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In this report we examine the current situation of start-ups in Cyprus as well as the level of
entrepreneurship and innovation development through the analysis of survey data collected
from start-up founders and CEOs from Cyprus. We present the main summary results
which includes the main characteristics of the responders and their start-ups (e.g., location,
entrepreneurial activities, financial and managerial aspects). Their views regarding the main
market challenges that they are facing as well as their evaluation of the current market

dynamics will also be presented.
Main Findings of the European Start-up Monitor 2016 for Cyprus in Brief

* 80% of start-ups are located in Nicosia and have an average age of 2.3 years (i.e.,
28% were founded in 2016 and 27% in 2015); 41% are in the start-up stage and 28%
in the growth stage; 17% are an online/fecommerce service, 18% a software or
hardware technology and 12% a consumer or web application.

* 33% of start-ups had revenues between € 1 and € 25,000; 6% had revenues between
€ 5 and € 10 million. 88% responded positively on raising capital from private sources
(i.e., savings of founders or contributions from family and friends) while 24%
responded positively on raising capital through Business Angels.

*  74% of entrepreneurs would found another start-up if their present start-up failed;
83% of responders indicated that there was a low probability for their current start-
up to close down. On average each start-up has 3 founders and are planning to hire 4

new employees, on average, during the next 12 months.
Introduction
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Innovation and the development of an international start-up ecosystem can contribute to
sustainable economic growth and competitiveness. In Cyprus, the entrepreneurial spirit of
Cypriots is reflected in the large number of self-started companies (e.g., SMEs) as well as
the growing start-up ecosystem. In particular, the dynamism of this ecosystem is evidenced
by the increasing number of start-ups founded in recent years across various sectors. As far
as innovation is concerned, according to the European Innovation Score card 2015 report,
Cyprus is considered to be a moderate innovator. However, the success of Cypriot
Universities and SMEs in securing European R&D grants coupled with Cypriot Government
initiatives to encourage investment in innovation and the various tax incentives offered to
newly established start-ups, are positive steps towards creating a more innovative and
competitive market. Despite a small sample of 66 startups, this survey of Cypriot start-ups
provides us useful insights to assess the current situation of the startup ecosystem in
Cyprus. Moreover, it helps us identify the main challenges start-ups face and the possible
policy options necessary to boost the development of the start-up ecosystem and promote

innovation among firms and centres of knowledge sharing.

R&D Expenditure in Cyprus No. of Patent applications in Cyprus
(in million Euros) (source: Eurostat) (Source: Eurostat)
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Participating Start-ups

The summary results on survey-participating start-ups reveal a widely diversified start-up
ecosystem in Cyprus, which can generate great opportunities for collaboration and
synergies that can build both economic and societal value. The main start-up hub is Nicosia,
the capital of the country, where 80% of the start-ups are located. Limassol, the second
largest city on the island has a share of 14%. An industry analysis reveals that the most
popular categories are (a) industrial technology/hardware and (b) consumer mobile/web
application categories, with 12% share each; (c) software as a service and (d) the IT/software
Development categories with 9% each; as well as other categories (such as research and
innovation services, consulting services etc.) (see, Figure 2). Moreover, considering the
development stage of the start-ups, majority of them are in the start-up stage i.e., 41%;
73% are an independent venture foundation and 16% a spin-off from existing company,
28% are in the growth stage; 88% are an independent venture foundation and 5% a spin-off
from existing company while 23% of the start-ups are only being in the seed stage (see,

Figure 2 and Figure 3).

Founders / entrepreneurs

The entrepreneurs participating in the survey are mainly start-up founders (i.e., 86%) and
the overall sample participants consist mainly of Cypriot Nationalities (72%) and other EU
nationalities (22%) or non-EU nationalities (7%) (e.g., see Figure 1). The male-female ratios
across the age distribution are skewed towards male, with 80% being male and 20% being
female with the average age being 36 for male and 31 for female founders. The data
indicate the participants’ entrepreneurial and start-up tendencies; for example, even
though 55% of them have not previously founded a start-up, 30% have already founded
either one or two start-ups. Moreover, from questions regarding entrepreneurial self-image,
we identify the existence of common traits between the responders. Firstly, the responders
gave high scores to arguments such as "/ feel responsible for my employees", “| work hard and
this is also what | demand from my employees", and “| support social engagement”. These
show their high level of responsibility towards their employees, the high value they give in
leading by example through hard work as well as the importance they assign to social

engagement in order to promote their start-up. Furthermore, we observe a positive
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correlation between innovation rate evaluation of their start-up® (mean=41, s.d=7) and life
satisfaction rate (i.e., mean=7 out of 10, s.d.=1.5), which also indicates the importance given
to create innovative start-ups in the Cypriot ecosystem, resulting in overall societal
prosperity. Finally, their entrepreneurial perseverance is shown by the high percentage of
participants, i.e., 74%, who would found another start-up if their present start-up fails (see
Figure 15). More specifically 83% of them are assigning a low probability to the occurrence
of this scenario (see Figure 13) and from those who already founded a start-up, 35% are still

shareholders in their previous start-up.
Economics | Relevant Sectors [ Financial Situation and Business Climate

As far as the macroeconomic environment and business climate are concerned, start-up
founders appear to strategically take advantage of the current market situation with further
expansion and internationalisation plans. First of all, the surveyed start-ups mainly target
Business to Business with some Business to Companies customers (i.e., 30%, see Figure 4).
Moreover, 31% of revenue generation comes from B2B (see Figure 4) while across all
revenue generation segments on average 60% (s.d=5.3) comes from the local market and
about 36% (s.d=5.4) from other EU countries. More specifically, the revenue generation
during the last financial year is positively skewed towards lower margins in comparison to
high margins. , i.e., 33% of start-ups had a revenue between € 1 and € 25,000, 10% between
€ 250,000 and € 500,000 and a 6% between € 5 million and € 10 million (see Figure 11).
Secondly, in regards to the source of capital raised by the start-ups, most popular
categories include the use of private capital (i.e., savings of founders, 88% responded
positive to this category, or contribution from family and friends, 37% responded positive)
as well as capital from Business Angels (i.e., 24% responded positive) as well as through
internal financing (see Figure 11). Such external capital is between € 1 and € 25,000 in about
26% of the cases, and only 5% is between € 5 million and € 10 million (see Figure 11).
Interestingly however, responders are positive/optimistic regarding the prospect of raising
more capital within the next 12 months, e.g., 15% mentioned that they are planning to raise

between € 50,000 and € 150,000 (see Figure 12).

! Innovation rate includes the total score of participants on questions on innovation (e.g., business
model, technology, processes, and product), novelty and speed.

The European Startup Monitor is sponsored by KPMG AG and Telefénica Germany GmbH & Co. OHG. 4
Initiated by the German Startups Association




In regards to internationalisation plans, there is a high preference for Europe (i.e., 92%
responded positive) and some for the Middle East (but much less for other locations), with
main interest in export of products and services as well as potential partnerships with local
companies (see Figure 5). The main challenges and barriers to entry in such markets
identified are those related to differences in legislation and regulations as well as the
adaptability to local customers’ preferences. Moreover, according to the entrepreneurs,
they assign a high level of strategy importance to product development (i.e., 46%) and
strengthening employee motivation (i.e., 43%) while popular cooperation activities include
marketing and use of co-working spaces with other start-ups, R&D and marketing activities

with other established companies (see Figure 7).
Human Resources / Jobs [ Employees

The human resources for start-ups mainly depend on the start-up size in relation to revenue
generation, stage of development as well as the level of capital raised. The surveyed start-
ups have on average of 2 CEOs and the majority of them have between 1 to 10 employees
(including founders or CEOs) (i.e., mean=8, s.d=12) while larger start-ups have between 20
and 6o employees. In regards to employment creation, the number of interns and students
employed by these start-ups is also quite low (i.e., between 1 and 2 individuals) while a
comparison between the number of employees hired during the past year and the number
of employees to hire during the next year shows similar trends, i.e. on average 4 people in

both cases with a higher average for large start-ups.

Additionally, regarding the management structure of the surveyed start-ups, about 50%
have only 1 hierarchy level (while about 33% have 2 levels and 17% 3 levels) indicating their
flat organizational structure which along with a flexible working environment and
appropriate on-job training increases agility and quick decision making. In particular, 57% of
the responders fully agree with having high trust towards their team members’ knowledge

expertise and 58% agree with having a leadership team with clearly defined responsibilities.

Political and legal environment

The political and legal environment in Cyprus is encouraging the establishment of new

start-ups. In particular, the availability of entrepreneurship funding (e.g., through flexible
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loan schemes with low interest rates and extended repayment periods) allows to focus on
value added innovative activities; however a better coordination is still needed to overcome
challenges. According to the responders of the survey, the main challenges that their start-
up is currently facing include product development (19%), growth (19%), sales and gaining
customers (16%) as well as raising capital (15%). Moreover, when asked to evaluate the level
of competition, 59% said that there is a high threat of new market entry while the same
percentage of people agree that there is high speed of innovation in the market. Generally,
responders give higher rating scores to governmental support of the start-up ecosystem
and to help from national universities in promoting entrepreneurial culture than to
traditional companies’ willingness to collaborate with start-ups. Finally, in regards to
responders’ expectations from politics regarding their entrepreneurial activities the most
popular answers include the reduction of administrative procedures (bureaucracy), tax
reduction/relief and support with raising capital. Generally, the responders rated scores
indicate their positive beliefs that our market is rich in profitable opportunities and in terms

of product innovation in their focal industry.

Conclusion

The analysis of the ESM study results for Cyprus provide us with useful insights regarding
the current situation of start-ups and entrepreneurial momentum while revealing the
potential of Cyprus becoming an entrepreneurial and innovation hub in the area. This
achieved through international strategic collaborations while positively leveraging and
influencing the growth of its highly-educated human capital. Such potential can be realized
through the support of both Universities (i.e., by fostering entrepreneurial thinking) and
governmental initiatives which encourage investments in innovation and research and
development while taking into consideration the benefits in terms of economic prosperity

and societal value creation.

In particular, funding and networking opportunities through Horizon 2020 may give Cypriot
start-ups the chance to further evolve by creating the right mix of competitive advantages
and strategic partnerships. These, of course, must be supported by appropriate innovation
policies which will help start-ups tackle market challenges and support sustainable
economic growth. In addition to Horizon 2020, other sources of support for the start-up
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ecosystem include platforms such as the Cyprus Enterprise Link (CEL), the Cyprus Business
Angels Network (CyBAN), Chrysalis Leap, the IDEA programme (a collaboration between
the Bank of Cyprus, the Cyprus International Institute of Management and Deloitte), Start-
upGrind Cyprus, the Centre of Entrepreneurship of the University of Cyprus and others.
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APPENDIX — GRAPHICAL REPRESENTATION OF DATA

1. START-UP CHARACTERISTICS
(a) Responders characteristics

Age and Gender g
B B
2|
L r g
0-20 20-30 30-40 40-60

® Male ™ Female

Nationality of respondees

In which city is your startup
located?

20 30 40 50 60
age

Did you previously found a

startup?
M Yes, 1 previous
startup
N Cyprus
N Yes, 2 previous
B Other EU startups
¥ No-EU

M Yes, 3 previous
startups

Yes, more than 3
previous startups

Current Start-up role

M| am a founder of

11% the startup
¥ Nicosia 3
M Limassol
B | am the CEO, but
¥ Larnaca not a founder/co-
Paphos founder of the
startup

Figure 1. Responders’ characteristics
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(b) Start-up characteristics

Frequencies of Start-up Categories

OTHER CATEGORY 8%
STATIONARY WHOLESALE AND RETAIL 2%
SOFTWAREAS A SERVICE 9%
ONLINE-SERVICE-PORTAL 6%
ONLINE-MARKETPLACE 5%
MEDIA AND CREATIVE INDUSTRIES 6%
IT/SOFTWARE DEVELOPMENT 9%
INDUSTRIALTECHNOLOGY/HARDWARE 12%
GREEN TECHNOLOGY %
FINANCE/FINANCE TECHNOLOGY (FINTECH) 6%
E-COMMERCE 6%
CONSUMER MOBILE/WEB APPLICATION 12%
EDUCATION 6%
CONSULTING COMPANY, AGENCY 8%

Yearly percentage of start-up foundations
(only sample estimates)

30.0%
20.0%
10.0%

0.0% -
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Start-up Development Stage

5%

B Seed Stage M Startup Stage MW Growth Stage W Later Stage M Other
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Start-up Founding and Development Stage

OTHER [
| | | | | | | | | ]
LATER STAGE | | | | | | H*|
GROWTH STAGE | | | | | | i i l-I
STARTUP STAGE | | | | | | | 4 [ 1|
SEED STAGE I I I 0 I I I 0
¥ Independent venture foundation ¥ Spin-off from an existing company
= Spin-off from an university Spin-off from other research institution

® Other category

Figure 3. Start-up founding and development stage

2. CUSTOMERS, MARKET, STRATEGY

Which customers and/or users does your startup
address?

ONLY B2B MAINLY B2B MAINLY B2B  B2BAND B2CIN  MAINLY B2C MAINLY B2C ONLY B2C
WITH SOME B2C EQUAL WITH SOME B2B
MEASURES

Figure 2. Start-up categories, founded year and start-up development stage
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Through which customers does your startup generate
revenue?

ONLY B2B MAINLY B2B MAINLY B2B  B2BANDB2CIN  MAINLY B2C MAINLY B2C ONLY B2C
WITH SOME B2C EQUAL WITH SOME B2B
MEASURES

Figure 4. Customer segmentation
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(a) Internationalization

Plans for internatiolization

| 8 |
74
EUROPE MIDDLE EAST NORTH AMERICASOUTHAMERICA  AFRICA ASIA AUSTRALIA
®YES mNO
Intentions for Internationalization Strategy
83
OTHER CATEGORY =
FOREIGN BRANCH/SUBSIDIARY o 87
85
JOINT VENTURE =
PARTNERSHIP WITH A LOCAL COMPANY TS 54 \
77
LICENSING/FRANCHISING - | ‘
EXPORT OF PRODUCTS/SERVICES = =
| | | | | |
mNO mYES

Challenges when it comes to internationalization

e

71

DIFFERENCESIN  DIFFERENCES IN CULTURAL LANGUAGE ADAPTINGOUR  OTHER CATEGORY
LEGISLATIONAND  TAX SYSTEMS DIFFERENCES BARRIERS PRODUCT/SERVICE
REGULATIONS TO LOCAL
CUSTOMERS
PREFERENCES
mYES mNO

Figure 5. Aspects of Internationalization
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(b) Innovation

Level of innovativness

BUSINESS MODEL TECHNOLOGY PROCESSES PRODUCTS/SERVICES

®low m Medium m High

Level of innovativness (in regards to market)

BUSINESS MODEL TECHNOLOGY PROCESSES PRODUCTS/SERVICES

®m No marketinnovation m Regional = National European  mInternational

Level of strategy importance

RAPID GROWTH PROFITABILITY PRODUCT ORGANISATIONAL  STRENGTHENING  STRENGTHENING
DEVELOPMENT DEVELOPMENT EMPLOYEE CORPORATE
MOTIVATION AND CULTURE (NORMS,
DEVELOPMENT VALUESETC.)

®mlow m Medium m High

Figure 6. Innovation and strategy importance
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What kind of cooperation did your startup establish
with other startups?

RESEARCH AND MARKETING COOPERATIONS FRAMEWORK SUPPLY CO-WORKING SPACE/OFFICE
DEVELOPMENT AGREEMENTS SHARING
COOPERATIONS

= YES mNO

What goals are you pursuing with other cooperations?

GAINING TECHNOLOGY CUSTOMER/MARKET FUNDRAISING DATA (OPEN DATA) REPUATION/IMAGE
EXPERTISE ACCESS TRANSFER

mYES mNO

What kind of cooperation did your startup establish
with established companies?

RESEARCH AND MARKETING COOPERATIONS FRAMEWORK SUPPLY INCUBATOR/ACCELERATOR
DEVELOPMENT AGREEMENTS
COOPERATIONS

mYES mNO

Figure 7. Nature of cooperation of start-ups with other business entities

The European Startup Monitor is sponsored by KPMG AG and Telefénica Germany GmbH & Co. OHG. 14
Initiated by the German Startups Association




EUROPEAN
STARTUP
MONITOR

3. EMPLOYEES
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Figure 8. Aspects of Employment management
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How do you rate the specialisation of your (top)
management team?

IFFERENT TEAMANHEM BE REVRE RAVE

H Disagree ™ Agree ™ Fully Agree

Figure 9. Management specialization rating

4. START-UP STRUCTURE

No. of hierarchy levels

il
2

m3

Internal structure of the startup (Agility)

OUR EMPLOYEES WE HAVE CLEARLY OUR EMPLOYEES OUR EMPLOYEES! WE HAVE A
HAVE CLEARLY DEFINED HAVE FIXEDJOB ~ RESPONSIBILITIESARE LEADERSHIP TEAM
DEFINED TASKS ORGANIZATIONAL DESCRIPTIONS DOCUMENTED IN AN WITH CLEARLY

STRUCTURES ORGANIGRAM DEFINED
RESPONSIBILITIES

m Disagree m Agree m Fully Agree

Figure 10. Start-up structure
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5. REVENUE/CAPITAL

What was your startup’s annual revenue in the last
financial year?

BETWEEN € 5 MILLION AND € 10 MILLION
BETWEEN € 500,00 AND € 1 MILLION
BETWEEN € 250,000AND € 500,000
BETWEEN € 50,000 AND € 150,000
BETWEEN € 25,000 AND € 50,000
BETWEEN € 1 AND € 25,000

NO REVENUE

0% 5% 10% 15% 20% 25% 30% 35%

How much external capital has your startup received to
date?

BETWEEN € 10 AND € 25 MILLION
BETWEEN € 250,000AND € 500,000
BETWEEN € 150,000AND € 250,000

BETWEEN € 50,000 AND € 150,000
BETWEEN € 25,000 AND € 50,000
BETWEEN € 1 AND € 25,000

NO EXTERNAL CAPITAL

0% 10% 20% 30% 40% 50% 60%

How did you finance your startup so far?

OTHER CAPITALRESOURCES g% 9120 |
IPO 1 00% |
VENTURE DEBT [00% |
BANK LOANS 2320
INTERNAL FINANCING (OPERATING CASHFLOW) (o
CROWDFUNDING/CROWDINVESTING 1007 |
GOVERNMENT SUBSIDIES (GOVERNMENTAL FUNDING) L0020 |
INCUBATOR/COMPANY BUILDER AND/OR ACCELERATOR | | shi7.
VENTURE CAPITAL | l Q507 |
BUSINESS ANGEL ' ' 6% |
FAMILY AND FRIENDS o7 D34
SAVINGS OF FOUNDERS (PRIVATE CAPITAL OF FOUNDERS) | | i
0% 20% 40% 60% 80% 100% 120%

= NO mYES

Figure 11. Revenue and Capital raised
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How much external capital do you plan to raise within
the next 12 months?

BETWEEN € 10 AND € 25 MILLION
BETWEEN € 1 MILLION AND € 2 MILLION
BETWEEN € 500,00 AND € 1 MILLION
BETWEEN € 250,000 AND € 500,000
BETWEEN € 150,000 AND € 250,000
BETWEEN € 50,000 AND € 150,000
BETWEEN € 25,000 AND € 50,000
BETWEEN € 1 AND € 25,000

NO EXTERNAL CAPITAL

0% 5% 10% 15% 20% 25%

Figure 12. Plans for capital increase within the next 12 months

6. START-UP DEVELOPMENT AND ENVIRONMENT

What are the three biggest challenges that your startup
is currently facing?

M Product development

m Growth
10‘3..E 1% 19% H Internationalisation
A Processes / internal Organisation
4% \ 19% | Sales / customer acquisition
9% 3% M Recruiting
5%

B Team development

m Raising capital

How likely do you rate the following future scenarios for
your startup?

FOUNDER(S) WILL SALE OF THE COMPANY IPO (GOING PUBLIC) CLOSING DOWN
PERMANENTLY REMAIN IN THE WITHIN THE FIRST 10 YEARS
COMPANY AFTER FOUNDATION

m Llow mHigh m Veryhigh

Figure 13. Main challenges faced by start-ups
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How do you rate the level of competition for your
startup?

| 9% |

L7 o

16%

57% 59% 590/,
INTENSITYOF  THREAT OF NEW BARGAINING BARGAINING THREAT OF SPEED OF
COMPETITION IN MARKET POWER OF POWER OF SUBSTITUTE INNOVATION IN
THE MARKET ENTRANTS SUPPLIERS CUSTOMERS PRODUCTS THE MARKET

¥ low ®High = Veryhigh

Figure 14. Level of market competition

If your present startup fails, what would you do
next?

| would found another startup
| would work as an employee

| would work as a
freelance/consultant

| would get involved as a business
angel/investor

Figure 15. Plans in case the start-up fails
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Kernel Desnsity of Innovation rate
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Life Satisfaction Level rate

.28

.24 4
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Figure 16. Kernel density of innovation and life satisfaction rate
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