4: Interview guide for the Municipality of Leeuwarden

INTERVIEW GUIDE FOR MUNICIPALITY OF LEEUWARDEN (GRANTOR OF INNOVATION FUND)

Informed consent form
Ask for permission to record the interview

Introduction & the Innovation Fund

1. Canvyou please tell me about the Innovation Fund?
a. Since when did the municipality offer Innovation Fund?
b. What kind of fund is the Innovation Fund? Make sure that the fund is subsidies instead of loans
c¢. What kind of industry does the municipality give the grants to?
d. Do they only receive the fund at the early stage of their projects? Or can it be at any stage (e.g.
later stage)
e. Whatis theamount of the fund can each project receive?
f. Canthey receive the fund more than once?
2. What is the main objective of the Innovation Fund in contributing to sustainability?
3. What kind of prerequisites do projects need to have to receive the fund?
a. Isthe fund given anly to start-ups and/or sustainable-oriented projects?
4. What processes need to be done for projects to receive the fund?
5. What kind of risks does the municipality perceive when granting the fund?
Expectations
Aligning municipality’s expectations and perceived expectations by companies, making sure the
expectations were communicated
6. What do you expect from the projects that have received the fund?
7. First, make sure that municipality does not expect monetary return by giving subsidies. If the municipality
does not expect monetary return, what kind of return does the municipality wish to see?
8. How do you see the fund is used by the projects?
Checking the current condition of closure, aligning with companies’ responses
9. Does the municipality require any form of reporting or feedback from the projects that receive the grant?
If yes, can you elaborate? (e.g: allocation report)
If not, why?
What kind of information do you wish to understand if the projects need to report back?
How often do you wish them to report? Once? Every year?

anow

Material topics and performance measurement

10.What is the most important thing the projects need to achieve with the fund?
11.What do you think is the biggest positive impact that projects can give to the environment and society?
12.What do you think is the potential negative impact that projects have to their environment and society?

Closing

13.How do you see the alignment between the municipality’s expectation and the projects’ current business?
a. What parts align, what not?

THANK THE INTERVIEWEE!


https://drive.google.com/drive/folders/1DzmSAL03W6jtT3WcNwuZ5eFInvTD9i8?usp=drive_link
https://drive.google.com/drive/folders/1DzmSAL03W6jtT3WcNwuZ5eFInvTD9i8?usp=drive_link

Appendix 5: Interview guide for companies

INTERVIEW GUIDE FOR GRANTEES OF INNOVATION FUND

- Inform the summary of the research
- Informed consent form
- Ask for permission to record the interview

Introduction

1. Can you please tell me who you are and explain a little bit about what your company does?
a. When was the company founded?
b. What is the company sustainability goals?
¢.  What sustainability initiatives they pursue?

The Innovation Fund

2. Canyou please tell me how did you come across the Innovation Fund?
a. What was the process of applying?
b. How long did the process take?
¢.  What do you think of the process?
3. Whendid you receive the fund? At what stage of the business did you receive the fund? = to see differences
or similarity between business stages
Attribution of the Innovation Fund
4. How much amount did you receive from the Innovation Fund?
a. (Canyou estimate, how many percent from your whole fund needs the Innovation Fund cover?
b. make sure that companies are indeed receiving the fund as subsidies instead of loan
Seeing what kind of changes did the fund make
5. Would you mind sharing how did you allocate the fund that you received?
Or how do you think the Innovation Fund has helped your business?
a. For what purposes was the Innovation Fund used for?
Attribution of the Innovation Fund
6. Did you also receive any kind of other funding besides Innovation Fund?
a. Ifyes, can you estimate the amount of funding in percentage?
b. If yes, at what stage of the business did you receive these other funds? Before or after the
Innovation Fund?
Checking whether their materiality aligns /aligning what municipality deems material and what companies
perceive
7. Did the municipality have any kind of expectation when they granted the fund?
a. If yes, would you mind elaborating on that?
b. What do you think of the expectations?
If not, what kind of contributions does the municipality want to see through your business?

Performance and impacts of the company / organization

Checking companies’ awareness of performance measurement and reporting
8. Do you do any impact monitoring or measurement or sustainability reporting?
Checking what companies deem as material, aligning materiality from both sides
9. What do you think is the biggest positive impact your company has on sustainability?
a. Onenvironment?
b. On small-scale surrounding?
c. On larger scale society?
10.Do you think there is any possible negative impact your company has on the environment and the society?
Checking the current condition of closure, aligning with municipality’s response
11.Did the municipality require any kind of reporting or feedback for the fund use?
a. |Ifyes, can you elaborate?

Closing

12.How do you see the alignment between the municipality’s expectation and your current business?
a. What parts align, what not?

THANK THE INTERVIEWEE!



Appendix 6: Link to interview transcription

https://drive.google.com/drive/folders/AWBST 1yni86en4KfVV1BmYPAoOfvLEc0JD?usp=drive
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Appendix 7: Coding scheme for sustainability goals and municipality’s objectives

. By 2025, kilo-ton scale with ELUR2,000/on; by 2028 mega-ton scale with EURS0-100/4on - Company A.

. Selling affordable device/system that enables discharge and complies with legislation - Company B.

. Production and sales of e-methanol - Company C.

. "l think we can make way more impact internationally and in the Netherlands. And obviously it also should be
financially feasible if we want to grow a good and sound company, and we also work hard for it. " - Company D.

Financial
sustainability

e L P

. Reducing the cost to be accessible - Company B.

Commercialize the developed software - Company E.

"First phases, and then the upscaling... starting new things." - Company B.

"We have a strong international focus." - Company C.

"There are not 50 many companies that have this global ambition and also have this kind of growth mindset that we
Scaling up have." - Company D.

. "it's really important to... from a technology perspective to prove it in different couniries and different regions,
different types of networks, different culiures, etc.” - Company D.

"We do some sponsoring here and there, and | think the other impact then is to make other people and students and
pupils enthusiastic about possibilities with solar energy." - Company F.

"Except if our company grows..." - Company F.

AR

=l

=

. "So we got a small grant from an accelerator programme that we were invalved in: remove programme, for 10K." -
Company A.

2. "So the kefenproject from RVO, so the Dutch enterprise agency... we applied for a European grant, LIFE." -

Company C.

3. "We also got the MIT (name of the grant). an investment from VC investars, which was also directly a big investment

around." - Company D.

4. "And when they finish a project within the Innovation Fund, they might come. .. they might reach it fo the next level.

MNext level, they can do the application by the other funds. So we iry to build it as... as region. So, this is the first

step.” - Municipality.

More exposure to
opportunities

==
ﬁ
=

Increased . "That's actually why we have this funds to attract companies to the region, to hold the companies in the region, to
entrepreneurship in not have a brain drain in Northern Netherlands. That they stay within the region, the companies. That they add value
the region to a region.” - Municipality

. Developing device or system to thermally purify black water and reuse it while complying to legislation - Company B.
"We have less bacterial load on the service water, which is definitely in SDG." - Company B.

"The swim water is much better so people can actually go swimming without being... without being alarmed about
swimming water quality." - Company B.

4.7l think less... less pollution of the service water in... in Holland, Netherlands.” - Company B.

£ Py =

Clean water
production

. Raw materials and (parts of products) are reused or become organic before broken down in nature - Company A.

"And we use everything out of the grass to make you know biogas, bio-CO2 and we make a sustainable alternative

for peat in potting soil." - Company C.

Waste reduction 3. "Started as a circular logistic service. it's a social workplace. they started to look at other waste streams from the
city." - Company E.

4."So on one side it's circular in the way of the___ you_.. reusing waste streams and try to create new products from it."

- Company E.

na =

Sustainable energy production, energy innovation in built environment, energy from residual flows. - Company A.
Renewable fuels from e-methanol. - Company C.

"We build projects that are going to produce sustainable energy." - Company C.

"We basically make very efficient and lightweight solar panels that can be shipped or made to any shape and
application. So this means we... with better products, we directly reduce on the... energy consumption for our
customers. they can save on energy and collect solar energy." - Company F.

Green energy
production

hali ol

][]



https://drive.google.com/drive/folders/1WBST1yni86en4KfV1BmYPAo0fvLEc0JD?usp=drive_link
https://drive.google.com/drive/folders/1WBST1yni86en4KfV1BmYPAo0fvLEc0JD?usp=drive_link

Increased circularity

M —

halia

Raw materials and (parts of products) are reused or become organic before broken down in nature.

Residual flows of bio-LNG installation are used to make bio-LNG, fertilizer substitute, demineralized water, and liquid
biogenic COZ2 - Company C.

"In principle, we are using the engine heat, the waste engine heat." - Company B.

"And the nice thing about this is that you create a loop." - Company E.

Less water scarcity

¥

b

—

. "We detect water losses in the water network. Nowadays with water scarcity becoming a huge, huge worldwide

problem it's really important that these water utilities are really resilient to anomalies in the water network. You can
calculate how much water is being saved." - Company D.

Emission reduction

W

=y

& o

"Yeah, we don't make it more polluting.” - Company B.
"We replace a lot of fossil alternatives so we replace fossil gas and we replace fertile- fertiliser which is also made
from._. from... from gas normally." - Company C.

. "And there's also the nitrogen story in the Metherlands, which we try to... try to counter as much as possible with our

biogas projects. By using air washers, they're cool. So they take the ammonia out of the air" - Company C.

. "So the litres of water that we, that we saved, the tonnes of CO2 that we saved by reducing the energy needed to

fulfil the demand of the community, and then also the energy that has been saved.” - Company D.

"See what kind of impact do we make when we pick up coffee grounds, for example.” - Company E.

"So this means we... with betier products, we directly reduce on the... energy consumption for our customers. they
can save on energy and collect solar energy." - Company F.

Improved quality of
life

W =

=y

. llegal discharges is lessened, local water quality increases; convenience for water sports and rental - Company B.
. Enabling more access to clean drinking water. - Company D.

"The swim water is much better so people can actually go swimming without being... without being alarmed about
swimming water quality." - Company B.

. "Clean water and sanitation for all is one of the SDGs as well, where we focus on to get on with as well a bit the " -

smart cities, smart and sustainable cities.” - Company D.

More collaboration
and partnership

M =

R

oo

(=]

-

Companies work together inside the hub and share knowledge and resource. - Company E.

"So for example, in Uganda in Africa... So to some exient, we also look there for partnerships with local people to
create jobs there as well." - Company D.

"lt's much more interesting to create a place where they can produce their products, but also find collaboration with
other partners in one building. So we have a group of sustainable entrepreneurs, and we really try to work together
on products, on logistics, on like stakeholder management, so you know to be in contact with the municipality and
Circulaire Friesland. You can share resources, knowledge. you can work on projects together.” - Company E.

. "And we also produce really specialised solar panels for universities.” - Company F.
. The project has to be between two or more companies or parties, one should be based in Leeuwarden. -

Municipality

. "So whenever they are cooperating with knowledge institutions, or other companies within this region, iry to do

everything local and together with the community... that's the factors for us that... that enhances the quality of the
project.” - Municipality.

. "That they make, for example, if they make software they do it open source. Other companies can learn from it as

well. We want it to be shared.” - Municipality

Maore innovation

—

S ol

. Experimental development of new product, service, or process; significant renewal of existing product, service, or

process - Company A.

Al software detecting the leak in water distribution network - Company D.

Circularity impact dashboard software - Company E.

Automatization technology for pick and place machine - Company F

"And of course, they have to add some substantial value, substantial value to the circular economy and renewable
energy or sustainable energy. | will see what technical steps that are taken and I will look anywhere to see if the_.. if
that is enough difference, substantial enough, innovative enough to... to come through as a project.” - Municipality.

{Social) Job
creation

—

ra

w

o

(=]

-

. "We are creating jobs. So now we are with 12 people and six of them... six or seven of them are working within the

Leeuwarden region.” - Company A.

. "And of course, we generate some bit of jobs. At the moment six (people are involved in the company now)." -

Company B.

. "Because | think by applying Al also, some... some risks come with it. Our field of work, not so many, but... but

you're you also need people again, to be able to mitigate those risk." - Company D.

"So to some extent, we also look there for partnerships with local people to create jobs there as well." - Company D.
"We have a group of people who have a distance fo the labour markets... we try to do with the hub now is to create
mare jobs." - Company E.

. "Except if our company grows and we already have some people working for us, we can offer employment.” -

Company F.

. "They work with people that have some... some distance from the labour market. So people with disabilities or

mental illness, and help them back to the labour market." - Municipality.

Xi



